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Foreword

he Lincoln Institute of Land Policy completed its identity change

from an international organization to a global organization at the
United Nations Conference on Housing and Sustainable Urban Develop-
ment (Habitat IIT) in October 2016. This transition hinged on our recog-
nition that land policies play an essential role in global efforts to address
critical challenges, such as adapting to or mitigating climate change, or
establishing sustainable, municipal fiscal systems. As we’ve grappled with
climate change, global policy makers and analysts have come to a surprising
conclusion: urbanization is an answer to global efforts to reduce the human
carbon footprint. But this conclusion will be validated only if we get urban-
ization right. To get urbanization right, cities will need sufficient, reliable,
and sustainable revenues. How else will we pay for the green infrastructure
that will protect us from more frequent and severe weather events? And how
will we pay for the transition to efficient, compact urban settlements that
reduce reliance on carbon for transport or heating and cooling buildings?

While it might not seem obvious, the challenges of climate change and
municipal finance are related, and more importantly, they both connect
to our emerging global practice in property taxation. This book is the first
comprehensive academic exploration of the property tax in Africa. It is
rigorously researched and provides in-depth reviews of the property tax
systems in half of the countries on the continent. Alongside our recently
published volume on the property tax in Latin America, Property Tax in
Africa fills an important gap in our global library.

Opver the last seven decades, the Lincoln Institute has built, tested, and
shared a broad arsenal of land policy tools. Within our arsenal, no tools
are more important than those that support land-based revenue genera-
tion. These include the land tax, the property tax, land value capture,

/ xiii /
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computer-assisted mass appraisal, and cadasters. These tools help to harness
the value of land to invest in our places and ourselves. They have the poten-
tial to mobilize the resources needed to meet two seemingly insurmount-
able future challenges: (1) delivering lifeline goods and services to all urban
residents; and (2) making annual investments of trillions of dollars glob-
ally in urban infrastructure.

This volume comes at an opportune time. Nowhere are the fiscal chal-
lenges of urbanization more pronounced than in Africa, the second most
populous, largest geographically, and poorest continent in the world.
Africa is urbanizing faster than any continent. Cities that rely heavily on
insufficient intergovernmental transfers as their major revenue source are
struggling to identify their own revenues to pay for basic goods and ser-
vices for new urban residents. At the same time, they are searching for
capital to build new infrastructure and to maintain their roads, sewers, and
water systems. In the chapters that follow, sobering assessments are pro-
vided for the state of play of property tax systems in numerous African
countries. Clearly, establishing high-functioning systems capable of de-
livering reliable annual revenue flows to help cities make ends meet will
require a lot of work. But there is plenty of room for optimism.

Although property tax revenues across the continent are an abysmally
small share of GDP, African cities are outperforming their countries in
growing annual property tax revenues. As they begin to enjoy the virtuous
cycle of tax base growth through infrastructure investments, their com-
mitment to and success at using the property tax will only improve. More-
over, African cities and countries can benefit from new technologies that
were not available when OECD countries built their local fiscal systems.
New GIS technology will help cities and countries adopt digitized cadasters
and land registries, leap-frogging the paper-based systems of more devel-
oped countries. Soon, computer-assisted mass appraisal will be imple-
mented in cities beyond Cape Town as land markets mature and exchange
prices are disclosed more transparently.

The Lincoln Institute has benefited greatly from its partnership with
the African Tax Institute at the University of Pretoria. This volume is
only one illustration of the scope of our work together. We look forward
to continuing this important work and helping to buttress the use of the
property tax across the continent as one answer to the challenge of getting
urbanization right.

George W. McCarthy
President and CEO
Lincoln Institute of Land Policy
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Preface

his book is the final outcome of a collaborative research project between

the Lincoln Institute of Land Policy (Cambridge, Massachusetts, United
States) and the African Tax Institute (the University of Pretoria, South Af-
rica) that commenced in 2007 and ambitiously explored the current status of
recurrent property taxes in all 54 countries in Africa.! The project began
primarily as a mapping exercise undertaken by 14 research fellows who were
tasked with gathering data in four to six countries each (Franzsen 2007).
They were asked to prepare an overview of property-related taxes in these
countries, focusing on recurrent taxes (Franzsen and Youngman 2009).

Africa is the second-largest continent, with a total area of more than
30 million km?. With more than a billion inhabitants, it is also the second
most populous continent (UNICEF n.d.).? Because of its size and diversity,
its variety of languages, and data and capacity constraints, as well as politi-
cal instability in some countries or regions, even a mere mapping exercise
was challenging. From the outset, it was unlikely that detailed reports on
all 54 countries could be written. Country reports based on available pri-
mary or secondary data were prepared for those countries the research
fellows were able to visit.}

Language barriers are common within the 2,000 languages spoken
on the African continent. There are four official languages widely used
in African countries: Arabic (twelve countries), English (twenty-two coun-
tries), French (twenty countries), and Portuguese (five countries). There
are countries with other official languages: in Ethiopia, the official language
is Amharic; in Rwanda, it is Kinyarwanda; and in Somalia, it is Somali.
There are 15 countries with more than one official language.*

Finding reliable data was challenging. In some countries, simply locating
copies of relevant laws was difficult, and even in countries where legislation

/ xv /
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could be accessed, it became apparent that law and practice may differ, in
some instances significantly. Given the quality and quantity of available
source data, the scope and depth of the country reports differ widely. Also,
for a variety of reasons, not all countries were visited,” and not all country
reports were posted as working papers on the Lincoln Institute’s web page.

Multiparty democracies have mostly supplanted the one-party systems
that marked the onset of independence in many countries; since the 1990s,
democratization and decentralization have been gaining momentum. How-
ever, political instability and in some instances civil war have characterized
the postcolonial era in many sub-Saharan African countries. The so-called
Arab Spring of 2011 also resulted in political instability in North Africa. Its
legacy is still evident in Egypt, Libya, and Tunisia.® According to the 2015
Fragile States Index (FSI 2016), 22 of the most fragile states globally are
African countries.” This has a direct impact on land tenure security and
property markets and thus indirectly affects the taxation of real property,
as is discussed in some detail in chapter 1. African countries generally fare
poorly in various other international comparative indexes,® such as the
corruption perception index, the doing business index (e.g., property reg-
istration and paying taxes), the transparency index, and the international
property rights index. Although the overall picture from these indexes
seems rather bleak, it must also be stated that on the whole, African coun-
tries have experienced significant economic growth in recent years, albeit
in many instances from a low base (African Economic Outlook 2016).

Over time, the scope of the project was broadened to include a compre-
hensive qualitative overview of policies (e.g., tax base options) and admin-
istrative issues (e.g., assessment and collection practices), as well as the
prospects for property taxes across Africa. This necessitated a much more
hands-on approach to individual country reports, as well as reliance on our
professional experience in various African countries.” Not all the country-
specific working papers could be revised and incorporated as country chap-
ters in this book. We believe, however, that the 29 country-specific chapters
selected all contain valuable information, as do the four regional chapters.
Furthermore, it was not feasible to update all the country chapters in all
respects. Although basic country data, such as population, urbanization,
and per capita GDP, were updated in all cases, some property tax data may
be out of date, as indicated in the relevant chapters. Except for per capita
GDP data in U.S. dollars, references to monetary amounts are in the local
currency. A currency exchange table (as of June 15, 2016) is provided in table
A3 in the appendix.!?

In discussing property taxes, classifying or regionalizing African countries
is difficult because both can be based on various factors. For the purposes
of this book, colonial history and language were primarily used to classify
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sub-Saharan countries where it was necessary to regionalize the discussion.
"This broad group of countries can be divided into predominantly English-
speaking (Anglophone), French-speaking (Francophone), or Portuguese-
speaking (Lusophone) countries. This division was used throughout this
book, but especially in the discussions in chapters 1 and 2, chapters 32 to
34, and chapter 36. Although Arabic is predominant in the countries in
North and Northeast Africa, a simple language-based classification does
not necessarily fit neatly. Hence, a rather arbitrary classification based on
geographic location was used for the countries in North and Northeast
Africa, especially in chapter 35.

This book reviews developments in policies, laws, and administrative
practices pertaining to the property tax in African countries and examines
revenue importance, tax bases, valuation and assessment, tax rates, and
property tax administration. Although it focuses primarily on reviewing
current policies, laws, and practices, it also comments on the prospects for
property taxes on the African continent if sufficient information and data
are available. If only one lesson is to be learned from this book, it is that one
size does not fit all in regard to property taxes in Africa.

In conclusion, we wish to express our gratitude to the board and staff
of the Lincoln Institute of Land Policy, especially the current president
and CEO, Dr. George “Mac” McCarthy; the former president and CEQ,
Dr. Greg Ingram; and Joan Youngman, Semida Munteanu, and Emily
McKeigue. We also thank Professor Roy W. Bahl, Dr. Peadar Davis,
Dr. Frances Plimmer, who acted as critical reviewers at various stages of
the process.

Riél Franzsen and William McCluskey
September 2016

Notes

1. The fifty-four countries include the six island states, Cabo Verde, Comoros, Mad-
agascar, Mauritius, Sdo Tomé and Principe, and the Seychelles. The disputed territory
of Western Sahara (also referred to as the Sahwari Arab Democratic Republic), annexed
and administered by Morocco, is not regarded as an African country.

2. Other basic statistics on the countries in Africa are provided in table A.1 and table
A.2 in the appendix.

3. The 42 countries visited are Angola, Benin, Botswana, Burundi, Cabo Verde,
Cameroon, the Central African Republic, Chad, Comoros, Congo, Céte d’Ivoire,
Democratic Republic of the Condo, Egypt, Equatorial Guinea, Eritrea, Ethiopia,
Gabon, The Gambia, Ghana, Guinea-Bissau, Kenya, Lesotho, Liberia, Libya, Mad-
agascar, Malawi, Mauritius, Mozambique, Namibia, Niger, Nigeria, Rwanda, Sio
Tomé and Principe, Senegal, Seychelles, Sierra Leone, South Africa, Sudan, Swazi-
land, Tanzania, Uganda, and Zambia.

4. Table A.1 includes a list of official languages.
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5. The 12 countries not visited by research fellows are Algeria, Burkina Faso, Dji-
bouti, Guinea, Mali, Mauritania, Morocco, Somalia, South Sudan, Togo, Tunisia,
and Zimbabwe.

6. For example, there have been military uprisings (the Central African Republic),
coups (Burkina Faso, Comoros, Mali, and Niger) and attempted coups (Burundi and
Chad). Varying degrees of political instability are currently experienced in Algeria,
Burundi, the Central African Republic, Chad, Comoros, Céte d’Ivoire, Democratic
Republic of the Congo, Egypt, Guinea, Libya, Madagascar, Mali, Niger, Nigeria,
Somalia, South Sudan, Sudan, and Zimbabwe, among other countries.

7. In September 2016, in descending order of fragility, these countries were South
Sudan (1), Somalia (2), the Central African Republic (3), Sudan (4), Democratic Repub-
lic of the Congo (5), Chad (6), Guinea (10), Nigeria (14), Cote d’Ivoire (15), Zimbabwe
(16), Guinea-Bissau (17), Burundi (18), Niger (19), Ethiopia (20), Kenya (21), Liberia (22),
Uganda (23), Eritrea (24), Libya (25), Mauretania (26), Cameroon (28), and Mali (30).

8. The most recent rankings of African countries on these indexes are reflected in
table A.8 in the appendix.

9. Botswana, Cameroon, Egypt, The Gambia, Kenya, Lesotho, Liberia, Malawi,
Mozambique, Rwanda, South Africa, Swaziland, Tanzania, Uganda, and Zambia.

10. Given the volatility of most currencies in Africa, this table provides only rough
guidance. For accuracy, current exchange rates should be consulted.
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Introduction

RIEL FRANZSEN AND WILLIAM MCCLUSKEY

recurrent property tax is levied in almost all countries in the world

(McCluskey, Bell, and Lim 2010).! Although the property tax is the
mainstay of local taxes in many developed and industrialized countries,
itis only beginning to gain a foothold in developing and transition coun-
tries. Many comparative reviews of property taxes have been published
in the past three decades.’ The breakup of the former Soviet bloc and the
fragmentation of Yugoslavia created opportunities for the new democracies
to reestablish private ownership rights and to develop land registration
systems to support legal and fiscal cadastres (Malme and Youngman 2001;
Dale, Mahoney, and McLaren 2010). Real property markets emerged
along with associated reforms in the financial and banking sectors. These
developments were coupled with and necessitated by the revision of real
property taxes in these transition countries.” Over the past 25 years, prop-
erty tax reforms have also received attention in Asia,* as well as in Latin
America and the Caribbean.’ Although property tax reform has also oc-
curred in African regions and countries during the past 25 years, little has
been written on the subject.® Therefore, a comprehensive review of prop-
erty taxes in Africa is both needed and timely.

This book addresses the following questions:

e How important is the recurrent property tax in African countries?

¢ What property tax bases are currently used, which are performing
best, and why?

/37
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e What assessment techniques are used, and to what extent are
computer-assisted mass appraisal (CAMA) and geographic
information systems (GISs) used?

e How are tax rates determined, and how common is the use of
differential (classified) rates?

» Who is responsible for the key aspects of property tax
administration: property data collection and tax base coverage,
valuation and assessment, and billing, collection, and enforcement?

* Is the property tax properly managed? Are there success stories?
o What are the key issues of property tax reform?

"To answer these questions, it is important to define the concepts property-
related taxes and property tax.

Terminology

Terminology is important. In comparative research on property taxation,
care must be taken to ensure that the terminology used is understood and
applied uniformly across various countries or jurisdictions. Specific stat-
utory and common-law terms may have different meanings in different
jurisdictions. Countries may use different terms for the same concept; for
example, in Anglophone African countries, the recurrent property tax lev-
ied at the local level is referred to as rates, sometimes with an added de-
scriptive noun (comzpound in The Gambia, local in Mauritius, property in
South Africa, or tenement in Nigeria).

Property taxes are often broadly defined, especially for purposes of
national country statistics, to include property transfer taxes, stamp duties,
and death and gift taxes (IMF 2014). In some countries (Armenia, Georgia)
and some states in the United States, the property tax may also include
personal property (movable assets) or intangible property.

For the purposes of this book, the term property-related tax refers to any
tax on the transfer, ownership, or occupation of real estate or immovable
property (Franzsen and McCluskey 2005; Martinez-Vazquez, Noiset, and
Rider 2010). Taxes on the transfer (acquisition, alienation, or both) of
property include stamp duties, real estate transfer taxes, capital gains taxes,
gift taxes, and death and inheritance taxes.

Hereinafter, the terms recurrent property tax or simply property tax will
be used to describe only a recurrent tax on real estate (immovable prop-
erty), whether land or buildings or both. This type of tax is the main fo-
cus of this book. However, other property-related taxes are discussed when
their interaction with the property tax is important.
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In an attempt to overcome at least some of the problems with termi-
nology, the following terms are used as defined below unless the contrary
is explicitly indicated:

o Annual value or annual rental value is the basis of the property tax
where the taxable value is related to an estimate of the rental value
of the taxable property.

o Capital improved value is the market value of a property, that is, the
value of the land plus all improvements as a single taxable object.

o Immovable property is land, as well as buildings and all permanent
fixtures affixed to land, and is synonymous with the term rea/
property used in some countries.

o Land rent or ground rent is a charge for occupation or lease of land
owned by the national government or held under terms of customary
tenure.’

 Land tax is a recurrent tax on the ownership of unimproved or
improved land, excluding buildings and all or most of the other
improvements made to the land.

o Land value taxation is a property tax system in which land is the
only taxable object, and the value of improvements is ignored.
This system is often called site value taxation or unimproved value
taxation.

 Property tax is a recurrent tax levied on the ownership or occupation
of immovable property, whether land only, land and buildings, or
buildings only.

* Rates is the term for the property tax levied at the local-government
level in many of the member states of the Commonwealth of Nations
and former British territories, such as Australia, Hong Kong, Kenya,
Singapore, South Africa, and Zimbabwe.

* Rating is a term used to depict the local property tax system in the
United Kingdom and in many former British colonies where the
property tax is referred to as rates, assessment rates, property rates, or
tenement rates.

o Site value rating is a property tax system in which the tax is
levied on the value of the land only, often including some types of
improvements to the land itself, such as leveling, but excluding the
value of any improvements on the land (Dowse and Hargreaves 1999;
Franzsen 2009; Franzsen and McCluskey 2013).
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o Split rate taxation, also referred to as composite rating or differential
rating, is a property tax system in which the land and the buildings
(and possibly other improvements) on it are valued separately and are
taxed at different rates.

o Unimproved value describes the tax base of a land-only property tax.
The term is used especially in Australia and the Pacific region and is
sometimes synonymous with site value. However, unimproved value
is sometimes defined to exclude all improvements, such as site
clearance, filling, and leveling (Dowse and Hargreaves 1999).

Recurrent Property Taxes

A recurrent property tax is a general feature of the overall tax systems of
most of the countries in Africa. Like countries elsewhere in the world, Af-
rican countries use a variety of tax base options (Franzsen and McCluskey
2013; McCluskey and Franzsen 2013a).

Tax Bases
Determining an appropriate tax base is a key policy decision discussed
in chapter 2 (Kelly 2000). This decision is usually made at the central-
government level in unitary countries (Czech Republic, South Africa)
and at the state or provincial level in federal countries (Canada, India,
Nigeria, and the United States). In some countries, legislation explicitly
allows local authorities to select an appropriate tax base from two or more
options (Australia [at the state level], Kenya, Malaysia, Namibia, New Zea-
land, and Swaziland), and municipalities are allowed, at least in theory, to
choose a tax base that will suit their needs. In some instances, legislation
indirectly allows for the use of a different base (India and Tanzania). A
number of countries prescribe different tax bases for different property
use categories (Cote d’Ivoire, Niger, Thailand, and the United Kingdom).
Other countries, however, prescribe a single tax base by law (Brazil, Esto-
nia, Indonesia, the Philippines, South Africa, and Zambia). Undeveloped
and developed property may have different tax bases (Cote d’Ivoire).
There are three broad categories of property tax bases: a per-unit tax,
an area-based tax, and a value-based tax (Franzsen and McCluskey 2013;
McCluskey and Franzsen 2013a). In countries where property markets
are efficient and the valuation skills and capacity exist to determine cred-
ible property values on a significant scale and on a regular basis, capital
value or rental value approaches are generally preferred. Not surprisingly,
capital and rental value systems are most common in industrial countries.
Real estate market evidence usually determines the choice of one or another
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of these three bases. The Republic of Ireland is an interesting example.
When it became necessary to reintroduce a property tax on residential
property, the lack of data on property size and value left the government
with no choice but to introduce a rudimentary flat tax per property unit
in 2012.% Area-based taxes are common in low- and middle-income coun-
tries (Burundi, Czech Republic, Democratic Republic of the Congo, Slova-
kia, and Sudan). Value-based property taxes can be annual-value taxes
(Egypt, France, Ghana, Hong Kong, India, Israel, Malaysia, Thailand, and
Uganda), unimproved land value or site value taxes (Australia, Estonia,
Jamaica, Kenya, and New Zealand), or capital improved value or market
value taxes (Brazil, Canada, Colombia, Denmark, South Africa, and the
United States). Given the rich comparative literature on property tax bases,
only a brief discussion of area-based and value-based taxes follows.

Area-Based Systems

An area-based approach is generally used where insufficient market data
exist to implement a value-based system. It can be applied to land only (as
a rate per unit of area) or to buildings only (a rate per unit of actual or
usable floor area). There are basically two approaches: a simple or strict
per-unit assessment without any adjustment for factors such as location
or use, and a unit-value assessment with adjustments for location, use, or
other factors, such as building age and quality.

Simple area-based systems, without any adjustments for use or location,
are uncommon. Most countries that use an area-based system adjust the tax
base by one or more factors, usually location and use, but in some cases also
the quality and age of buildings and other improvements. These factors
account for value, and although they complicate an otherwise simple
system, they generally increase equity and introduce some progressivity.
For example, in Kinshasa, Democratic Republic of the Congo, properties
are categorized by neighborhood and are taxed accordingly. Most cities
in Tanzania use both an area-based system (flat rates) and a value-based
system. A simplified area-based system is used for properties that are not
yet on a valuation list (McCluskey and Franzsen 2005a). In the three mu-
nicipalities in Dar es Salaam, some adjustments are made for use, size, and
location. In 2002, for example, the relevant property tax bylaw in Temeke
Municipality provided classified tax amounts for more than 60 property
categories (McCluskey and Franzsen 2005a).

Various Indian cities, including Ahmedabad in Gujarat State, have
introduced a so-called calibrated area-based system (Brzeski 2005; U. A. V.
Rao 2008). This simplified system uses adjustment factors, such as loca-
tion, building size, usage, age, and occupancy. Because there are no clear
provisions for future changes to these factors, there is little buoyancy in
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the system other than the increase in property numbers (Cornia 2008).
This is confirmed by the stagnation of revenues in Delhi and Patna
(M. G. Rao 2013). Bangalore in Karnataka State implements a slightly dif-
ferent system, the Self Assessment Scheme (SAS), that can best be de-
scribed as a hybrid of an area-based system and a value-based system. The
city has been classified into value zones based on published guidance val-
ues produced by the Department of Stamps and Registration, and these
are adjusted regularly by “expert judgment” (McCluskey and Franzsen
2013b; U. A. V. Rao 2008). Until at least 2011, property tax revenues were
steadily increasing. Over a three-year cycle, the increase is mandated to be
at least 15 percent. This provides some buoyancy to the system, which
means continued growth of revenue, given proper collection efficiency
(McCluskey and Franzsen 2013b). There are no appeals of valuations under
this system.

Capital Value Systems

CAPITAL IMPROVED VALUE SYSTEMS

Most developed countries and many developing countries use some
form of capital improved value system. However, assessment of the capital
value of taxable property can vary significantly. In South Africa, the prop-
erty tax is levied on “market value.” Latin American countries levy the
property tax on “assessed value” (De Cesare 2012).

In Namibia, the Philippines, and Swaziland, land and buildings are val-
ued and taxed separately. In the Philippines, land assessments are based
on market transactions, while assessments of buildings and other improve-
ments are based on depreciated replacement costs. This approach is also
used in most Latin American cities and is to some extent a solution to the
scarcity of valuers. However, in Bogota, Colombia, the assessment process
is becoming more market related (McCluskey and Franzsen 2013b). Indo-
nesia uses a somewhat simplified system of assessment for both land and
buildings. Land is categorized into approximately 100 land value zones
according to use and location, whereas buildings are categorized into 40
classes, each of which has a prescribed unit price per square meter. There-
fore, properties are not valued individually but are assessed according to
the prescribed land zone and building class rates (Lewis 2003). Macedo-
nia, Montenegro, and Serbia follow a similar approach. Another novel ap-
proach, a simplified system based on capital improved values, is found in
Great Britain and the Republic of Ireland. In 1991, England, Scotland, and
Wales replaced the politically unacceptable poll tax with the council tax.
This residential property tax combines assessment and taxation by allo-
cating all dwellings to one of eight value bands and setting a tax rate for
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each band. The advantage of this system is that a discrete value does not
have to be determined for each individual property (see chapter 36).

A key question in many developing countries where property markets
are informal or do not work efficiently, and where valuation skills are of-
ten lacking, is whether a value-based system is the best option. A dated or
incomplete system relying on individually determined property values may
be more inequitable than a pragmatic alternative based on adjusted area
values (the arnona in Israel) or value bands (Great Britain and the Repub-
lic of Ireland).

UNIMPROVED LAND OR SITE VALUE SYSTEMS

A land or site value system ignores existing improvements on the
land and therefore requires significantly less information and skill to set
up and maintain. However, it requires proper legal definitions of unim-
proved value of land or, in some instances, site value of land. Some improve-
ments (such as leveling, clearing, and underground drainage) may over
time have merged with land to such an extent that it becomes difficult and
artificial to disregard them in determining the value of the relevant land
parcel (Franzsen 2009; Oldman and Teachout 1979).

It is appropriate for land value systems to define the tax base to include
site improvements. Various studies in Jamaica have researched the feasi-
bility of a system based on improved values. Mostly, they have recom-
mended retaining the system of unimproved land value (Franzsen and
McCluskey 2008; Holland and Follain 1991; Sjoquist 2005). It also may
provide a simple solution in rural areas (Bahl, Cyan, and Wallace 2015).
With few exceptions (e.g., subdivisions and amalgamations), the physical
attributes of land remain constant, and thus a land value tax system is less
costly to maintain than one that includes valuation of buildings and other
improvements (Franzsen and McCluskey 2008). Furthermore, landowners
should bear a heavier tax burden, so a land value tax is more progressive
(Bahl 2009). However, because the base is narrower and less buoyant, and
because significant wealth inherent in buildings is excluded, higher nomi-
nal tax rates are required, which may be politically problematic (Bahl 2009).
Furthermore, a land value tax is not consistent with the property transfer
tax, which is based on total values (Bahl and Wallace 2010).

Systems based on unimproved land values or site values are presently
used extensively by local authorities in various Australian states and territo-
ries (New South Wales, Northern Territory, Queensland, and Western
Australia) and some local authorities in New Zealand. Estonia introduced a
land value tax in 1993, and coverage is excellent. However, the land tax is not
an important source of tax revenue in Estonia. An unimproved land value
system is also encountered in developing countries, such as Fiji, Jamaica,



10 / PART I: CURRENT STATUS AND CHALLENGES

and the Solomon Islands (Franzsen and McCluskey 2005). In Africa, Kenya
and Namibia levy a tax on unimproved land, as do a number of Francophone
countries, such as the Central African Republic and Céte d’Ivoire.

IMPROVEMENT VALUE SYSTEMS

Where land cannot be taxed for political, social, or cultural reasons,
buildings constitute a viable tax base (Anguilla, Bermuda, Ghana, Mo-
zambique, and Tanzania). Given the high levels of development in urban
centers in many developing countries, the value of buildings is a consider-
able percentage of total property value, and thus, the tax base is relatively
large. However, determination of the value of buildings is much more com-

plex, time consuming, and costly than that of land values (Franzsen and
McCluskey 2013).

Separate Valuation of Land and Improvements (Split Rating)

Under a split-rate system, land and buildings are valued separately, or the
total market value of the property is determined and the assessed value of
either the land or the building is deducted to determine a residual value
for the other component. The cost of valuation is high because credible
and defendable values must be determined for both the land and the build-
ing components (Franzsen and McCluskey 2013). The attractiveness of
the split-rate system lies in the rate differentiation. A high rate can be ap-
plied to land, encouraging development, but the building stock, which
represents significant capital wealth, is also taxed. Split-rate systems are
used in various countries, including Namibia and Swaziland.

Annual Rental Value Systems

A rental value assessment approach imposes a tax on the annual rent that
taxable property would command in the marketplace, based on current
patterns of property use. Whereas a capital value approach generally re-
flects the value of the highest and best use of the property and therefore
tends to tax gains in value that the owner has not yet realized, the annual
rental value approach typically does not. Itis also a tax on occupation rather
than ownership (although in Pakistan it is indeed the owner). Determin-
ing a notional market rent for owner-occupied property may also be dif-
ficult (Bahl and Wallace 2010). A rental value system relies on obtaining
credible evidence from an active rental market with sufficient arm’s-length
transactions for all relevant property use types. In some instances, the tax
base is net rental value (Melbourne, Australia); in other cases, it is gross
rental value (Perth, Western Australia). A third option may be simply to
allow for a specific percentage deduction from gross rental to determine
the assessed value. In developing countries, however, the relevant laws can



CHAPTER 1: INTRODUCTION / 11

lack clarity on how vacant land should be accommodated. Where there is
rent control, the question will arise whether market rent or regulated rent
should be used as the tax base (Bahl and Wallace 2010; Franzsen and Mc-
Cluskey 2013).

Many countries, especially former British colonies (Egypt, Hong Kong,
Malaysia, Sierra Leone, Singapore, and Uganda) and former French colo-
nies (Algeria, Cote d’Ivoire, Mali, Mauritania, Morocco, and Niger), use
an annual value property tax system. In stark contrast to the rather static
annual rental value systems in Egypt and Uganda, Hong Kong and Sin-
gapore operate vibrant, well-administered rental value systems under
which all taxable properties are revalued annually.

Area-Based Versus Value-Based Approaches

Scholars generally agree that value-based approaches provide a better tax
base than area-based approaches. First, the benefits from local-government
services (public transport, schools, police stations, and recreational facilities)
are more closely related to the value than to the size of property. Second, the
value of local infrastructure (such as surfaced roads, pavements, storm-water
drainage, and street lighting) can be capitalized into property values. Third,
market value provides a naturally buoyant tax base, whereas an area-based
system tends to be static (Cornia 2008) unless value-approximation coeffi-
cients are used, but these must be regularly adjusted. Determination and
adjustment of these coefficients are usually subjective and nontransparent,
whereas market values can generally be determined more objectively and
more transparently, especially if a credible objection and appeal process
exists.

Land Tenure, Information Management Systems,
and Governance

A proper land titling or deed registration system is important for a well-
developed property market and a well-functioning property tax. It is es-
sential that the registration of land titles be comprehensive, efficient, and
transparent. However, the lack of comprehensive registration has not
precluded the imposition of a property tax in most African countries. For
example, in both Cameroon and Rwanda, formally registered land consti-
tutes less than 1 percent of total land parcels. The property tax can be levied
on leasehold rights (Zambia) and other types of limited property rights,
such as emphyteusis (Burundi, Democratic Republic of the Congo, and
Rwanda),’ concessions (Cameroon, Democratic Republic of the Congo),!°
or usufruct (Benin, Burundi, and the Central African Republic).!! For
property taxation, the same database used for the land rent or ground rent
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can be used. What is required, though, is a broad definition of owner that
includes, for example, leaseholders, absentee landlords, tenants, and other
occupiers.

The problems with land administration in Africa include (1) the multi-
plicity of land tenure systems; (2) a land administration system for the
transfer of property held under formal tenure alongside an informal land
administration system managed by traditional (or tribal) authorities; (3) a
deed registration system that runs parallel to a title registration system;
and (4) outdated and poorly maintained manual land record systems, al-
though this is changing (World Bank 2015).

Duality of Tenure

Property rights to land play a fundamental role in governing the patterns
of its use, management, and taxation. The way in which land is owned or
occupied in African countries often limits the revenue potential of the
property tax. In many countries, land belongs to the state and cannot be
privately owned (Ethiopia, Lesotho, Mozambique, Swaziland, Tanzania),
or private ownership is greatly limited (Cameroon, Rwanda, Sierra Leone,
and Zambia). However, state ownership of the land does not preclude
levying a property tax.

In some countries, large tracts of land are held under traditional or cus-
tomary tenure and are used for communal grazing and subsistence agri-
culture. For example, in Botswana, 6 percent of the land is owned frechold,
23 percent is state owned, and 71 percent is customary land. In Uganda
and Mozambique, customary tenure accounts for 62 and 90 percent,
respectively, of the land area. Dual or even multiple tenure systems are
prevalent in many countries in Anglophone, Francophone, and Lusophone
Africa. Dual tenure systems sometimes are contentious. In South Africa,
for example, it is reported that in many rural communities, there is conflict
between the elected, formal local government and traditional leaders,
which can hinder local development and service delivery.

Traditional forms of land tenure are a problem for property taxation
(Macmillan 1997; Ramodibedi 2000). There are three issues: (1) Who is the
taxable person? (2) How is the land to be valued? (3) How are formal local-
government structures and traditional leaderships or chiefdoms to coexist?
On the first problem, one can argue that the person with paramount control
of the land, that is, the tribal chief or village elder, should be the taxpayer.
He can then apportion the tax bill among the users of the land.

Land valuation is difficult because the land is typically rural and is used
for basic subsistence farming or low-value residences. Taxable value is dif-
ficult to determine, and the income of the taxpayers is very limited. Such
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communal rural land is typically exempt (Kenya and Nigeria) or falls below
the value threshold at which properties are taxed (South Africa). Therefore,
large rural areas of land are not part of the tax base, although rural land that
is commercially farmed should constitute a taxable object and is indeed
taxed in several African countries (Namibia, South Africa, Sudan, and Zim-
babwe). However, even small-scale farming may be taxed (Egypt and
Eritrea). In Kenya, however, freehold agricultural land, including commer-
cial farms, is typically not taxed. In South Africa, the property tax legisla-
tion provides for a temporary exemption that could be repealed once all the
legal requirements and the administrative capacity to maintain the system
are in place. Communal land is not only a rural issue in South Africa; it is
also a problem in at least two of the eight metropolitan municipalities, €T he-
kwini Metropolitan Municipality and the City of Tshwane (Franzsen 2003).

The third problem may be the most difficult to resolve. In Niger, tra-
ditional chiefs play an important role in local governance and the collec-
tion of local taxes, but in Ghana, the Local Government Act of 1993
clearly states that customary bodies do not have any power to raise reve-
nue through property taxes. The South African constitution of 1996 also
implies this. Communal (tribal) land is excluded from local-government
property tax bases in Botswana, Lesotho, Namibia, and Swaziland. In cer-
tain instances, tribal authorities have powers to levy property-related
charges for tenure rights on members of the tribe. It is not surprising that
many traditional authorities are therefore opposed to any form of formal,
democratic local government that undermines their powers and func-
tions, especially in regard to land (Franzsen 2001; Macmillan 1997).

Although the taxation of tribal land is problematic, it is not impossible.
In Zimbabwe, a so-called development levy is imposed on all persons who
are heads of households within any communal or resettlement ward of a
rural district council. Although this is more akin to a poll tax, it does relate
to the occupation of land. The head of a household is defined as a person
who occupies or uses communal land or resettlement land for agricultural
or residential purposes (other than occupancy by a spouse, child, or de-
pendent of such a person). This levy is typically imposed on a family unit
occupying land under the terms of a traditional right of occupation or use.
It may be uniform throughout an area or differential (Brakspear 1999).
There are also examples in Canada and New Zealand where tribal land is
taxed (Franzsen 2001).

Land policies and tenure reforms directly affect a country’s economy
and investor confidence and can become very contentious political issues,
as in Lesotho (Ramodibedi 2000), Namibia, South Africa, and Zimbabwe.
Land reform in Zimbabwe over the past two decades indicates how con-
troversial it can be.
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Land Information Systems

Since 2000, African countries have made dramatic improvements in de-
veloping their land information systems (LISs). For example, Uganda be-
gan its involvement with an LIS in 2007 with a project funded by the World
Bank and has now launched the National Land Information System In-
frastructure, in which some 70 percent of all land titles are registered.
Ghana’s Land Administration project began in 2004. In 2012, Tanzania
began the Integrated Land Management Information System and followed
with the Zanzibar Land Information System in 2014.

Developing a modern LIS can take a decade or more. This makes the
process susceptible to loss of support unless it is underpinned by strong
political commitment and donor backing (Burns 2007). To reduce the risk
that the government will lose interest in the project, countries should de-
velop a long-term strategy and realistic goals and objectives. The LIS
should have strong support from a lead ministry, such as a ministry of
lands, with buy-in from other ministries, such as finance and local gov-
ernment. The advantages of having a national LIS must be articulated in
a way that shows that they include both fiscal and nonfiscal benefits.

A critical element in any LIS is the institutional arrangements within
which the system operates. Typically, countries must deal with multiple
organizations, each with legislation empowering it to participate in the
delivery of some part of the land administration process. Powers often
overlap and add to bureaucratic red tape, which allows agencies to remain
self-serving, with scant regard for the efficiency of services to the public
and community. Overcoming such conflicts is important in developing a
successful LIS.

Development and implementation of an institutional vision, strategy,
assessment, and operational plan for institutional reform are essential. Key
reform principles include operational independence, financial sustainabil-
ity, accountability, and customer orientation. Other component outputs
are (1) an analysis of sound practices in legislation and regulatory frame-
work improvement; (2) structures to enhance the accountability of the land
registry to key stakeholders; (3) training and capacity building within the
registry and other sectorial stakeholders; and (4) public outreach activities
to improve public perceptions of the registry.

To support the property tax, a land administration system should in-
clude a process for determining, recording, and disseminating informa-
tion about tenure, ownership, value, and use of land. The LIS is composed
of textual records that define rights or information and geospatial data that
define the space over which these rights and information apply. An impor-
tant motivation for land administration projects throughout the develop-
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ing world is the facilitation of transparent and efficient land markets, on
which the property tax relies.

Advances in spatial data systems through geographic information sys-
tems have led to improvements in cadastral mapping and LISs. Paper-based
LISs often suffer from misplaced or lost documents and inconsistent rec-
ord keeping and are seldom linked or integrated nationwide. In addition,
they often fail to detect multiple, duplicate, or ambiguous ownership claims.
Geospatially enabled digital LIS systems can help resolve most of these
information failures. Moreover, geospatially based LISs can specify prop-
erty rights and community boundaries more precisely and can eliminate
many disputes between customary and statutory law. Land administra-
tions in Burkina Faso, Ghana, and Mozambique, for example, have turned
to geospatial cadastral surveys to create more accurate national land tenure
systems.

Land Registration and the Cadastre

The cadastre is closely linked with land registration. A cadastre is a sys-
tematically organized database of property data along with associated maps
within a jurisdiction or country (FIG 1995). This information delineates
a property’s boundaries, determined by a survey, and includes a map that
indicates the boundaries. Although cadastres were originally established
for property tax purposes, they are used for land registration purposes in
many countries. When a cadastre is used for tax purposes, it is a fiscal ca-
dastre; when it is used for land registration purposes, it is a legal cadastre.
However, modern cadastres are typically multipurpose (Mozambique).

Bogaerts, Williamson, and Fendela (2002) consider the cadastre the
core or basis of a land administration system and emphasize that the es-
tablishment of modern land administration systems is not possible with-
out an effective cadastre. Dale and McLaughlin (1999) conclude that the
basic building block of land administration systems is the cadastral parcel
and that land administration can be divided into four functions: juridical,
regulatory, fiscal, and information management. The Bathurst Declaration
(UN-FIG 1999) states that land administration systems, and in particular
their central cadastral components, are essential elements of a country’s
national infrastructure. However, the link between a cadastre and a legal
land register continues to differ among countries. Some countries have fully
integrated systems, but many, such as Kenya and Mozambique, have land
registration systems that are not linked to the cadastre.

It is important to note, however, that a cadastre, or even a cadastral
survey, is not a prerequisite for having a land or property tax system, al-
though it will affect the nature and sophistication of the system. A problem
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often associated with coverage of valuation rolls in value-based systems is
the poor state of the land registration and titling systems because the
registration of titles or deeds and the availability of comprehensive fiscal,
legal, and multipurpose cadastres are important to the effective adminis-
tration of full-fledged property tax systems. Property registrations include
information on the current owner, which is important for the administra-
tion of the property tax. However, the land registry must share this infor-
mation with the billing department to ensure that the correct person is
billed. This will instill confidence in the ownership and other limited rights
pertaining to land and buildings and thus will provide increased tenure
security. More secure tenure rights should result in improved levels of
formality in property markets and better property tax compliance. This
also could increase access to and reduced costs of mortgage finance and
have an overall positive effect on market values.

Although a land registration system is important, it should not be used
as an excuse for failing to tax all properties irrespective of their registra-
tion. In Rwanda, for example, only properties with a freechold title are pres-
ently liable for property taxation. For the vast number of properties that
are not in freehold, a leasehold fee must be paid. Arguably this is a fee for
the right to occupy, not a tax. This is also the case for the ground rent or
land rent in Burundi, Kenya, Lesotho, Mozambique, Tanzania, and Zam-
bia. In Lesotho and Kenya, only properties in urban areas covered by a
land registry are taxable. Landowners can evade the property tax by not
registering, but they then have limited legal protection of the land they
own. In Botswana, insufficient and incomplete records on land parcel use
or ownership in areas practicing customary land tenure have been the big-
gest obstacle in developing a land information system. Although land in-
formation in these areas has improved greatly, it still is not good enough
to provide a sound basis for land administration.

Many administrative problems beset property registration, such as ex-
pensive surveying, time-consuming and costly legal processes (Chad), lack
of competent personnel in registry departments, manual and paper-based
systems, and the absence of local, decentralized registry offices. A major
part of the problem is a lack of understanding by property owners of
the benefits of registering their property. Often the process is voluntary.
The lack of a comprehensive property registry results in transactions
within the informal market, which in turn adversely affect the operation of
the property market (Mozambique). However, several countries have good
registration practices, including Burkina Faso, Cabo Verde, Malawi, Mo-
zambique, Namibia, Rwanda, South Africa, Zambia, and Zimbabwe.

Many countries have ongoing land titling and registration projects
funded by donors (Cabo Verde, Lesotho, Mauritius, Uganda, and Zambia).
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However, in many places, the process is lengthy and expensive, and progress
is slow (Kenya). The lack of a land registry creates difficulties for the prop-
erty tax because of the lack of clarity about who owns what. Tying property
tax liability only to registered properties significantly reduces coverage. The
solution is to speed up the registration process, as was done very successfully
in Rwanda. However, this is costly and presupposes the necessary capacity to
administer self-declaration procedures. The benefits to the national govern-
ment of comprehensive land registration often outweigh the cost of initial
or first registration. By ensuring that the first registration is mandatory,
the process can be made regular at low or no cost. Apart from providing an
improved basis for taxation, registration can result in efficiencies in other
areas, such as planning land use, providing a base for secured lending to
owners, and developing a national land information system.

Recognition of customary tenure in land administration systems var-
ies. In some countries, such as Mali, customary rights are explicitly rec-
ognized, but these administrative systems often operate in a very complex
legal and institutional environment. In other instances (Mozambique and
Uganda), there is a unified legal system based on customary law. The 1997
Land Law in Mozambique, promulgated under a socialist administration,
uses the term family law rather than customary law. Customary land use
tends to dominate in Burundi, Chad, Céte d’Ivoire, Niger, and Togo. In
the Central African Republic, traditional land tenure is restricted to land
use rights rather than ownership. Land can be either state owned or free-
hold in Céte d’Ivoire. In Equatorial Guinea and Gabon, all land is owned
by the state, but it can be allocated and “owned” by individuals provided
it is put to productive use.

Many developing land administration systems distinguish between ur-
ban and rural systems. In Mozambique, urban municipalities have the
power to develop their own cadastres, while a national land information
cadastre is being developed for rural land."? The existence of separate land
registries and cadastral offices frequently leads to problems with inconsis-
tent and duplicated records. In Mozambique, for example, the Ministry of
Justice is responsible for the legal land registry, but the Ministry of Lands
Environment and Rural Development has responsibility for the rural cadas-
tre. In Kenya, the land registry has been decentralized to counties, which
operate as independent entities with little national oversight or control.

In several Francophone countries, such as Burundi, Madagascar, Mali,
and Niger, land-related policies have had to recognize and embrace tenure
dualism, that is, both customary and statutory tenure (Durand-Lasserve,
Durand-Lasserve, and Selod 2015). Hence, they allow customary law and
practice to continue alongside statutory law. Current land policies and
laws in the region are deeply influenced by the colonial legacy.
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Land tenure security is weak in both informal and formal markets in
many African countries (Congo, Cote d’Ivoire, Equatorial Guinea, and
Mali). One of the primary causes is postwar disputes between returnees
and current occupiers (Burundi, Rwanda). Refugees are a major challenge
not only for host countries but also for their country of origin when they
return (Democratic Republic of the Congo, Rwanda). Land grabbing, il-
legal occupation, and conflicts over land hinder efforts to establish proper
and defensible rights to land (Congo, Mali). Corruption and speculation
(Mali) also affect tenure security and the value of property. Many land par-
cels are undocumented, and many of the existing land records are out of
date, as in Chad and Céte d’Ivoire. Burundi and Niger are examples of
countries that have land codes or similar laws that seek to address owner-
ship and occupation rights to land while in some instances also recogniz-
ing the legitimacy of customary and legal rights.

In many countries, for example, the Congo and Madagascar, only land
that has been registered has the full protection of the law. Registration
processes tend to be centralized, complex, and cumbersome (Allassembaye
2010; Monkam 2010) and are often associated with high transfer taxes and
fees (Chad, Cote d’Ivoire, Equatorial Guinea, Madagascar, Mali, and
"Togo), which discourage property registration (Monkam 2010). Lack of
registration also affects the property tax because ownership rights are
indeterminate, and in some countries, such as Equatorial Guinea, only
registered land is liable for the property tax. Generally, recording fees,
transaction taxes, and stamp taxes are detrimental to transactions that
facilitate efficient allocation of resources between economic actors (Fossat
et al. 2013).

Often, several ministries are involved in land-related matters, again
creating complexity and confusion, as in Burundi. A further property-
related issue that significantly affects property taxation is the lack of street
addresses, which makes it very difficult to match taxable properties with
owners or occupiers. In several countries, significant progress has been
made in some pilot cities, such as Quagadougou (Burkina Faso), Bobo-
Dioulasso (Mali), and Lomé (Togo) (Farvacque-Vitkovic and Kopanyi
2014). Programs to upgrade and digitize land registers and cadastres
and other projects to increase efficiency have been ongoing in various
Francophone countries, including Burkina Faso, Burundi, Cameroon,
Cote d’Ivoire, Guinea, Madagascar, Niger, Rwanda, and Senegal (World
Bank 2015).

Security of tenure and the settling of land disputes should be priori-
ties. The benefits of increased market values and more formalized mar-
kets, especially for a value-based property tax, are obvious. Formalizing
markets and removing disincentives to legal transfers by, for example, re-
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visiting high transfer taxes and expensive regularization of informal ten-
ure should also be priorities. It is heartening to note the simplification and
cost reduction in this sphere in recent years in many African countries.
The process in Rwanda is described in box 1.1.

The Food and Agriculture Organization of the United Nations (FAO
2012, 20) declares: “States and other parties should ensure that information
on market transactions and information on market values are transparent
and widely publicized, subject to privacy restrictions.” In addition, the FAO
(2012, 29) also states: “States should provide systems (such as registration,
cadastre and licensing systems) to record individual and collective tenure
rights in order to improve security of tenure rights.” Many countries have
embarked on ambitious land registration systems and cadastral efforts that
are supported by donor agencies. These initiatives are largely based on the
need to know who owns what.

Box 1.1 AN ExAmPLE oF Goob LAND INFORMATION MANAGEMENT

Ten years ago, transferring property in Rwanda took more than a year. Today,
as a result of the Land Administration Information System, the process takes
only a month.

The system of land tenure and the provision of land rights in Rwanda are
important components of the reformed property tax system. Rwanda has
made significant progress in digitally recording all individually owned parcels.
The Constitution of the Republic of Rwanda recognizes state and private
property and grants every citizen the right to private property. To provide
security of land rights, the government introduced the National Land Policy
(Government of Rwanda 2004) and the Organic Law on Land (Law
No. 08/2005), which constituted the first comprehensive governance
framework for land ownership, use, and management in Rwanda. The
Organic Law on Land recognizes rights to land obtained under customary
law as equivalent to rights obtained under formal law and requires land
registration. Under this law, all rural land previously held under customary
tenure is now registered and granted an emphyteutic lease. Land registration
provides for two types of certificates of land rights: the certificate of
registration of full title (broadly equivalent to freehold ownership) and the
certificate of registration of emphyteutic lease, that is, leasehold. Emphy-
teutic leases are long-term leases available to the general public and require
the lessee to use and develop the land in accordance with its classification or
zoning requirements. The term of emphyteutic leases can be up to 99 years
with entitlement to renewal as long as the land is used in accordance with the
law (Government of Rwanda 2006, 2007).
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The Land Tenure Regularization process under the Rwanda Natural
Resources Authority (RNRA) began formally in 2008 and has been
completed. An estimated 10.3 million parcels have been demarcated,
adjudicated, and digitized. Parcel data are contained in the Land Tenure
Regularization Database, which contains 8.4 million titles, 6.1 million of
which have been physically collected by the “new” owners; approximately
90 percent of the titles have been collected by owners within the three
districts of Kigali.

The digitization of all parcels throughout the country represents an
invaluable resource for the administration of the property tax. The land
tenure system in Rwanda is a modification of the Torrens system that is used
in Australia and New Zealand. The Register of Titles records the certificates
of registration, which identify the object that is owned, the owner, and the
legal ownership rights. The Lands and Mapping Department within the RNRA
has primary responsibility for the registration of land titles. The objective is
to have a decentralized office of the department within each district linked to
the Land Administration Information System.

There is no doubt that comprehensive land information systems and
their integrated mapping provide a useful resource for property tax ad-
ministration. Aerial maps are powerful tools for viewing properties that
are taxed or are not taxed. But it is also important to note that land regis-
tration systems can also be used to limit the property tax base, as is pointed
out in this chapter. In some countries, only registered land and properties
are taxable. This situation opens the door for tax avoidance or evasion since
registration is largely voluntary. In some countries, registration also in-
curs additional costs that property owners would like to avoid. As we will
argue in later chapters, this will strengthen the case for including all prop-
erties, registered or not, in the property tax base.

Notes

1. The property tax has been well studied in a substantial body of research. The
seminal contribution of Dick Netzer (1973) began the modern era of property tax
research work in the United States (Youngman 2016). Surveys of the practice in less
developed countries include Bahl (1979, 2009), Bahl and Martinez-Vazquez (2008),
Bird and Slack (2004), Kelly (2014), McCluskey and Franzsen (2005b), Norregaard
(2013), and UN-Habitat (2011). The literature on property taxation in cities in devel-
oping countries includes Bahl and Linn (1992), Bird and Slack (2006), and McCluskey
and Franzsen (2013b).

2. There have been various studies with a regional focus (e.g., Brown and Hepworth
2002; Franzsen 2003; Malme and Youngman 2001; Maurer and Paugam 2000; Sulija
and Sulija 2005; Trasberg 2004). However, there are also many comparative studies
with a broader, global focus on the recurrent property tax (Bing, Connelly, and Bell
2009; Bird and Slack 2004; Franzsen and McCluskey 2005; McCluskey 1999; McCluskey,
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Bell, and Lim 2010; McCluskey, Cornia, and Walters 2013; OECD 1983; Rosengard
1998; UN-Habitat 2011; Youngman and Malme 1994).

3. Since the early 1990s and especially since 2000, there has been significant prop-
erty tax reform in the countries of Central and Eastern Europe, for example, in Ar-
menia (Almy and Abrahamian 2001), the Czech Republic (Rohlickovi 1999), Estonia
(Tiits 2008; Tiits and Tomson 1999), Hungary (Péteri and Lados 1999; Tassonyi 2004),
Latvia (Bird 2004d), Lithuania (Aleksiene and Bagdonavicius 2008), Poland (Bird
20044a; Brzeski 1999), Russia (Malme and Kalinina 2001; Timofeev 2004), Serbia (Lev-
itas, Vasiljevic, and Bucic 2010), Slovakia (Bryson et al. 2001), and the Ukraine (Bird
20040).

4. For example, India (Bird and Slack 2004; M. G. Rao 2013; U. A. V. Rao 2008), In-
donesia (Kelly 1995, 2015; Rosengard 1998), Laos (Visounnalath, Stevenson, and Burns
2002), Malaysia (Hizam et al. 1999), Pakistan (Keith 1999), the Philippines (Baraquero
1999; Kelly 1995), and Thailand (Kelly 1995; Varanyuwatana 1999).

5. For example, Argentina (Rezk 2004), Brazil (De Cesare and Ruddock 1999), Chile
(Rosengard 1998), Colombia (Ruiz and Vallejo 2010; Uribe 2006), Jamaica (Lyons and
McCluskey 1999; McCluskey 2005; Sjoquist 2005), and Mexico (Bird 2004b).

6. For example, in Egypt (Amin 2010), Gabon (Monkam 2009a), Ghana (Jibao 2009a),
Kenya (Kelly 2000; Olima 1999; Rosengard 1998), Rwanda (Almy 2004), Senegal
(Monkam 2009b), Sierra Leone (Jibao 2009b), South Africa (Franzsen 2005; Slack
2004), Tanzania (McCluskey etal. 2003; McCluskey and Franzsen 2005a), and Uganda
(Olima 2010). See brief country reviews of Botswana (Franzsen 2003; Monagen 1999),
Guinea (Vaillancourt 2004a), Kenya (Rosengard 1998; Olima 1999), Lesotho (Franzsen
2003), Namibia (Franzsen 2003), South Africa (Franzsen 1999, 2005; Slack 2004),
Swaziland (Franzsen 2003), Tanzania (Kelly 2004), Tunisia (Vaillancourt 2004b), and
Zimbabwe (Brakspear 1999). There are regional reviews of Anglophone East Africa
(UN-Habitat 2013), Southern Africa (Franzsen 2001), and Anglophone West Africa
(Jibao 2009¢). See also Fjeldstad and Heggstad (2012), Franzsen (2003), and Franzsen
and McCluskey (2005).

7. Land rent should not be viewed as a tax, because it is a fee payable for the right or
privilege to occupy state-owned or customary land. It is described in more detail in
chapter 2.

8. This flat tax system was replaced by a value-banding system in 2013.

9. Emphyteosis is the right to full usage of uncultivated land belonging to the state on
condition of improving and maintaining the land and payment to the state of a fee in
cash or in kind.

10. A concession is a contract by which the state recognizes that an individual, a legal
person, or a group of persons (e.g., a community) has the right under private or public
law to use real estate subject to the conditions and methods prescribed by the law.

11. A usufruct is a limited real right in property under which the usufructuary (the
holder of the usufruct) has the right of use of the property and the fruits of the prop-
erty.

12. Colombia has a similar system.
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Policy and Practice

WILLIAM MCCLUSKEY, RIEL FRANZSEN, AND ROY BAHL

he property tax is levied in all African countries except Burkina Faso

and Seychelles. In some countries (Ghana, Kenya, Nigeria, South Af-
rica, Swaziland, and Uganda), it is a constitutionally guaranteed source of
revenue for local governments. In all cases, it is levied by local or national
law. But almost everywhere in Africa, it is underused and badly adminis-
tered. Colonial heritage does not seem to be a factor in the weak perfor-
mance of the property tax, nor does the level (national or local) at which
the tax is levied. Some factors plague property tax performance in devel-
oping countries throughout the world, but other reasons for this immatu-
rity of the property tax are specific to individual African countries or to
the continent as a whole.

Property taxation has much of the same appeal in Africa as it does in
other low- and middle-income countries (Franzsen and McCluskey 2016;
McCluskey and Franzsen 2016). The property tax is the academic’s choice
for the principal local-government source of revenue in developing coun-
tries (Oates and Schwab 2009). This is mostly because a tax on immovable
land or property distorts resource choices less than any other tax (Nor-
regaard 2013). However, there are many other reasons to champion the
property tax. Bahl and Martinez-Vazquez (2008) elaborate on several of
these advantages: (1) revenue growth is potentially income elastic because
the market value of real estate is growing rapidly; (2) the property tax is
often a progressive tax because much of the burden falls on the owners of
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land, who tend to be in higher income brackets; (3) it may be seen as a ben-
efit charge for the use of services and thus give a sense of fairness; (4)
local-government authorities have an easier time taxing a base that is im-
movable and located within their jurisdiction; and (5) the property tax is
familiar to local residents and is one that many higher-level governments
are willing to devolve. Perhaps most important, it is almost always referred
to, rightly, as having significant untapped revenue potential.

For all these reasons, one might expect that the property tax would be
an important revenue source for local governments. However, in practice,
this is not the case even in many developed countries and certainly not in
less developed countries (Blochliger and Kim 2016; Norregaard 2013; Bahl
and Martinez-Vazquez 2008). Nevertheless, support for the property tax
as a local-government revenue source remains strong, and interest in its
reform continues (Kelly 2014; UN-Habitat 2011). Especially since the 2008
financial crisis, there has been a global move to reinvigorate the property
tax, led by international development banks and bilateral donors. The rea-
sons for this renewed interest in the property tax are the increased reve-
nue needs of urban local governments and the possibility of reducing the
dependency of local governments on central-government transfers and do-
nor funding (Norregaard 2013).

The specific reasons that the property tax has not developed in Africa
vary from country to country but almost always involve some combination
of counterproductive policies and weak administration. The structural
and administration problems with the property tax have been studied for
a long time, and there is no shortage of recommendations for reform.!
Yet, as we discuss in this chapter, progress in adopting and implementing
reforms has been very slow.

The Importance and Potential of Property Tax Revenue

International comparisons of revenues raised from property taxation are
difficult because comparable data are not readily available. In this book, our
focus is primarily on the annual, recurrent property tax. Our view is that
the property tax includes the annual recurrent property tax, the property
transfer tax, and special assessments on real property. All of these are taxes
levied on real property; in most cases, they are value based; and the inci-
dence patterns are similar. The International Monetary Fund (IMF), which
is the standard source for comparative fiscal data, takes a broader view. It
defines the term property tax for statistical purposes to refer to “taxes pay-
able on the use, ownership, or transfer of wealth” (IMF 2014, 417). Besides
recurrent property taxes, this category includes capital transfer taxes (e.g.,
stamp duties and property transfer taxes), estate and inheritance taxes, gift
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taxes, and net wealth taxes. There are problems with reporting the data.
Sometimes budgetary classifications are not consistent from country to
country; sometimes only budgeted amounts are reported; and sometimes
data for local-government property taxes are not reported at all.

Global Comparisons

Even if one takes these data problems and definitional issues into account,
the observation that the property tax produces little budget revenue seems
valid. Research by Bahl and Martinez-Vazquez (2008) and Norregaard
(2013) highlights the poor revenue performance of the property tax in de-
veloping countries.

The best comparable data on the revenue yield of the property tax in
developing and transition countries as sourced by the IMF over various
years suggest an average yield of only about 0.6 percent of gross domestic
product (GDP), versus 2.2 percent for industrial countries (Bahl and
Martinez-Vazquez 2008). The true average for developing countries is
probably even lower than this estimated amount because many countries
with negligible property tax revenues do not report data and are not
counted in this average. Bahl and Bird (forthcoming) have assembled a
comparison of property tax revenues relative to GDP for 25 countries,
drawn from various sources.’ The results show a concentration of countries
in which property tax revenues are below 0.5 percent of GDP, reinforcing
the conclusion that the property tax is normally an inconsequential source
of revenue. By comparison, the average ratio of total tax revenue to GDP is
about 16 percent for developing countries (Bahl 2014). Given the relatively
low effective rate of property taxation, the continued public resistance to
it is all the more surprising.

In general, rich countries make more use of property taxes than poor
countries. Property taxation is a kind of luxury good that wealthier places
can afford and manage better. But there is much more to the story about
the demand for more property taxation. Bahl and Martinez-Vazquez (2008)
conducted an econometric analysis of the determinants of variations in the
property tax share of GDP. Using panel data for 70 developed and devel-
oping countries and treating the property tax share as endogenous in the
model, they found that higher levels of expenditure decentralization increase
the use of property taxation. The implication of this for fiscal planners, and
for those who would provide assistance to them, is that the demand for
property tax financing will increase with the demand that local governments
play a larger role in service delivery.

Norregaard (2013) finds an average revenue yield of more than 2 percent
of GDP in the 34 member states of the Organisation for Economic
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Table 2.1 Property Taxes as a Percentage of GDP in
Selected OECD Countries

All Recurrent
Property Taxes Property Taxes
Country Year as % of GDP as % of GDP
Australia 2009 2.48 1.45
Belgium' 2010 3.00 1.24
Canada 2010 3.49 3.04
France 2010 3.65 2.46
Germany 2010 0.85 0.46
Greece? 2009 1.24 0.17
Ireland3 2010 1.56 0.88
Israel 2010 3.12 2.32
Japan 2010 2.70 214
Luxembourg 2010 2.65 0.07
Mexico 2009 0.30 0.19
New Zealand 2010 2.16 211
Switzerland 2010 2.22 0.09
United Kingdom 2010 423 342
United States 2010 3.21 3.07

Source: OECD Revenue Statistics (2011) as reported by Norregaard (2013).

' In Belgium, property transfer taxes, levied within a range of 10 percent to
12.5 percent, are very high.

2 Until 2014, Greece relied heavily on property transfer taxation (Norregaard
2013).In 2010, the recurrent tax was dilapidated, base erosion was problematic,
and tax collection was poor.

3 Ireland abolished its residential property tax in the 1970s. In 2012, as a
response to the aftermath of the 2008 financial crisis, it reintroduced a property
tax on residential property.

Co-operation and Development (OECD).> However, this may be some-
what misleading. In 2010, only seven countries (Canada, France, Israel,
Japan, New Zealand, the United Kingdom, and the United States) raised
more than 2.0 percent of GDP from the recurrent (annual) property tax
(table 2.1). In 2010, twenty-two member states, including Germany, Lux-
embourg, and the three upper-middle-income countries, Chile, Mexico
and Turkey, raised less than 1.0 of GDP through recurrent property taxes.
Luxembourg, the country with the highest per capita income in 2010, and
Switzerland, also with a high per capita income, raised 2.65 and 2.22 percent
of GDP from “property taxes,” but only 0.07 and 0.09 percent of GDP
from recurrent property taxes. Both countries focus more on the taxation
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of net wealth. In Germany, the recurrent property tax is important, but
there is also a heavy reliance on transaction, estate, and gift taxes. The
country that raises the most from recurrent property taxes as a percent-
age of GDP is the United Kingdom, where the council tax on residential
properties and uniform business rates on nonresidential properties to-
gether account for 3.42 percent of GDP. Only in Canada and the United
States did recurrent property taxes also exceed 3 percent of GDP in 2010.

Using data for 2009 and 2010, Norregaard (2013) estimates that the av-
erage yield from recurrent property taxes in high-income countries is
1.06 percent of GDP, more than 2.5 times the average level of 0.40 percent
of GDP that he finds for middle-income countries. However, there are
large variations within both groups. The yield of recurrent property taxes
on average represents about 4.5 percent of total taxes in high-income coun-
tries and 2.1 percent in middle-income countries. Again, the conclusion is
that the level of property tax collection increases sharply with income level
(Norregaard 2013).

Revenue Performance in African Countries

With a few exceptions, the property tax is an unimportant contributor
to total revenues in African countries. To be fair, we must note that unre-
liable data limit the conclusions that can be drawn about this. In many
instances, budgetary data are reported only for the central government.
Local-government revenue data are generally not available (or are too neg-
ligible to report) for many of the 40 African countries covered in the IMF
Statistics Yearbook. The picture we get from the data in table 2.2 is dismal.
For the 32 countries that report property tax data, the average share of GDP
is 0.38 percent. The share of the property tax exceeds 1 percent in only
three countries: Mauritius, Morocco, and South Africa. In both Mauritius
and Morocco, property transfer taxes are significant. Only in South Africa
does the recurrent property tax exceed 1 percent of GDP.

When we look at the property tax as a percentage of total taxes, the
picture is still bleak. The property tax exceeds 1 percent of total tax rev-
enues in only nine African countries. The conclusion is clear: property
tax revenues in Africa are well below the average in other low-income
countries.

The recurrent property tax is a local tax in almost all Anglophone coun-
tries in Africa. Although it is not a significant revenue source in general,
with the notable exception of South Africa, it can be an important source
of local-government revenue. In Accra, Ghana, the property tax contributes
approximately 21 percent of own-source revenues, but only 8.6 percent of to-
tal revenue because of the heavy reliance on central government transfers.



Table 2.2 Total Tax Revenue and Property Taxes as a Percentage of GDP in

African Countries

Total Taxes GDP per
as % of Property Capitain Income
GDP Fiscal Taxes as uUsbD Level

Country’ (2012) Year % of GDP (2012) (2016)
Algeria? 374 2011 0.00 5,584 Upper-middle
Angola 43.8 2012 0.15 5532 Upper-middle
Benin 15.5 2012 0.24 808 Low
Botswana 26.9 2011 0.06 6,936 Upper-middle
Burkina Faso 15.6 2012 0.10 673 Low
Burundi 13.6 - No data 244 Low
Cabo Verde 18.3 - No data 3,498 Lower-middle
Central African 9.9 2012 0.10 470 Low

Republic
Comoros 11.8 - No data 750 Low
Congo 9.5 2008 0.32 391 Lower-middle
Céte d'lvoire 16.0 2013 0.07 3,191 Lower-middle
Democratic 10.2 - No data 1,281 Low

Republic of

the Congo
Djibouti 185 - No data 1,587 Lower-middle
Egypt 13.2 2012 0.83 3,226 Lower-middle
Equatorial 11.9 2009 0.03 23,278 Upper-middle

Guinea
Ethiopia 9.7 - No data 470 Low
Gabon 15.1 - No data 10,642 Upper-middle
The Gambia 14.5 2008 0.53 505 Low
Ghana 154 - No data 1,642 Lower-middle
Guinea 19.2 - No data 487 Low
Guinea-Bissau 79 - No data 559 Low
Kenya 15.6 2012 0.01 1,185 Lower-middle
Lesotho3 54.8 2011 0.70 1,159 Lower-middle
Liberia 211 2012 0.15 414 Low
Libya 1.2 - No data 13,035 Upper-middle
Madagascar 9.1 2010 0.06 445 Low
Malawi 214 - No data 270 Low
Mali 14.2 2011 0.70 642 Low
Mauritania 174 - No data 1,283 Lower-middle
Mauritius 189 2012 1.39 9,114 Upper-middle
Morocco 24.5 2010 1.75 2,931 Lower-middle
Mozambique 19.1 2011 0.70 565 Low
Namibia 31.0 2012 0.15 5,680 Upper-middle
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Table 2.2 (continued)

Total Taxes GDP per
as % of Property Capitain Income
GDP Fiscal Taxesas uUsbD Level

Country’ (2012) Year %ofGDP  (2012) (2016)
Niger 145 2010 0.06 394 Low

Nigeria 10.2 - No data 2,740 Lower-middle
Rwanda 136 2011 0.1 667 Low

Sao Tomé and 14.2 2012 0.32 1,488 Lower-middle

Principe

Senegal 19.3 2012 0.10 1,019 Low
Seychelles 29.6 - No data 12,845 High

Sierra Leone 10.7 2010 0.05 619 Low

South Africa 23.2 2013 1.60 7,592 Upper-middle
Sudan 54 - No data 1,662 Lower-middle
Swaziland?® 36.0 2012 0.05 3,989 Lower-middle
Tanzania 116 2011 0.08 828 Low

Togo 154 2010 0.24 581 Low

Tunisia 21.0 2012 0.53 4,188 Lower-middle
Uganda 105 - No data 656 Low

Zambia 15.0 2008 0.03 1,687 Lower-middle
Zimbabwe? 26.3 2012 0.00 851 Low

Sources: IMF (2015, 2016); Jibao (chapter 25); http.//data.worldbank.org/about/
country-and-lending-groups.

" Insufficient data were available for Cameroon, Chad, Eritrea, Somalia, and South
Sudan.

2 The property tax as a percentage of GDP is 0.001 percent in Algeria and
0.002 percent in Zimbabwe, hence 0.00 in the table.

3 The high percentages of total tax revenue as a percentage of GDP for Lesotho
and Swaziland can be explained by the customs duties and excise tax shares received
from the Southern African Customs Union (SACU).

In Freetown, Sierra Leone, the property tax accounts for about 42 percent
of own-source revenues. In Botswana, South Africa, and Swaziland, the
property tax is an important source of local-government tax revenues,
although in Botswana, grants from the central government remain the most
important source of revenue for urban municipalities. In Lesotho, the prop-
erty tax is the most important own source of revenue in Maseru (the only
jurisdiction currently empowered to levy property tax). In Namibia and
South Africa, profits on so-called trading services (e.g., provision of elec-
tricity and water) and the property tax are the most important sources of
revenue. However, for all the other Anglophone countries in this region,
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electricity and water are not provided by municipalities, so these services
cannot be a source of budgetary revenue. However, government grants
are becoming more important in both South Africa and Zambia. The
property tax remains the most important source of revenue in Swaziland,
at least in Mbabane and Manzini (Franzsen 2003; Mbabane 2013; Stef-
fensen and Trollegaard 2000).

The importance of the property tax as a revenue source is minimal in
the Francophone countries (Monkam 2010), even though it is usually a
national tax. In Niger, for example, property tax revenues amount to less
than 1 percent of total tax revenues and less than 0.1 percent of GDP
(Hassane 2009). Furthermore, 70 percent is retained at the national level,
and only 20 percent is remitted to local governments. Various factors
contribute to the poor performance of the property tax in Francophone
countries, including highly centralized tax administration, poor discovery
and capturing of data on properties, poor billing and collection practices,
weak or no enforcement, and very generous exemptions. The situation is
similar in Lusophone countries (Nhabinde 2009) and the countries in
North and Northeast Africa, where the property tax contribution to
total revenue is very low. Although property taxes in Sio Tomé and
Principe contributed 0.32 percent of GDP in 2012, the lion’s share is
from the transfer tax. Despite an increase since 2000 in nominal terms,
the recurrent property tax in Addis Ababa, Ethiopia, contributed less
than 1 percent of municipal revenue in 2004 (Soressa and Gebreslus 2009).
In Algeria, the contribution of property taxes to GDP in 2011 was only
0.001 percent.

An interesting and encouraging trend is the importance of the prop-
erty tax in various metropolitan cities in developing countries, including
a number of cities in Africa (McCluskey and Franzsen 2013). The data in
table 2.3 illustrate the importance of property tax in some important
African cities. In 2009 in South Africa, the four large metropolitan mu-
nicipalities mentioned in table 2.3 raised almost 50 percent of the total
property tax collected by more than 240 municipalities countrywide. In
2015, the eight metropolitan municipalities raised more than 70 percent
of the recurrent property tax in South Africa. In the 2014 financial year,
Gaborone’s share of the total recurrent property tax in Botswana in-
creased to 65.1 percent.

This is consistent with what has been happening elsewhere in the world.
In the 36 largest cities in India, the property tax accounts for 28 percent
of own-source revenue (Mathur, Thakur, and Rajadhyasksha 2009). De
Cesare (2012) reports a survey of 64 municipalities in Latin America that
shows that the property tax accounts for an average of 24 percent of local-
government tax revenue. This gives a different perspective on the issue:
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Table 2.3 Importance of the Property Tax in Selected Cities in Africa

City Percentage of Total

Country City Year Country Property Tax
Botswana Gaborone 2011 47.20
Ghana Accra 2007 51.74
Kenya Nairobi 2014 23.00
Liberia Monrovia 2012 92.65
South Africa Cape Town 2009 12.23

Durban 2009 14.77

Johannesburg 2009 12.57

Pretoria 2009 8.52
Tanzania Dar es Salaam 2010 55.57
Uganda Kampala 2008 11.50

Source: Adapted from McCluskey and Franzsen (2013).

the property tax in developing countries is an important part of the strat-
egy for local-government finance even if it is not an important part of the
strategy for overall government revenue mobilization (McCluskey and
Franzsen 2013).

Revenue Potential in Africa

A sense of the revenue potential of property taxation for African coun-
tries might enable countries and donors to chart a better reform plan. Al-
though there is no really good way to estimate this potential, and the data
supporting any estimate will be dreadful, two approaches can be suggested.

The first is comparison with averages for developing countries. From
table 2.2, we estimate that the average ratio of property tax to GDP is about
0.38 percent in Africa versus an average for all middle- and low-income
countries of 0.6 percent of GDP (Bahl and Martinez-Vazquez 2008). Sev-
enteen of the thirty-two African countries reporting such information had
property tax ratios below the international average. One problem with this
comparison is that it is benchmarked against weak performance by other
low-income countries. Still, this calculation suggests a significant poten-
tial for increased revenue, especially given the growth rate of African GDP.

The second approach, developed by Norregaard (2013), uses the average
revenue ratios of the best performers among countries grouped by income
level as a benchmark for the revenue potential of all countries in that
group.* When the African countries for which data are available are consid-
ered in this manner, the results confirm the hypothesis that there is con-
siderable untapped property tax potential in Africa. Property tax revenue in
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the 17 middle-income countries included in table 2.2 averaged 0.47 percent
of GDP, but the average for the highest countries was 1.25 percent; for
the 13 low-income countries, the average rate was 0.20 percent, but for
the five best in this group, it was 0.45 percent. This rudimentary bench-
marking exercise suggests that a doubling of property tax revenues over
present levels in Africa might be feasible.

So why is revenue not increasing? What factors obstruct the use of the
property tax? The answer, as we show in this chapter, is a combination of
counterproductive tax policies and weak administration, almost always
overlaid by unwillingness to enforce the tax. But the environment within
which the property tax must operate in Africa also plays a part. The con-
tinent includes some of the poorest countries in the world. In these coun-
tries, there is little capacity to sustain a property tax with broad coverage
at a high level. Political uncertainty and protracted civil wars are also prev-
alent in many African countries. These events have displaced many tens
of thousands and even millions of people and have damaged or destroyed
infrastructure, homes, and commercial buildings, with adverse conse-
quences for property markets and the revenue potential of the property
tax. In short, trust and good governance are sadly lacking in many coun-
tries on the African continent.

The Institutional Environment

The institutional environment includes the structure of government, the
legal authority to levy and collect the tax, and the fiscal autonomy that has
been given to subnational governments in deciding how to spend the
money. These institutions result from culture, colonial heritage, topog-
raphy, natural resource endowment, and even historical accidents. They are
important influences on the way in which the property tax functions, and
they typically change very slowly.

Whether governance is unitary or federal, and whether it features
strong third-tier local governments, can affect the implementation of a
strong and well-founded property tax. Normally, we would expect more
decentralized countries to be more aggressive about reliance on the prop-
erty tax. In this regard, there is great variation in Africa. Botswana, The
Gambia, Ghana, Kenya, Lesotho, Liberia, Malawi, Mauritius, Namibia,
Sierra Leone, Swaziland, and Tanzania have only two levels of government.
Nigeria, South Africa, Zambia, and Zimbabwe have three levels. (The
Comoros, Ethiopia, Nigeria, and Sudan are the only federal countries in
Africa.) Uganda has a unique and intricate system of local government
consisting of five tiers, but the Seychelles has only a central government with
local administration on some of the individual islands. There are also
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some special arrangements for property and land taxation that lie outside
the normal government structure. Some form of regional or district gov-
ernment exists for rural areas in a few countries (Namibia, South Africa,
Uganda, and Zimbabwe). However, there are significant differences in the
way in which these regional governments are financed. For example, in
Uganda, district councils are legally entitled to levy property tax, but in
practice, they generally do not have the capacity to implement this tax.
In South Africa, some district municipalities may have the capacity to
levy property tax, but they are prohibited from doing so by law because
the lower-tier local municipalities have been given the legal power to levy
the property tax.

Most Francophone African countries have a two-level government
structure, although the Democratic Republic of the Congo has a provin-
cial level as well. In Lusophone Africa, the three small countries have a
two-level structure, but Angola and Mozambique have three levels of gov-
ernment. The geographically vast countries of North and Northeast Af-
rica generally have three levels of government. Algeria, for example, has
48 provinces, Egypt has 27 governorates, Ethiopia has 9 states and 2 self-
governing territories, Mauritania has 15 regions, and Sudan has 18 states.

In summary, we can say that most Anglophone countries in Africa have
an institutional structure in place that can allow for decentralized admin-
istration of the property tax, but the extent to which they take advantage
of this varies widely. The Francophone and Lusophone structures are
much more centralized. Despite decentralization efforts in Sudan, the in-
stitutional capacity of local governments remains weak.

“Ownership” of the Property Tax in Africa

There are several ways to answer the question “Who owns the property tax
in Africa?” Technically, the owner is the level of government that writes
the property tax law and sets the tax rate. In the transition countries of the
former Soviet bloc, the owner is the level of government that receives the
revenue. But Casanegra de Jantscher and Bird (1992, 1) remind us that “tax
administration is tax policy.” This suggests that the revenue from the prop-
erty tax is determined mostly by the government responsible for the ad-
ministration. The intention that local governments own the property tax is
more or less clear in industrial countries, but it is ambiguous in middle- and
lower-income countries. Patterns are insufficiently regular in Africa for us to
argue that this ambiguity is due to low overall rates of revenue mobilization,
weak administration, or low rates of economic development.

National governments impose most property taxes in Africa. The re-
current property tax base is determined and the tax rate is regulated by
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national legislation in nearly all Anglophone countries. The exceptions
to this general rule are Nigeria and, more recently, Kenya. In Nigeria,
each of the 36 states, as well as the capital territory of Abuja, has its own
property tax legislation. In Kenya, the property tax has always been a local-
government tax, although under the new constitution, there is some debate
about the distribution of lawmaking power between the national gov-
ernment and the county governments (see chapter 15).

Administration of the property tax (identification of properties, database
updating, valuation, and collection) is a local responsibility in most
Anglophone countries. The notable exceptions are Liberia, where the
property tax is levied and collected by the central government, and
Namibia, where the land tax on commercial farms is levied nationally and
administered almost entirely within the Ministry of Land Reform. In
some Anglophone countries, tax administration is a shared responsibility,
but there is much variation from country to country.

The property tax is typically levied and administered under the national
tax code in Francophone countries, for example, Burundi, the Central
African Republic, Chad, Céte d’Ivoire, Equatorial Guinea, Madagascar, and
Niger. The tax codes in these countries are generally quite comprehensive,
especially regarding collection and enforcement. However, application of
these laws is generally weak (Monkam 2010). In Cameroon, the property
tax is also a central-government tax, but it is administered at the local level
by officials of the central-government tax administration.

In Lusophone Africa, the property tax is levied under national laws and
collected by the central government in Angola, Guinea-Bissau, and Sdo
"Tomé and Principe. In Cabo Verde and Mozambique, the recurrent prop-
erty tax has been a local tax since the early twenty-first century. In Cabo
Verde, the imposto unico sobre o patrimdnio (IUP), or unique tax on prop-
erty, is indeed unique because it taxes the ownership of property and the
transfer of ownership under the same law. Municipalities collect the owner-
ship component, levied annually, whereas the transfer of property is taxed
centrally. This requires significant coordination and cooperation between
municipalities and the national government. The recurrent property tax
in Mozambique was decentralized in 2003, but only to municipalities
deemed to have sufficient capacity to administer this tax.

In North and Northeast Africa, countries differ greatly in how the
property tax is levied. The imposition and administration of the real
property tax and the agricultural land tax in Egypt are centralized within
the Real Estate Tax Authority. To the extent that it still exists, the prop-
erty tax is also administered centrally in Libya. In Ethiopia, Somalia, and
Sudan, however, the tax, or at least its administration, has been devolved
to the local level. In Morocco, the General Tax Administration in the cen-
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tral government collects the residence tax (faxe d’habitation), the munici-
pal service tax (taxe de services communaux), and the business tax (taxe pro-
fessionnelle) on behalf of local authorities and retains a 10 percent collection
fee on the residence tax. The tax on vacant urban land (taxe sur les terrains
urbains non-bitis) and the tax on building operations (faxe sur les opérations
de construction) are collected locally.

The property tax revenues that are reported in local-government bud-
gets may come through the front door by rate setting or greater coverage
of the tax base, or they may come through the back door by not admin-
istering the tax according to the law. In this, we may expect the African
Anglophone countries to have a comparative advantage because of their
propensity to give greater administrative discretion to local governments,
so their relatively stronger performance as described in table 2.2 is not
surprising. The property tax is levied under a central-government law, but
it is usually collected by local governments, and an old adage states that
money sticks where it hits.

National laws may allow for local options to set the tax base or determine
the tax rate, and this can determine the level of revenue mobilization. In
Kenya, Namibia, Swaziland, and Zimbabwe, for example, the national law
provides for a choice of tax bases, whereas in Uganda, the central govern-
ment determines the base, and the law provides for limited rate setting
by local authorities within nationally determined limits. In South Africa,
there is only one tax base, market value, but municipalities set their own
tax rates and decide on exemptions and rebates.

Even though the property tax is centrally imposed and collected in most
Francophone and Lusophone countries, local governments often share in
the revenues. In most Francophone countries, the property tax is admin-
istered at the national level, but it is usually not viewed as an important
tax and typically accounts for a very small share of national revenues. The
result is often weak collection and lax enforcement. This appears to be an
issue in, for example, Burundi, Cameroon, the Central African Republic,
Congo, the Democratic Republic of the Congo, and Guinea. The issue
becomes especially important in countries where the revenue is for-
mally shared with local governments, as in Niger, or is entirely distrib-
uted to local governments, as is legislated in Cameroon, Céte d’Ivoire,
and Equatorial Guinea. The property tax is administered only locally in
a few Francophone countries. In Madagascar, one of the goals of the
2008 tax reform was to strengthen the resources of district authorities
through a genuine process of decentralization. The Burundi Revenue
Authority assesses the property tax and has the authority to collect it,
but it currently does not collect the tax since this function is devolved to
communes. In Burundi, the approach seems to be pragmatic given that
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some administrative capacity exists in the capital city, Bujumbura (Nti-
batingeso 2015).

In Guinea-Bissau, the revenue is distributed to local governments. In
Cabo Verde, the tax rate is determined nationally, but the recurrent tax
component of the unique tax on property is administered locally. Revenue
from this tax is shared between the central government and local govern-
ments. In North and Northeast Africa, the property tax is usually centrally
administered, although in Egypt the revenue is distributed to local govern-
ments. Tax rates are determined nationally in Algeria, Egypt, and Morocco.

Some countries have defined the property tax as a shared revenue
source. In Cameroon and Gabon, it is viewed as a “local” tax because reve-
nues are allocated to local governments, but the base, exemptions, and rates
are fixed nationally. In Cameroon, the tax rate is 0.1 percent, collected
by regional units of the national Tax Directorate. In Niger, the central
government determines the tax rates and collects the tax, but the revenue
is shared between the national government (80 percent) and the com-
munes (20 percent). The limited funding available to local governments
and the lack of visibility of property taxes at the local level affects local
development and service delivery. In the Democratic Republic of the
Congo, the national government administers and collects the tax but re-
mits the revenue to local-government authorities. In Cote d’Ivoire, the
revenue from the tax on income from real property goes to the state,
but all the proceeds from the various real property taxes are allocated
to local authorities under a fixed formula: regions, 17 percent; départe-
ments, 28 percent; districts, 6 percent; towns, 6 percent; and com-
munes, 43 percent. In Benin, the revenue from the tax on undeveloped
land is fully distributed to the communes, while 10 percent of the revenue
from the tax on developed property and the (new) urban property tax
introduced in some communes is retained by the center, and 90 percent is
distributed to the communes. In Cabo Verde, some of the taxes collected
nationally (including the comprehensive property tax) are shared with
the Municipal Financing Fund and are distributed from this fund to the
various municipalities.’

Fiscal Decentralization

Fiscal decentralization means giving discretionary tax and expenditure
powers to elected subnational governments and holding local officials ac-
countable for the public service outcomes (Bahl 2008; Bahl and Bird forth-
coming). Comparative analysis has shown that higher-income and more
populous countries have decentralized more rapidly than poorer countries
(Bahl and Wallace 2005), so it is not surprising that the budget structure
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of many African countries has remained highly centralized (Dickovick
and Riedl 2010). Still, there has been some progress in strengthening
subnational-government finances in Africa (Smoke 2003).¢ Most African
countries hold subnational elections (Burkina Faso, Kenya, Mali, Morocco,
Mozambique, Namibia, South Africa, Tanzania, and Uganda). Important
expenditure responsibilities have been devolved, and local governments
have been given access to various revenue resources, including the prop-
erty tax (Kenya, Madagascar, Nigeria, South Africa, and Uganda), needed
to meet these responsibilities.

However, local-government revenue mobilization remains a weakness
in most countries. Continued and significant reliance on intergovernmen-
tal transfers generally increases central-government control over how the
revenue is spent (Botswana and Uganda). Monrovia (Liberia) and Kam-
pala (Uganda) are striking examples. Both these cities are burdened with
unfunded mandates and have little control over the manner in which they
can use their own sources of revenue, including the property tax. Although
central governments transfer resources through an intergovernmental
fiscal transfer system, these transfers are often unpredictable and inadequate
to fund local services. It is essential for local councils to enhance their
own-source revenues in order to ensure local autonomy, promote account-
ability, enhance economic governance and local ownership, and realize the
efficiency gains of decentralization by linking their revenue and expendi-
ture decisions to support local economic and social development in their
jurisdictions.

Fiscal decentralization could provide an incentive for increased revenue
mobilization from property taxation. History and practice have shown
that central governments have been willing to devolve the property tax.
Bahl and Martinez-Vazquez (2008) provide empirical evidence that is con-
sistent with the argument that the demand for property taxation is driven
by the level of decentralization. This supports the notion that increased
reliance on property taxation should ideally be part of a properly formu-
lated strategy for strengthened decentralization (Norregaard 2013). In fact,
property tax reforms over the last 20 to 30 years have generally been part
of a broader decentralization agenda in Kenya, Rwanda, Sierra Leone, and
Sudan and are part of the ongoing reform agendas in Ethiopia, Somalia,
and South Sudan.

Issues in most African countries are the legal underpinnings and the
technical capacity to implement a property tax (Dickovick and Riedl 2010).
For example, Sierra Leone introduced the Local Government Act of 2004
without a decentralization policy. A formal decentralization policy could
have helped inform the intent of the new law and might have helped min-
imize some of the overwhelming administrative challenges experienced
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in its implementation. This untenable situation was rectified only after the
event when the Decentralisation Policy was adopted in 2010 (Tommy,
Franzsen, and Jibao 2015). A similar problem has arisen in Kenya, where the
2010 constitution clearly states that county governments may impose
the recurrent property tax, but does not provide clarity about what
the term #mpose entails (Franzsen 2013). Some counties are now arguing
that under the new constitution, they can draft and introduce their own
property tax laws. From a policy perspective, this could be problematic.
South Africa’s constitution is quite clear in this regard. Although the prop-
erty tax is a local tax, it is regulated by a national law.

Taxes on Real Property Transfers

"The annual property tax is usually coupled with a tax on the sales price of
real property transfers. Although most countries levy both taxes, they usu-
ally administer them separately. The transfer tax may be levied as a stamp
duty on the transfer document, as a separate property transfer tax, or as a
capital gains tax. Legal liability for payment may rest with the buyer or
the seller or may be split between them. Property transfer taxes are widely
used in Africa.

Advantages and Disadvantages of Taxes on Real Property Transfers

There are several reasons that real estate transfer taxes have become part
of tax systems in developing countries, and that their staying power is so
great. First, a tax on real property transfers is easy to administer because
most buyers and sellers desire a legal record of ownership and therefore
will voluntarily comply. Second, it generates revenue but appears to have a
very low cost of collection. For a low-income country, even a yield as low
as 1 percent of GDP can be hard to give up. In some countries, the prop-
erty transfer tax generates much more revenue than the annual property tax
(Mauritius, Morocco, and Sao Tomé and Principe). Third, if property
ownership is concentrated in the higher-income classes, and if turnover is
greater for higher-income properties, a property transfer tax will be pro-
gressive.” Fourth, the number of payers of the tax in any given year is much
smaller than in the case of most general taxes, so there is likely to be less
voter opposition. Fifth, a property transfer tax might reach that part of
the taxable capacity (property wealth) that is not captured by most income
and value-added taxes. Sixth, third parties, such as attorneys or notaries,
can collect the tax and remit it to the appropriate ministry. Finally, some
governments have used the property transfer tax to cool down an over-
heated investment market in real property.
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There also are major disadvantages of the property transfer tax (Alm,
Annez, and Modi 2004; Bahl 2004, 2009; Norregaard 2013; Wallace 2008).
The most important problem is that the cost of properly administering a
property transfer tax is very high in low- and middle-income countries
because the tax base is heavily influenced, if not determined, by taxpayer
declaration of the sales price. Levies on taxpayer honesty do not work any-
where, and so a backup valuation system is needed to verify the declared
sales prices and revalue them when necessary. In Kenya, the Ministry of
Lands and Physical Planning undertakes a valuation in most instances. In
industrial countries, this problem is solved by the combination of more
arm’s-length transactions and the involvement of several parties in the
transfer (buyers, sellers, real estate agents, banks and mortgage compa-
nies), along with homeowner insurance requirements. Such arm’s-length
sales do not occur in most low- and middle-income countries. In most
of these countries, there is a shortage of trained valuers. Declared values
are not routinely checked for accuracy, and underdeclaration is common-
place. For example, Alm, Annez, and Modi (2004) studied Indian states
with different stamp duty rates and found that underdeclaration of sales
prices tends to rise with the stamp duty rate. They report that in Maharas-
tra State, nearly 70 percent of declarations were undervalued by at least
20 percent. Very high transfer tax rates (13 percent in Jamaica) are an open
invitation to underdeclaration and a signal that monitoring will not be
vigorous. In Jordan, it has been estimated that only about 10 percent of all
declarations are checked (Bahl 2012).

Because of the low probability of being detected, and because the
property transfer tax often is levied at a high nominal rate, property owners
have a significant incentive to understate taxable values. Understatement
of taxable value leads not only to revenue loss but also to a weakening of
the database that is necessary for objective assessment of the annual prop-
erty tax. The shortage of trained valuers is seldom discussed, but it is a
very great drawback to levying a property transfer tax at a high rate.® It
forces the use of third-party data and subjective estimates for appraisal,
and it all but rules out the possibility of computer-assisted mass appraisal.

Another problem is that the property transfer tax is structured as a
gross sales tax. This means that a tax will be assessed on expenditures that
enhance the value of a property. Compared with a capital gains tax, this
will discourage investments in improvements. Finally, property transfer
taxes impose a cost on property transactions and thereby reduce the vol-
ume of formal transactions and slow the development of the real estate
market.
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Property Transfer Taxes in African Countries

Almost all African countries use property transfer taxes. Although the tax
is usually a central-government tax (Kenya, Lesotho, South Africa, and
Zambia), the tax base can easily be shared between levels of government,
or it can simply be a local tax, as in The Gambia and Sudan. In many coun-
tries, the tax rate is significantly higher when nonnationals or foreigners
acquire property, for example, in Equatorial Guinea and Seychelles (any
property) and in Botswana (agricultural land). This is also common in
many countries in the Caribbean region (Bahl 2004; Franzsen 2016).

In some Anglophone countries, a property transfer tax is levied as a
transfer tax on contracting parties (Namibia, South Africa, and Zambia);
in others, it is levied as a stamp duty (The Gambia, Kenya, Tanzania, and
Uganda); and in still others, it is levied in both forms (Lesotho). Tax rates
range from a relatively low 1 percent (Uganda) to as high as 10 percent (Le-
sotho) and even a maximum rate of 13 percent in South Africa, where a
sliding scale applies.

Property transfer taxes are also significant in non-Anglophone
countries. In Burundi, the tax rate is 3 percent; in Guinea, 5 percent; in
Togo, 6 percent; in Mali, 7 percent; in Burkina Faso, 8 percent; and in Chad,
10 percent (in some instances, 15 percent). In the Comoros, it ranges
between 2 and 9 percent for sales transactions. In several Francophone
countries, more than one transfer tax or stamp duty is levied (the Central
African Republic, the Comoros, Congo, and Madagascar).

Lusophone countries levy property transfer taxes at varying rates. In
Cabo Verde, the transfer tax is 3 percent, and the stamp duty is 1 percent.
Guinea-Bissau and Sio Tomé and Principe levy transfer taxes at high
rates of 10 percent and 8 percent, respectively. In Sio Tomé and Principe,
the revenue from the transfer tax significantly exceeded the revenue from
the recurrent property tax from 2001 to 2007. All countries in North and
Northeast Africa levy a tax (or taxes) on the transfer of real property. Egypt
has the lowest tax rate on property transfers, 2.5 percent. Algeria, Mo-
rocco, and Tunisia (three former French colonies with similar transfer
tax systems) levy rates in excess of 5 percent. The rate in Djibouti is
10 percent; in Mauritania, it can be as high as 15 percent (see table A.5 in
the appendix).

Many African countries have been reducing their registration costs,
including the costs resulting from high transfer tax rates. In many in-
stances, registration processes and practices have also been streamlined
(World Bank 2015), which should lead to a reduction of informality in
property markets and an increase in title security. Notably, many Franco-
phone countries have decreased transfer taxes or registration fees, for
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example, Benin, Chad, the Comoros, Guinea, Madagascar, Mali, and
Senegal (World Bank 2015). Senegal reduced registration fees for several
types of transactions in its 2012 reforms, particularly the fees on real estate
transactions, which were decreased from 15 percent to 10 percent. Senegal
also overhauled its stamp tax in 2012. The Central African Republic did
the same in 2011, reducing the rate from 15 percent to 7.5 percent. (Fossat
et al. 2013). In Lusophone Africa, Guinea-Bissau has reduced the tax rate
from 10 percent to 5 percent. These developments may lessen the incentive
to underdeclare sales prices.

Only a few countries have increased the rates of their transfer taxes,
most notably Zambia, where the rate increased from 3 percent to 10 percent
in four years, although it fell to 5 percent in 2016. Increases have also been
enacted in the Congo and Gabon (World Bank 2015). Although South Af-
rica (where progressive tax rates apply) increased the maximum rate from
11 percent to 13 percent on March 1, 2016, this was partly offset by a sig-
nificant increase in the zero-rate level.

Options for Reform

Given the negative features of a high transfer tax, theory suggests that tax
rates should instead be reduced significantly. The best approach is to re-
think the basic objectives. Property transfer taxes are now levied as sales
taxes on gross receipts. If the underlying goal is to tax the increase in prop-
erty values at the time of a transfer, why not abolish the property transfer
tax in favor of a capital gains tax on real property (Bahl 2004; Blochliger and
Kim 2016; Norregaard 2013; Wallace 2008)? If capital gains are taxed, the
buyer has a genuine interest in declaring the actual market value because
underdeclaration will negatively affect the asset’s base cost when it is resold.
In other words, a capital gains tax would have a self-checking feature that
could lead to more accurate self-declaration of sales values and thus strengthen
valuation for the annual property tax (Bahl and Wallace 2010).

In the short run, assessment of capital gains would be notional, but the
present approach of declaration of sales values under the transfer tax is also
notional. The imposition of a capital gains tax may sound administratively
difficult because the base-year value would need to be determined (esti-
mated), and the value of the base would need to be adjusted for inflation
and capital improvements.” Sales prices would need to be monitored or set
at notional levels. But proper administration of the present sales tax ver-
sion of the property transfer tax is equally difficult. Shortcuts to assess
capital gains might be better than the shortcuts now used to assess sales.

There are some precedents for capital gains taxes on real estate trans-
fers, but the practice to date does not offer a model that will work well in
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all low-income countries. Panama taxes real estate sales by either a trans-
actions tax or a capital gains tax but still uses declared sales values as
the basis for estimating sales (Bahl and Garzon 2010). The experience in
Taiwan has been successful (Tsui 2008). The land value increment tax is
a form of capital gains tax on transfers and is levied against cadastral val-
ues that are set annually by the Ministry of Finance. Arguably the major
shortcoming of the tax in Taiwan is that the government-determined ca-
dastral values do not closely approximate market values. Several African
countries already impose a tax on income from capital gains (Egypt,
Equatorial Guinea, The Gambia, Madagascar, Morocco, South Africa,
Tunisia, and Zimbabwe).!

Big changes like the adoption of a capital gains tax on real property sales
cannot happen quickly in low- and middle-income countries. Sales taxes
on property transfers will most likely continue to be imposed. Can the
present approach be improved? A moment’s reflection will lead one to the
conclusion that the problems with the property transfer tax are adminis-
trative, and the severity of the problem is dependent on the level of the
nominal tax rate chosen. At very low legal rates, these problems with the
property transfer tax may be less consequential since the gains from un-
derdeclaration will be less, but when the tax rate is high, these problems
are magnified. Nominal rates of property transfer taxes have been reduced
in many countries, but they arguably still remain high enough to discour-
age accurate self-assessment.

Other Taxes and Charges on Real Property

Several other taxes or charges on the value of property or the income from
property are part of the revenue structure of African countries. In a few
cases, these constitute important sources of revenue, and in some cases,
they have significant but untapped revenue potential. Included in this
group are the tax on rental income (Democratic Republic of the Congo,
Rwanda, and Zambia), the capital gains tax (The Gambia, South Africa,
and Zimbabwe), estate, inheritance, and gift taxes (South Africa), land or
ground rents (Ghana, Kenya, Mozambique, Sierra Leone, Tanzania, and
Zambia), and various forms of value capture. In some cases, these levies
might be important in strengthening the overall property tax practice in
Africa.

The Tax on Rental Income from Real Property

In most African countries, income from renting out immovable property
is taxable under the individual and corporate income tax. In some cases,
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rents are taxed under a separate schedule, and in some countries, they are
devolved to local governments (Burundi and Rwanda). In Burundi, the tax
on rental income from real property was ceded to communes in 1987 to
finance services to meet the needs of the population, in particular, health
and urban development. An urban development fund was created to which
this tax and the recurrent property tax contribute. The tax is set annually
on the net income of the previous year (Ntibatingeso 2015).

Many countries (Benin, Burundi, Cameroon, the Comoros, Congo,
Democratic Republic of the Congo, Ethiopia, Mali, Rwanda, Uganda, and
Zambia) levy a separate tax on rental income from real property. Some
people may confuse the tax on income from rental properties with the
property tax in countries that use rental value as the base for property
taxation (Benin and Mali). There may even be a perception that this con-
stitutes double taxation. In fact, the two taxes are quite different. One is a
tax on rent as a source of income, while the other is a tax on the value of a
property that is assessed according to its rental value. The property tax is
assessed according to a notional rent, usually with a standard deduction
for maintenance, and includes an imputed rent for owner-occupiers. The
income tax on rents received by landlords is based on actual transactions
and does not include imputed rents on owner-occupiers. The property and
income tax bills facing a landlord in a given year will be assessed on quite
different bases and will no more constitute double taxation than an income
tax and a general consumption tax.

Value Capture and Special Assessments

Urbanization increases demand for land and for services to residential and
nonresidential properties. Relaxation of government constraints on urban
development (e.g., zoning changes that allow development on the urban
fringe) and infrastructure investments that enhance the quality of public
services drive up real estate values. These value increases are reflected to
some extent in the property tax base, but this effect is diluted by revalua-
tion lags and the low effective rates of the property tax in lower-income
countries. Some governments have now turned to using other fiscal in-
struments to capture a portion of these land value increments to support
the financing of public investments and public services (Smolka 2013;
Youngman 2016)."

There is a strong case that the public sector should recoup the part
of the increment in land values that is a result of government actions.
First, this approach is equitable because it reclaims some of the benefits of
government-sector actions for the general public. If an investment of USD
10 million in a new road will increase property values in affected areas by
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USD 20 million, why not at least recover the cost of the project from the
beneficiaries? Since these land value increments are unearned (the prop-
erty owners did nothing to generate them), it might be fair and efficient
to claim an even larger share than the cost of the project for the general
public.

A second important advantage of value capture is the generation of rev-
enues to support the public budget. Several inventive schemes have been
developed to use expected land value increases to fund the cost of public
investments, such as road improvements, large-scale capital projects, and
general urban development. Under the right circumstances, these schemes
can give the best of both worlds: the developer can move ahead with the
project, and the government can avoid raising taxes to cover the cost of
the infrastructure investment.

Ground Rent

Ground rent, also referred to in some countries as land rent, is not a tax
payment for government services but a payment for the right to occupy
and use land. However, it is often reported alongside property taxes. In
countries where both property tax and ground rent are levied, taxpayers
often view their coexistence as double taxation. Ground rent is levied in,
for example, Eritrea, Ghana, Kenya, Lesotho, Mozambique, Sierra Leone,
Swaziland, Tanzania, Uganda, and Zambia.

Ground rent or land rent is common in many African countries where
land is owned by the state or held by the government (Tanzania), the king
(Lesotho), or the president (Zambia) in trust on behalf of the citizenry. It
is an amount (in many instances, a nominal amount) levied and collected
for different types of rights (e.g., leasehold in Zambia) to occupy land for
various purposes, such as constructing a house or engaging in agricultural
activities. In some countries, the ground rent is collected by the ministry
responsible for lands (Zambia), the land administration agency (Lesotho),
or local-government authorities on behalf of the central government
(Tanzania). In Zambia, the minister of lands determines the rate at which
ground rent is payable.

The Tax Base

The property tax base can be determined in one of five ways: capital value
of land and improvements, annual rental value of land and improvements,
land value only, building value only, and the physical area of the property.
Although countries in Africa may face similar economic constraints and
land ownership issues, they have approached the taxation of property in
very different ways. Some of the problems with the tax bases used in many
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African countries result from retention of outdated laws or their replace-
ment by inappropriate modern laws. The legal structure of the property
tax often does not fit the implementation capacity of a country; therefore,
property taxation in Africa is not easily administered or updated. Postcolo-
nial changes, such as nationalization of all land, have also affected property
taxation. This can be seen in the property tax systems in, for example,
Mozambique and Tanzania, where the tax bases, perhaps unnecessarily,
exclude land. In practice, African countries determine tax bases in various
ways on different types of property.

There are many examples in Anglophone Africa. In Sierra Leone, the
new Local Government Act that was implemented in 2004 provides for
an annual rental value system. More than a decade later, there are still juris-
dictions that use the old area-based system because of the absence of the
necessary skills and capacity to undertake property valuations. In Lesotho,
the 1980 property tax legislation has been inadequate to guide the im-
plementation of the property tax, which is now levied only in the capital
city, Maseru. Even there, coverage is extremely poor (Franzsen and Mc-
Cluskey 2005). In Kenya, valuation of rural land is based on land area,
while valuation of urban land ignores improvements on the land. Kenya is
one of the few countries in the world that formally taxes only the land in
urban areas. The approach to property taxation in Ghana and Tanzania
could not be more different from that in Kenya in that they value only the
buildings and exclude any element of land value. Even taxation of buildings
is done in different ways in different countries. In the more developed urban
areas of The Gambia, Ghana, and Tanzania, a value-based approach that
uses depreciated construction costs is applied, but local authorities in
Tanzania apply a flat rating, that is, a fixed amount per building according
to use, building size, and location. Although the laws in Liberia, Namibia,
and Swaziland allow for various options, local authorities use a split-rate
system that requires separate valuation of land and improvements. Malawi
and Zambia use capital values of land and buildings, whereas in Botswana,
land and buildings are valued separately but are taxed collectively. In Nigeria,
a federal country, the property tax is levied under the laws of the 36 indi-
vidual states. In Lagos State, a capital value system is applied, whereas in
many other states, property tax rates are based on annual rental values. In
South Africa, the tax base is market value for urban and rural properties.
However, before the new property tax law became operative in 2005, South
African municipalities could choose their own tax base from three options:
land value (site rating), land and buildings collectively (flat rating), or land
and buildings separately (composite rating).

Francophone African countries generally use three different property
taxes: on undeveloped urban land, on developed urban land, and on rural
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land. Furthermore, the central government generally levies and collects
these taxes. In some countries, the tax on undeveloped urban land is
determined with reference to capital values (Congo, Céte d’Ivoire, and
"Togo), whereas in others, it is based on annual values (the Central African
Republic and Chad). The tax on developed land in urban areas is based on
annual rental value (the Central African Republic, Chad, the Comoros,
Congo, Cote d’Ivoire, Guinea, Madagascar, Mali, and Togo). The tax on
rural land, where it exists, is generally based on fixed amounts per hectare
(the Central African Republic, Chad, the Comoros, and Congo).

In Gabon, laws passed in 1996 and 2007 provide for three different
property taxes based on value, but in practice, a 1963 law is still applied
that provides for a rudimentary area-based system dating back to colonial
times (Monkam 2011). The tax on rural land in Equatorial Guinea is based
on size and potential income. However, because properties with an area
below five hectares are exempted, it is unclear how large the remaining
tax base is. In Céte d’Ivoire, an additional commune (local) tax on unde-
veloped land is levied on the same base as the central-government tax, but
at a nominal rate. This effectively is a tax base—sharing arrangement. In
2012, Cameroon abolished its property tax base—sharing arrangement. All
the revenue collected by the central government is now distributed to the
local council where the property is situated. In the Central African Re-
public, the tax base for developed urban land is its annual rental value.
However, in practice, although the procedure is not expressly mentioned
in the General Tax Code, the market value of the property is determined
as either the cost of the construction or the acquisition price of the prop-
erty. The rental value is then expressed as a percentage of this so-called
market value. The minimum rental value is taken to be 12 percent of the
market value of the property. Benin introduced a new property tax in 1994,
replacing the tax on developed property, the tax on undeveloped property,
and the tax on rental income from property. It is levied only in communes
that have an urban land register, while the other taxes remain applicable
in the rest of the communes. The tax base is the actual rental value of the
property as of January 1 of the year of imposition. The tax administration
has established a scale of rental values according to location zones for each
type of construction. This consolidation of taxes on property should re-
duce administration and compliance costs. Niger calibrates the property
tax according to ownership of the property. If the property is owned by
an individual, the tax base is annual rental value; if it is owned by a legal
entity, the base is book value.

In Lusophone countries, the property tax is based on capital value in
Cabo Verde, Mozambique, and Sio Tomé and Principe. In Cabo Verde,
the taxable value is 25 percent of the total value of the property as declared
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annually by the owner. In Mozambique, this municipal property tax is lev-
ied with reference to the book value (the value recorded in the cadastral
records) of urban properties located within a municipality. In the absence of
book values, self-declared values are used. In Sdo Tomé and Principe, the
values are annually adjusted for the age of buildings. In Angola and Guinea-
Bissau, the tax base is annual rental value.

In North and Northeast Africa, annual rental value is the most common
property tax base. Both Algeria and Djibouti treat developed and undevel-
oped land differently, whereas Mauritania taxes only the rental value of
buildings. The urban property tax levied by central and local governments
in Morocco is also based on annual rental value. In Tunisia, the local prop-
erty tax is area based, while the central-government tax is value based. In
urban areas, Egypt taxes only buildings, again on the basis of annual
rental value. However, Egypt also levies an agricultural land tax based on
annual rental value, but with a minimum farm-size threshold. A rudimen-
tary annual rental value system with adjustments for plot size applies in
Ethiopian urban areas. Property taxes in Eritrea are based on area with ad-
justments for location (e.g., in Asmara). An agricultural land tax based on
area is also levied.

The coverage of the property tax is the percentage of properties that
are identified, valued, and recorded in the valuation or tax roll (Kelly 2000).
Because of capacity constraints, unwise policy choices, inappropriate laws,
and, political pressures, property tax coverage is poor in most African
countries. It is not uncommon in many African countries for 50 to 75
percent of properties to be off the valuation roll (Nairobi, Kenya), although
there are jurisdictions where coverage has been improved significantly
(Dar es Salaam, Tanzania). Poor coverage limits the revenue potential of
the property tax and erodes public confidence in its fairness.

Some countries have attempted to manage this problem by limiting the
property tax to urban areas (Botswana, Burundi, Chad, Lesotho, Tanza-
nia, Uganda, and Zambia). This makes pragmatic sense because of the in-
tensity of development and the location of high-value properties in urban
areas. In contrast, rural areas are more likely to be composed of custom-
ary land, small towns, and villages. But this approach to simplifying the
property tax can be problematic. One issue is extending the coverage to
include intense development activity in peri-urban areas that are typically
on communal land and not in a designated rating area. A good example
is the outskirts of Gaborone, Botswana, where modern high-value devel-
opments such as shopping malls, gasoline (petrol) stations, and private
hospitals have been constructed and are not paying any property tax.

In other instances, property taxation is restricted to those areas desig-
nated by the minister as being taxable (Botswana, The Gambia, Kenya,
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Lesotho, Uganda, and Zambia). In Rwanda, only property that has a free-
hold title is liable for the property tax, a provision that applies to very few
properties. Such policies have a damaging effect on revenues and taxpayer
morale. A common approach in Francophone countries is differentiation
in the treatment of developed land and undeveloped land in urban areas,
as in Burundi, Chad, the Central African Republic, Congo, Cote d’Ivoire,
Niger, and Togo. The problem with this broader approach to coverage is
one of capacity to ensure that all properties are included in the valuation
rolls. In Uganda, for example, the few qualified valuers are unable to pro-
vide services to all the many local-government authorities entitled to levy
a recurrent tax on property (Franzsen 2010).

In some African countries, rural land is charged only a ground or land
rent that is based on a right of occupancy. In other countries, however, ru-
ral properties are taxable in principle. In Mozambique, for example, the tax
is called the land use charge. Even where the law also allows for a land or
property tax on rural land, these taxes are not used in practice. In Uganda,
there is simply no capacity to extend the system to rural areas. Scarce
administrative resources are concentrated in the urban areas. This some-
times means that high-value properties, such as resort properties and
private game parks in Rwanda and Botswana, are not taxed. In some Fran-
cophone countries, including the Central African Republic, the Comoros,
Congo, Equatorial Guinea, and Gabon, a simple area-based approach is (in
principle) applied to rural properties.

Centralized administrations in Francophone and Lusophone countries
normally require that property owners provide information on ownership,
leasing arrangements (if any), factual details, and values. Properly moni-
tored, this is a cost-effective solution to what would otherwise be a difficult
administrative task. Such processes are used in Benin, Burundi, Cabo Verde,
Libya, and Rwanda. In tandem with self-declaration, the law normally
provides for heavy penalties for nondeclaration, late declaration, or in-
correct information. However, in practice, the system fails because of the
lack of capacity within the centralized administration to ensure that self-
declaration is comprehensive and reasonably accurate.

Exclusions, Exemptions, and Preferences

Exclusions (i.e., properties excluded by the legal definition of “property”
in the relevant law[s]), exemptions, (i.e., not taxing property that is in
principle taxable), and other forms of tax relief (i.e., through rebates, value
reductions, and tax incentives) can erode the property tax base signifi-
cantly, particularly when one level of government gives away the revenues
of another level.!? Exclusions from the tax base usually are permanent.
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They may be constitutionally mandated and are very difficult to re-
move once they are in place. Typically, a property that is excluded from
the property tax base is not valued, so it is difficult to estimate the rev-
enue that is forgone. In South Africa, however, 30 percent of the value
of taxable public service infrastructure (taxable public utilities) and prop-
erty owned and used primarily for public worship by a religious com-
munity may not be taxed, but these properties must still be valued and
recorded in the valuation roll. Many exemptions also do not have a sun-
set period.

Generous exemption regimes are a feature of the property tax systems
in many African countries (Franzsen and McCluskey 2005). Properties
that are exempt in other countries in the world, such as places used ex-
clusively or primarily for public worship, public educational institutions,
charitable institutions, cemeteries, public museums and libraries, foreign
embassies and consulates, sports facilities, and public medical facilities,
typically are exempt in most African countries as well. There may be a
socioeconomic rationale for some of these exemptions because of the pos-
itive social externalities these properties generate (Kelly 2014). Most coun-
tries also provide for a list of statutory exemptions, which vary from country
to country. Some of these are justified by the high cost of shelter, some
are attempts at social engineering (stimulating what is thought to be merit
consumption), some are cultural (tribal land), and some are just political
pandering.

The third class of property tax relief is preferential treatments, such as
rate reductions, special tax forgiveness programs, and property tax holi-
days. The laws in some countries (Lesotho, Tanzania) also grant minis-
ters discretionary powers to give further property tax exemptions. This is
dangerous because such discretionary power can be used for personal po-
litical gain and to the detriment of local-government budgets. Swaziland
takes a more prudent approach. The minister may grant an additional ex-
emption only if the property is used for a “public benefit.” The Swaziland
law also clearly states that if any property is exempt from another tax, that
does not imply that it is also exempt from property tax, and a property tax
exemption does not automatically entitle the property owner to exemption
from payment of other fees and charges, such as those for refuse removal
and sanitation.

Residential Property

In many developing countries in the world, residential properties ben-
efit from preferential treatment under the property tax (Bahl 2009; Bird
and Slack 2004; Blochliger and Kim 2016; Kelly 2014). The international
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experience suggests that this can lead to serious tax base erosion. For
example, a study of Punjab Province in Pakistan estimates that bringing
owner-occupied property fully into the tax base would triple the level of
property tax revenues (Bahl, Cyan, and Wallace 2015).

Many African countries have followed this tradition of giving property
tax relief for residences (Benin, the Central African Republic, Egypt,
Gabon, Guinea, Madagascar, Niger, Tunisia, and Uganda). In Uganda and
"Tunisia, exemption of owner-occupied residential properties significantly
reduces the tax base and shifts the property tax burden to businesses, land-
lords, and renters. There may be some perversity in this because renters
include both wealthy expatriates and those who are too poor to buy resi-
dential property.

Sio Tomé and Principe exempts residential buildings constructed from
poor materials (if the value is less than a specified amount) and taxpayers
earning less than a specified amount per day, which makes perfect sense.
These exemptions, available on application only, are difficult to verify and
audit, but their redistributive intent is clear.

Tax rates are lower on primary residences in Cote d’Ivoire, the Demo-
cratic Republic of the Congo, and Eritrea. In Morocco, preferential treat-
ment (a 75 percent rebate on the tax rate) is applied to primary residences
but also is extended to secondary residences and holiday homes. Many
countries in Africa and elsewhere have differential tax rates (classified
rates), usually based on use. Not surprisingly, there is a tendency to
have lower rates for residential property (South Africa, Swaziland, and
Zambia).

The Central African Republic, Egypt, Equatorial Guinea, and South
Africa all provide for value thresholds below which properties are not
taxable. In South Africa, the threshold applies only to residential properties,
and the threshold amount is determined locally. In Egypt, however, the
threshold amount is determined by the central government and is high
enough to exclude the vast majority of residential properties from the
tax base.

Government-Owned Properties

Exemption of government-owned properties imposes a revenue cost
because it deprives local governments of the right to charge for some of
the land use within their boundaries. In Brazil, the constitution forbids
the taxation of government-owned properties even if they are used for non-
government purposes. In most low- and middle-income countries, the ex-
emption is less strongly guaranteed but is still given by law or even in some
cases by long-standing tradition.!
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Taxation of government-owned property is always a difficult issue with
tew pragmatic, workable solutions. The problem tends to be acute where
alocal-government jurisdiction includes many properties owned by higher-
level governments within its boundaries, which is typically the case in
country and regional capital cities (Maseru, Lesotho). In some countries,
some of the most valuable real estate is government owned and may con-
stitute a significant part of the tax base (McCluskey and Franzsen 2013).
These properties still require services, but if they are exempt, they do not
pay for these services, and a higher tax rate is imposed on those who do
pay (Bahl and Linn 1992). This raises equity issues, as well as tax neutral-
ity issues where these buildings are used for commercial purposes and
compete directly with the private sector. Some municipalities in South
Africa have been taxing government property on the basis of use. There are
certain government buildings, however, where an exemption is defensible.
In South Africa, the property tax law was amended in 2015 to allow for
municipalities to exempt, or grant a rebate to, property owned and used
by “an organ of state” for public service purposes, including police stations,
courts of law, public hospitals and clinics, and correctional facilities.

Government-owned property is exempt in many countries in Africa. In
most Francophone countries (Burundi, the Central African Republic, Cote
d’Ivoire, Democratic Republic of the Congo, Equatorial Guinea, and
Gabon), the property tax is a central-government tax, and exemption an-
swers the question, how can a government tax itself? But other issues re-
main, such as the use of government properties for commercial purposes,
in which case the higher-level government should be taxed for its use of
public services. In Benin and Madagascar, government properties are ex-
empt only if they are not used commercially, but government-owned
property is fully exempt in Egypt, Ghana, Sierra Leone, and Tanzania. In
Liberia, where the property tax is also a national tax, the capital city, Mon-
rovia, is mandated to perform various functions, such as waste-management
services, for government-owned properties. The property tax exemption
amounts to an unfunded mandate.

Although government property is exempt in Kenya, Lesotho, and Zam-
bia, the law allows for payments or contributions in lieu of taxes. How-
ever, in Nairobi, the former city council (now the county government)
rarely receives these payments. The same problem is reported in Zambia.
Central governments’ noncompliance may negatively affect compliance of
other taxpayers.

In Ghana, Malawi, Namibia, South Africa, and Swaziland, most
government-owned properties are assessed in the same manner as other
property ownership categories and are taxable. In Malawi and Namibia,
statutory rebates of 50 percent and 20 percent, respectively, apply, whereas
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in some jurisdictions in South Africa (e.g., Johannesburg and Pretoria) and
Swaziland (Mbabane), government property may be taxed at higher tax
rates than those applicable to other properties. In Pretoria (City of Tsh-
wane), the tax rate for state-owned property in 2015 was three times higher
than the rate for residential property. Unfortunately, even in countries
where the property tax is payable on government-owned properties, the
government often defaults. In Malawi, it seems to be politically and insti-
tutionally difficult for local authorities to enforce payment of taxes on the
central government. In South Africa, where defaulters often face withhold-
ing of certain municipal services, cutting electricity and reducing water
delivery to government buildings have been used successfully to collect
arrears.

The Central African Republic, Cote d’Ivoire, Gabon, Sio Tomé and
Principe, and South Africa grant specific exemptions or exclusions
pertaining to infrastructure. In the Central African Republic, Cote
d’Ivoire, and Gabon, electricity- and water-related infrastructure is explic-
itly exempted. However, in South Africa, infrastructure that has not been
explicitly excluded is taxable (e.g., power stations, power lines, and gas and
liquid fuel plants and pipelines). The rate may not exceed 25 percent of
that determined for residential property, and the first 30 percent of the
value is excluded from the tax base.

Vacant Urban Land

Especially in urban areas, vacant land parcels often command high prices,
and excluding these properties from the tax base can have important rev-
enue consequences. In Botswana, Lesotho, Uganda, and Zimbabwe, un-
developed land in peri-urban areas is communal land and is not liable for
the property tax. With increasing rates of urbanization and urban devel-
opment, vacant land is becoming increasingly valuable. It has location value
and benefits from infrastructure financed by the public sector. The incre-
ments in land value that result from public infrastructure improvements
should be subject to the property tax. Moreover, exemption of vacant prop-
erties shifts more of the tax burden to other property taxpayers. Finally, the
taxation of vacant land, even at a differentially higher rate, might provide an
incentive for development and discourage land speculation.

Vacant or undeveloped land within urban areas is taxed in several An-
glophone countries (Botswana, Kenya, Namibia, South Africa, Swaziland,
and Zimbabwe). A separate property tax on undeveloped urban land is
more common in Francophone Africa (Benin, Burundi, the Central African
Republic, Chad, Congo, Céte d’Ivoire, Gabon [under a new law but not yet
implemented], Madagascar, and Togo).
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Outside urban areas, much depends on whether the land is titled or
held under traditional ownership rights. In some countries (Mozam-
bique and Tanzania), all land is government owned and does not incur
tax. Arguably, the land rent or ground rent charged in countries where
land is government owned generates some revenue, although in Tan-
zania, for example, local governments collect the rent and then retain
30 percent. However, collection coverage is relatively poor. In principle,
nothing prevents a property tax on government-owned land from coexist-
ing with the ground rent, as is the case in Zambia for long-term leasehold
interests.

In Botswana, Liberia, Namibia, and South Africa, vacant urban land is
generally taxed at higher rates than those applied to other ownership
or land use categories. In Pretoria, South Africa, the tax rate for a vacant
parcel of land is more than six times the rate set for residential property
owners. The argument is that expensive infrastructure and local services
are in principle available to vacant lots, and that these properties should
contribute revenue. This argument may be valid if the tax rate is on a par
with the rate for developed lots. The higher rate is generally explained as
an incentive to encourage the development of vacant lots. This is clearly
the case in Namibia, where a penalty tax is levied if vacant plots in ap-
proved town-planning schemes are not developed within a specified pe-
riod. The tax may be doubled if the plot remains vacant after two years
and increased fourfold if it is not developed after five years.

Taxation of agricultural land is always a difficult issue because of sub-
sistence levels of agriculture in many countries and the political clout of
wealthy commercial landowners. In Kenya, the most valuable agricultural
land is held freehold, is located outside urban areas, and is not taxable. Kelly
(2014) points out that large commercial farms in Guinea, Tanzania, and
Tunisia are not currently taxed, even though a rudimentary area-based
tax could be considered for these types of property. In contrast, Egypt,
Eritrea, Namibia, and South Africa tax agricultural land quite aggres-
sively. In various Francophone countries, such as the Central African
Republic, Chad, Congo, and the Comoros, agricultural and other rural
land is in principle taxed a fixed amount per hectare. In the Central
African Republic, agricultural buildings, such as sheds, are specifically
exempted.

Kelly (2014) argues correctly that the taxation of commercial agricul-
tural land could be based on simplified area-based assessments.'* Complex
income-based valuation approaches are unnecessary and unsustainable in
African countries, with the possible exceptions of Namibia and South Af-
rica. Namibia levies a land tax on commercial farms to generate revenue
that is earmarked for the land reform program.
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New Construction

African countries provide extensive relief for newly developed or renovated
residential properties. The exemption periods vary in length: five to 10 years
in Angola, five years in Benin (if the property is not used commercially),
five years in Equatorial Guinea, Madagascar, and Morocco, three years
in Gabon, and two years in Niger and Sio Tomé and Principe. Because
residential property normally constitutes the largest sector of new con-
struction, exempting it for lengthy periods could significantly narrow the
tax base. Also, administering the exemption periods is difficult unless there
is appropriate record keeping. Even during the holiday period, these ex-
empt properties still use local public services. These tax holidays are prone
to abuse. We can find no evidence that this relief stimulates residential
housing starts or new construction of buildings used for business purposes.
Indeed, given the low level of the property tax in most African countries, it
is doubtful that it does.

New construction also receives favorable treatment in Francophone,
Lusophone, and North African countries. Benin, Burundi, Chad, Equa-
torial Guinea, Madagascar, and Niger grant a temporary exemption to new
buildings or refurbished buildings. In Cabo Verde, new buildings can re-
ceive an exemption for a period ranging from three to ten years. The ex-
emption is for five years in Benin but ceases if the property is occupied
for commercial purposes.

Tax Relief

Property tax relief concerns much more than the reduction of tax burdens.
It should improve equity, correct egregious errors in the tax structure,
stimulate certain consumption and production activities, and keep the
public confident that the property tax is fair. All this needs to be balanced
against erosion of the tax base, administrative complexity, and politics.
Well-designed property tax relief can give the public confidence in the tax.
Badly designed tax relief programs can benefit taxpayers who should not
qualify and anger the public.

Tax relief programs in African countries, like those in most other coun-
tries, tend to be ad hoc collections of independent measures rather than a
planned program. They seem to be answers to various specific questions:
WiIll agricultural properties be included in the base (South Africa) or ex-
cluded (Niger)? Will residential properties be taxed at a lower rate than
commercial properties? They also use a variety of instruments to get the
job done—exemptions, exclusions, and tax rates—again with no apparent
pattern. All these instruments involve lowering the effective tax rate.
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The most obvious approach is to lower the statutory tax rate for tar-
geted properties. As soon as different tax rates are determined for different
property use or ownership categories, value or property size is no longer
the only factor considered in distributing the tax burden. Those proper-
ties that pay tax at a lower rate are receiving preferential treatment. In the
City of Perth, Western Australia, differential rates are justified and ex-
plained to all taxpayers in the city’s annual property tax policy (Franzsen
2005). Determination of differential rates in African countries that use
them is much less formal and sometimes seems to be based on anecdotal
evidence regarding factors such as perceived affordability.

One approach used in Africa and elsewhere is to exempt all properties
below a threshold value. Although this is a blanket approach, a well-
designed value threshold with built-in features, such as some local adjust-
ment, can achieve equity objectives, be administratively efficient, and not
unduly compromise revenues. South Africa grants a very low minimum-
value threshold for residential properties but allows municipalities to
decide individually whether to increase the threshold. In Cape Town, for
example, which has a large tax base with many low-value and high-value
residential properties, the value threshold is presently more than thirteen
times higher than the statutory minimum. Furthermore, rural munici-
palities with many low-value properties may request that the minister re-
sponsible for local governments reduce the minimum threshold, although
this has not happened in practice. On the other hand, the residential
property value threshold in Egypt seems excessive and applies uniformly
throughout the country irrespective of regional differences in the value
of housing. A value-based threshold works considerably better than an ex-
emption based on the size of the dwelling, the system in Pakistan, where
more than 50 percent of dwellings are exempt (Nabi and Shaikh 2011).

Another way of granting relief is through the valuation of properties.
In the United States, individual states have adopted preferential current-
use valuations for farming property, whereas “highest and best use” is
generally the value base for other types of property. South Africa has
explicitly opted to use market value for all property use categories and to
grant relief through lower tax rates for certain property use categories,
such as bona fide farms. Either way, the effective tax rates are lowered for
certain properties.

South Africa and some other countries allow for the possibility of a
rebate on the amount of the tax. These rebates are often associated with
municipality-specific hardship relief programs aimed at providing, on
application only, tax reductions based on disability or income levels. Con-
trary to the spirit (and arguably also the letter) of this law, the City of Tsh-
wane (Pretoria) until 2015 granted a 30 percent rebate to all residential
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property owners. In Morocco, residential taxpayers receive a 75 percent
rebate on their primary residences as well as second homes, in effect
achieving the same outcome as they would under a differential tax rate
regime.

Tax relief also may be given through tax deferral schemes. This is a
practical way to address the “asset rich, cash poor” dilemma. However, a
tax deferral scheme where payment is made at the time of transfer or the
death of the taxpayer requires administrative machinery to manage it
properly. Also, if too many taxpayers qualify for the scheme, it may nega-
tively atfect the local authority’s cash flow. South Africa’s law vaguely al-
lows for deferral “under exceptional circumstances” without specifying
what these are. We have not encountered other African countries where
deferral is an option.

In some countries, such as Kenya and South Africa, the property tax is
a recurrent business expense that qualifies as an income tax deduction in
the case of nonresidential properties. The cost of obtaining a formal val-
uation from an architect for property tax purposes is explicitly allowed as
an income tax deduction in Liberia.

Rate capping and phase-in provisions are also used to provide tax
relief. Rate capping (South Africa) is typically an oversight mechanism
available to a higher level of government to ensure that a lower-level tax-
ing authority acts responsibly, whereas phase-in provisions are usually en-
countered when new laws or reforms of existing laws are implemented
and specified categories of owners or use need to be protected against their
impact. Great Britain and Northern Ireland have used transitional relief
schemes after revaluations.

The law in some countries (Botswana, Kenya, and Namibia) provides
for discounts for early payment. As an administrative measure to improve
cash flow, this is understandable, but as a policy measure to enhance volun-
tary compliance, it is suspect. It is unlikely that a discount of, say, 5 percent
will entice noncompliant taxpayers to become compliant. It is more likely
a form of tax relief to the extent that taxpayers make use of it.

When relief is granted through tax base exclusions and preferential val-
uations, it becomes difficult or even impossible to quantify forgone reve-
nue. This reduces transparency and local accountability. Ideally, those who
pay more because others are paying less are entitled to know why they are
paying more, and how much. Tax relief should be granted only when the
individual and collective relief can be quantified, that is, once the prop-
erty is on the valuation or tax roll and is properly assessed. In this respect,
the law in South Africa is a good model.

Last, tax relief can be granted through tax amnesties. As a general pol-
icy principle, tax amnesties should be avoided because they may weaken
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voluntary compliance unless they are coupled with a credible threat of
harsh enforcement against future defaulters (Mikesell and Birskyte 2007).

There is an important administrative dimension in the provision of tax
relief. The provisions of the law must be clear. For example, granting an
exemption or rebate to “the elderly” or “pensioners” is simply too broad.
Hardship relief should ideally be means tested. Taxpayers should prove
their age and income. This generally happens under the hardship schemes
in South Africa. In the Democratic Republic of the Congo, there is a rather
intricate and detailed system of tax relief for the property tax on devel-
oped land. Individuals with a net annual taxable income below a prescribed
amount are exempted from the property tax, as are widows and widowers
over 55 years old for a building used as a main residence, on condition that
they occupy their main residence either alone, with a dependent or depen-
dents (as defined by law), or with any other person of similar age and in a
similar situation, and that their net annual taxable income is below the
prescribed amount determined with reference to the income tax dispen-
sation. These conditions suggest that monitoring eligibility requires
significant administrative effort.

In both Egypt and Madagascar, the law provides for tax relief for prop-
erty damaged by specified natural disasters, such as flooding or drought,
and, in Egypt, also for land no longer suitable for agriculture as a result of
war. In Libya, relief is determined with reference to the size of buildings
and the number of occupants (Amin 2010b).

Property Tax Administration

Most policy analysts look to revenue performance as the key to identify-
ing a good property tax practice. It is correct that revenue yield is the most
important consideration, but there is much more to the story, including
equity and fairness, collection of a target revenue at reasonable cost, effects
on the allocation of land use, rates of compliance, and coverage of the tax
base. Reform of any of these dimensions of property tax performance
requires an analysis of both structural and administrative components,
and analysis of the administrative efficiency of the property tax can be
complicated.

Adequacy of Resources

The resources available to local authorities are often inadequate to enable
efficient performance of their statutory functions and responsibilities.
Partly, the problem is that there is no pool of trained personnel to admin-
ister a property tax effectively, or if there is one, the government cannot
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afford the salaries. This problem is compounded by limited or poorly ad-
ministered funding, which leads to understaffing, poorly qualified staff,
outmoded equipment, and the lack of physical resources necessary to carry
out the tasks of property tax administration.

Most Anglophone countries lack appropriate educational or vocational
training programs for valuers. The absence of valuation skills is a major
problem. As a resul, statutory valuation cycles are often not adhered to, and
general revaluations are frequently postponed. The outcome is valuation
rolls that are outdated (Kenya, Sierra Leone, and Uganda have valuation
rolls that are over 20 years old). This severely compromises the revenue
buoyancy of the tax base and leads to increased horizontal and vertical
inequity.

In countries where the property tax is a local-government responsibil-
ity, the local officials responsible for tax collection are often inadequately
skilled to perform this important task. Furthermore, local-government
officials are sometimes unfamiliar with the detailed provisions of the laws
they are supposed to administer, especially where these provisions are
contained in different laws (South Africa and Tanzania). Poorly trained
and unmotivated municipal staff and underdeveloped monitoring systems
diminish the effectiveness of base expansion and collections and also open
the door to corruption. Although national revenue agencies may have the
necessary skills and may provide training opportunities, local officials may
have limited resources and few opportunities to attend training courses.

Efficiency of Property Tax Administration

A method has been developed to link the important policy and adminis-
trative dimensions of the property tax to revenue outcomes (Bahl and Linn
1992; Bahl and Martinez-Vazquez 2008; Kelly 2000, 2014). This method
links five crucial factors:

* 'The coverage ratio of the tax base, which has two components: the
percentage of properties that are on the roll and are valued, and the
percentage of assessed value that is taxable.

o The valuation ratio, which is the percentage of the legal property tax
base of taxable properties that is assessed.

o 'The collection ratio, which is the percentage of the tax liability that is
actually collected.

 The legal or statutory rate.

¢ The size of the legal tax base before statutory exemptions and
preferential treatments.
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The definition and coverage of the tax base and the determination of the
tax rate are policy decisions. However, the coverage, valuation, and col-
lection ratios are measures of administrative efficiency and can be influ-
enced significantly by the effort and skill of the tax administration.” The
example in box 2.1 demonstrates the application of the relevant ratios.

Identification and Ownership: Fiscal Cadastres

The fiscal cadastre is far from complete in most low- and middle-income
countries. For example, it is reported that one of every four properties in
Peru is not listed in the real estate cadastre, and, surprisingly, fewer than
40 percent of the excluded properties are slums. In Delhi, only 38 percent
of all properties in the largest urban areas are on the tax register (Mathur,
Thakur, and Rajadhyasksha 2009). In Chile, half of recent new building
is not included.

Ideally, all properties should be recorded in the valuation roll, even if
not all properties are valued. In essence, this is what the law requires in
South Africa. Most countries in Africa fall far short of this standard, and
coverage is often meager. For example, in Nairobi, Kenya, only about

Box 2.1 ADMINISTRATIVE EFFICIENCY

Consider the following scenario: For a variety of reasons, only 75 percent of
the taxable land parcels in a jurisdiction have been identified and are included
on the tax rolls. Moreover, the valuations are several years old, so properties
are valued at only 60 percent of their current market value. The tax adminis-
tration is collecting only 45 percent of the tax liabilities due. The calculation
of the current administrative efficiency is as follows: administrative efficiency
(AE)=coverage ratio (=0.75) x valuation ratio (=0.6) x collection ratio
(=0.45). The index of administrative efficiency is 0.20.

If the administration is improved slightly, as shown in scenario 1 in the table
below, the administrative efficiency increases to 0.33. If further improvements
in administration occur, as shown in scenario 2, the level of administrative
efficiency shows an increase of 259 percent.

Current
Administrative Ratios Performance Scenario 1 Scenario 2
Coverage ratio 0.75 0.85 0.95
Valuation ratio 0.60 0.70 0.90
Collection ratio 0.45 0.55 0.85
Efficiency level 0.20 0.33 0.73

Increase in efficiency level 0.62 2.59
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125,000 properties out of an estimated 400,000 are presently on the valua-
tion roll, which was last updated in 1982. Only about 7 percent of properties
are registered in Maputo, Mozambique; and in Addis Ababa, Ethiopia,
45 percent of all structures are not on the roll. Only 6 percent of identified
plots are titled in Cameroon.

The objective of any property valuation roll should be that all prop-
erty parcels are identified and given a unique reference number, the full
inventory of properties is known, and the taxpayer is determined. An ex-
isting property tax roll will have much of this information, but current
accuracy may be a problem. Identifying each parcel and its boundaries is
the starting point in extending the coverage of the property tax.

The lifeblood of the ad valorem property tax is an active, formal, and
transparent property market (Dale, Mahoney, and McLaren 2010). Infor-
mation about rental or sales transactions is fundamental in determining
assessments and in defending assessed values before tribunals and courts.
The property market is the vehicle through which arm’s-length transac-
tions are usually negotiated. What are transacted are interests in land,
whether they be licenses, leases, or freehold interests. Once the weight of
the law recognizes and supports private rights, this security of tenure pro-
vides a key component of an effective land market. Even in a mature and
efficient market, other factors, such as excessively high transfer taxes, can
affect the quality and reliability of the data. Therefore, value-based property
taxes require an active, transparent, secure, reliable market within which
property interests can be traded and financed through the banking sector
(Adair et al. 20006). Part of this process involves establishing a legal environ-
ment to ensure the proper recording of transfers, rentals, and sales.

Registration of titles or deeds and the availability of fiscal and legal
cadastres support the effective administration of a mature property tax
system. Further development of these will instill confidence in the owner-
ship, occupation, and other limited rights pertaining to land and build-
ings and thus provide increased tenure security. More secure tenure rights
and the recording and publicizing of transactional data should result in
improved levels of transparency in property markets. This can increase
access to and reduce costs of mortgage finance and have an overall positive
impact on market values.

The lack of comprehensive registration of property interests or the ab-
sence of a fiscal cadastre is a constraint on the administration of property
taxation in Kenya, Liberia, Tanzania, and Uganda, among other countries.
Property registration exists in each of these countries, but the systems
require major technological improvements. In Kenya, for example, only
properties that are registered are liable to the property tax. This leads to
situations where owners seek to avoid payment by not registering prop-
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erty. Clearly, registration of all property is the ultimate goal for many
countries, but for the officials who administer the property tax, it should
not matter whether the property is registered. If the property exists, it can
be valued and taxed. The deficiencies in ensuring that all transactions are
recorded with appropriate title issuances affect the potential coverage of
the property tax. Both Mauritius and Zambia are presently implementing
programs for modernization of their property registers.

In most countries, large numbers of properties are not included in the
current valuation rolls. This is a huge problem in cities such as Monrovia
(Liberia), Nairobi (Kenya), and, until about 2011-2012, also in the three
municipalities in Dar es Salaam (Tanzania). The major problems are un-
clear ownership details (Liberia and Sierra Leone) and unclear demarca-
tion of property boundaries (Liberia and Malawi). These factors negatively
affect the coverage of the tax base and ultimately limit the revenue from
the tax.

Another major constraint on coverage is that the property tax is nor-
mally levied only or mostly on frechold private land (Botswana, Mauri-
tius, Namibia, and Rwanda) or state land that has been leased (Lesotho
and Zambia). State-owned land and customary land are typically not taxed,
although a land rent or ground rent is levied and collected in some countries
(Botswana, Ghana, Lesotho, Mozambique, Sierra Leone, Tanzania, Zam-
bia, and Zimbabwe). But in some cases, state-owned land may have sig-
nificant development potential. A good example is the peri-urban areas in
Botswana, Lesotho, and Sierra Leone, where the land is communal, but
extensive development has taken place. In these cases, there does not ap-
pear to be any significant difference between taxable urban areas and non-
taxable peri-urban areas; both exhibit similar levels of development and
similar access to public services and utilities. South Africa is the only coun-
try that requires comprehensive coverage for property tax purposes, al-
though extension of the property tax into communal areas continues to
be a major challenge.

Land and property administration issues have taken on more impor-
tance in Lusophone Africa. Reforms of the land registration process are
under way in Cabo Verde to provide a more efficient system that can re-
spond to the requirements of international investors (Ramos, Varela, and
Schofield 2016). In Mozambique, all land is owned by the state but may be
held under 50-year leasehold interests.

In most countries of North and Northeast Africa, transparency of owner-
ship rights is an issue. In Egypt, a parcel-based deeds registry project was
begun in 2008 in an attempt to increase the number of registered properties.
In 2008, only 5 percent of Cairo’s three million properties was registered
(Amin 2010a). In Eritrea, Ethiopia, and Sudan, traditionally held land and



68 / PART I: CURRENT STATUS AND CHALLENGES

state land predominate, and private land is rented from the state. Land ti-
tling or registration programs are planned or under way in various countries
in the region, including Djibouti, Somalia, South Sudan, and Sudan.

The use of self-declaration to broaden the tax base is widespread in
Francophone countries. Self-declaration primarily focuses on requiring
taxpayers to submit information on the properties they own or occupy.
Declaration is mandatory and must be completed within prescribed time
limits. Failure to do so will result, at least in theory, in a fine. In some coun-
tries, such as Madagascar and Rwanda, declarations are due annually. In
Rwanda, weak local-government monitoring of self-declarations led to the
transfer of administration to the national revenue authority.

Valuation

Most countries in Africa have value-based property tax systems that call
for individual valuation of each property. In most instances, only valuers
who are appropriately qualified and registered may perform these valua-
tions.’d When a country has a large number of properties to be valued but
an inadequate number of valuers to do the job, the efficiency and revenue
yield of the property tax are impaired. Some countries make the problem
even worse by legislating a complicated property tax, as in Botswana and
Namibia, where land and buildings must be valued separately. Almost in-
evitably the result is outdated valuation rolls and inequitable treatment of
taxpayers. In such cases, it is easy for taxpayers to lose confidence in the
system.

The following discussion highlights six issues that shape the valuation
environment in African countries:

¢ The mismatch between the number of qualified valuers available and
the number needed to keep the valuation roll up to date.

 The level of government that should be institutionally responsible
for the valuation task.

¢ The frequency with which revaluations should be performed.
 Establishment of a credible objection and appeal system.
¢ Quality control and oversight.

 Education, training, and certification of valuers.

The Shortage of Qualified Valuers

In most Anglophone countries, only appropriately qualified and registered
valuers may perform valuations for property tax purposes.”” Although the
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principle of allowing only qualified valuers to undertake this task is sound,
conforming to the law in practice poses great difficulties in some coun-
tries. There simply are not enough qualified valuers to perform this task
in most countries where the law requires these high professional standards
(Franzsen and McCluskey 2005; Mutema 2016). The data in table 2.4 un-
derline the severity of the problem in both the public and private sectors.
The shortage of valuers greatly limits the success of value-based property
tax systems. In Uganda, the lack of qualified valuers means that for some

Table 2.4 Registered Valuers in Anglophone African Countries

Population in Total Number

Millions (2016 of In-Country
Country Date Estimate) Valuers
Botswana 2005 2.2 <70
The Gambia 2014 2.0 Very few'
Ghana 2014 26.9 3252
Kenya 2005 46.8 <500
Lesotho 2005 2.0 <10
Liberia 2008 4.3 84
Malawi 2005 18.6 <25
Namibia 2005 24 <15
Nigeria 2005 186.0 <1,500
Sierra Leone 2016 6.0 Very few?
South Africa 2016 54.3 <1,400%
Swaziland 2005 1.5 <10
Tanzania 2016 525 <300°
Uganda 2016 38.3 <70
Zambia 2005 15.5 <50
Zimbabwe 2016 14.6 <150

Sources: CIA (2016); Franzsen and McCluskey (2005); Jibao (chapter 14); Mutema
(2016); Viruly and Hopkins (2014).

Note: Mauritius is omitted from this table because no data are available on valuers
there.

" There are three experienced but not yet qualified valuers within the relevant
ministry and a few private firms operating in The Gambia.

2 See the discussion of Ghana in chapter 14.

3 There are very few qualified valuers, with one in each smaller town and only
valuation technicians in Freetown, Sierra Leone.

4 Only valuers allowed to undertake municipal property tax valuations were
considered; candidate valuers were excluded.

5There are 74 fellows and 217 associated members in Tanzania (Mutema
2016).
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local authorities, valuation rolls have not been completed and the prop-
erty tax cannot be used; for other local authorities, valuation rolls are
50 years out of date. Ghana, Kenya, Tanzania, and Zambia also suffer from
outdated valuation rolls.

Some countries try to get around this constraint by not explicitly
specifying the qualifications. The relevant laws in Namibia state that
a suitable person may be appointed as a valuer “by reason of his or her
expertise in the field of real estate valuation.” Lawyers, accountants,
engineers, and quantity surveyors undertake valuations of real estate,
although for property and land tax purposes, the practice is to appoint
only qualified valuers. In Liberia, a member of the Liberia Chamber
of Architects must undertake property tax valuations for commercial
properties.

Although there appear to be enough qualified valuers in Kenya (more
than 400), Tanzania (a country with a larger area) has fewer than 150 qual-
ified valuers. Uganda, with a population over 38 million, has fewer than
70 valuers in the whole country and therefore simply cannot maintain the
annual rental value system currently in place (Franzsen 2010). Government
valuers also have other tasks apart from valuations for tax purposes, and
many valuers in private practice are not involved or interested in doing
valuations for property tax purposes. Technologies such as geographic in-
formation systems (GISs) can improve the administration of the property
tax, but the capacity to develop and use these technologies may not exist
in some countries.

The problem can be further illustrated by the data in table 2.5, which
show, for four local-government authorities in Tanzania (including the
three municipalities in Dar es Salaam), the number of in-house valuers and
the number of taxable properties. It is no wonder that revaluations have
been a problem for local-government authorities in Tanzania. The result
is that valuation is normally contracted out to the private sector at a sig-
nificant cost. This raises the question that we will frequently ask: What

Table 2.5 In-House Valuers and Tax Base Coverage

Number of Properties Potential Current

Local-Government In-House on Valuation Number of Coverage
Authorities Valuers Roll Properties (%)
Arusha City Council 7 7,000 >70,000 10
Kinondoni Municipality 6 154,000 300,000 53
llala Municipality 5 158,000 200,000 79
Temeke Municipality 9 160,000 200,000 80
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can be done about the property tax in the absence of suitably qualified and
affordable valuers or other professional assessors?

Responsibility for Valuation

Valuations need not be done by local governments alone. There are sev-
eral options:

¢ A national-government ministry, such as the ministry responsible
for lands (Kenya, Zambia) or the ministry of local government
(Botswana).

¢ An autonomous government agency or corporation, such as BC
Assessment (British Columbia, Canada), the Municipal Property
Assessment Corporation (Ontario, Canada), Quotable Value
New Zealand (New Zealand), or the Codazzi Institute (Colombia).

¢ Local authorities (Kenya, Namibia, South Africa, and Tanzania).
¢ A valuation committee (Egypt, Madagascar, and Sierra Leone).
 The private sector (Botswana, South Africa, and Swaziland).

A combination of national or local government and the private
sector (South Africa and Uganda).

o Self-assessment (Liberia and Rwanda).

In theory, each of these options has significant advantages and disadvan-
tages. In practice, different countries have had different experiences with
centralization or decentralization of the valuation authority. Centralizing
the valuation responsibility within a national-government ministry or a
semiautonomous government agency may result in economies of scale and
a uniform approach across different taxing jurisdictions. This is the case in
Ghana and probably would have been a more practical approach in Sierra
Leone than the decentralized system that was implemented in 2004. How-
ever, centralized valuation approaches have caused problems in Kenya and
Lesotho because of the inability of the central government to provide timely
revaluations. Maseru, the capital city of Lesotho, appointed an in-house
valuer in 2001 because the central-government ministry did not view mu-
nicipal valuation as a priority (Franzsen 2003). Nairobi, Kenya, had the
same complaints and also appointed its own in-house valuers. In Namibia,
the Directorate of Valuation in the Ministry of Land Reform undertakes
valuations for the land tax on commercial farms, although the law also al-
lows for the appointment of a private-sector valuer. For the land tax, with
a relatively small tax base of about 12,500 properties, the centralized ap-
proach has been working well.
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Table 2.6 Valuation Responsibility in Selected Countries

Valuation Responsibility Countries

Commissions or committees  Cabo Verde, Cote d’lvoire, Egypt, Sdo Tomé and
Principe, Sierra Leone

Central-government valuers Kenya, Lesotho, Malawi, Mauritius, Namibia,
Uganda, Zambia

Municipal valuers Kenya, Lesotho, Namibia, South Africa, Tanzania,
Uganda, Zambia

Private sector Botswana, The Gambia, Ghana, Malawi, Swaziland,
South Africa, Tanzania

Self-assessment Cabo Verde, Liberia, Rwanda

Central administrative office  Benin, Burundi, Equatorial Guinea, Ghana
(such as a tax office)
Municipal assessment Mozambique

The responsibility for performing the valuation task in selected Afri-
can countries is summarized in table 2.6. In Botswana, Malawi, Namibia,
and Swaziland, the responsibility for managing valuation rests with local
governments, although central-government valuers have been used in
Botswana in the past. In Zambia, the central government’s valuation de-
partment generally undertakes valuations. However, in some cities, such as
Lusaka and Kitwe, in-house valuers who operate under the guidance or
supervision of the central-government valuers are also used. The Central
Valuation Department within the Ministry of Finance and Economic De-
velopment undertakes valuations for both the national residential prop-
erty tax and the general rates in Mauritius. In Ghana, the Land Valuation
Board is responsible for the valuation of properties throughout the country.
However, as in Zambia, the law allows for the participation of private-sector
valuers who operate under the supervision of public-sector valuers. Private
valuers appointed by local authorities also operate under the supervision
of government valuers in Malawi, and local authorities in Swaziland ap-
point a private-sector valuer from a panel of eligible candidates determined
by the responsible minister.

The valuation rolls in many African countries are outdated, and base
coverage is poor, even in some of the capital cities (Maseru, Lesotho;
Lilongwe, Malawi). However, coverage is reportedly good in Windhoek
(Namibia) and Mbabane (Swaziland). In Mozambique, municipalities un-
dertake the assessment function, but coverage is a problem because many
of the leasehold properties are not registered and therefore are not included
on the valuation rolls. Despite the shortage of valuers, the laws in several
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countries (Botswana, Lesotho, Malawi, Namibia, Swaziland, and Zimba-
bwe) still dictate that values for land and improvements must be recorded
separately. This is time consuming for valuers, implies at least two values
that could be contested under the objection and appeal process, and fur-
ther strains scarce resources. Clearly, this methodology is unsustainable
in most or all these countries.

In some cities or countries, there are pressures to move toward priva-
tizing property assessments (Botswana, South Africa, and Swaziland),
whereas others are moving toward appointing in-house municipal valuers
(Nairobi, Kenya; Maseru, Lesotho). Some of the larger municipal councils
in Namibia (Windhoek) and South Africa (all eight metropolitan munici-
palities) also have in-house departments responsible for valuations, whereas
smaller councils make use of private-sector valuers (Franzsen 2003).
One of the advantages of in-house valuation departments is the assess-
ment expertise that these departments build up over time. However, it can
be argued that municipalities should preferably not be seen to be too in-
volved in the valuation and assessment process. Valuation and taxation
should ideally be kept separate. Furthermore, valuations should not be
manipulated or corrupted to attain equity. Equity is best attained through
proper property categorization, adjustments to tax rates, or the use of tax
rebates.

The central-government tax authority or directorate is responsible
for the valuation of property in Francophone countries, for example, in
Equatorial Guinea. Often this assessment of taxable value is undertaken
with significant input from taxpayers who are required to provide annual
data on changes to property. In Rwanda, property owners are now ex-
pected to also declare the value of their properties.

In a few countries, such as Egypt and Sierra Leone, the law stipulates
that a committee must determine values. If such a committee is made up
of persons with knowledge of the local land market, this could give cred-
ible results and also enhance taxpayer acceptance. In the highly centralized
environment in Egypt, the committees in each governorate are chaired
by an official from the Real Estate Tax Authority and include four mem-
bers from the Ministry of Finance and the Ministry of Housing and two
representatives of real estate owners nominated by the local popular coun-
cil and selected by the governor.

Frequency of Valuations

Key to a value-based system is that all properties are valued with refer-
ence to the same date of valuation, referred to as tone of the valuation in
Anglophone countries, such as Kenya and Zambia. This promotes equity
and a fair distribution of the tax burden. However, property values change
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over time and in different ways in different locations and for different
property use categories. Although a fixed date of valuation seems a good
strategy for equity, it leaves open the question of how often a blanket re-
valuation should take place.

Internationally, there are jurisdictions that revalue large numbers of
properties annually, such as British Columbia (Canada), Hong Kong,
Queensland (Australia), and Singapore. In these jurisdictions, valuation ca-
pacity and skills are not issues. In New South Wales (Australia), where
the tax base is unimproved land value, a three-year valuation cycle applies,
whereas Ontario (Canada) operates on a four-year cycle. At the other end
of the spectrum for developed countries, properties in Germany were last
revalued more than 60 years ago.

In various African Anglophone countries (Ghana, Liberia, Malawi,
Swaziland, Tanzania, Uganda, and Zambia) the valuation roll for urban
property is valid for five years, while Kenya’s law provides for a ten-year
cycle. Especially in fast-growing, dynamic cities, such as Mombasa and
Nairobi, this period is probably too long. A ten-year revaluation cycle will
almost certainly invite an assessment shock, and possibly even outrage,
when the new valuation roll is announced. But undertaking a revaluation
poses major challenges for Nairobi City County. Four valuers cannot value
some 400,000 parcels in-house. The options are to use the valuation ser-
vices of the private sector or the Ministry of Lands and Physical Planning.
A further possibility is self-assessment. The 2014 amendments to South
Africa’s property tax legislation (which applies to urban and rural property)
provides for a five-year cycle for local municipalities that may be extended
for a further two years, a maximum of seven years. For metropolitan
municipalities, the maximum period of any cycle is five years. The Zimba-
bwean law states a minimum period of three years and a maximum of ten
years; in Lesotho, the law states that a three-year period may be extended
for a further three years.

In Kenya, Lesotho, South Africa, and Zambia, the life of the general
valuation roll may be extended. This is an important feature to ensure that
the valuation roll does not lapse at the end of the statutory period, and
that further reliance on it does not become unlawful. The legal status
of the roll can be a problem when the revaluation frequency is included
in the law. Arguments can be made that if the valuation roll is not updated
in accordance with the law, the current roll may be unlawful.

In many Francophone and Lusophone countries, valuations supposedly
occur annually. The law in essence dictates that property owners must
annually declare their property holdings and the values of these proper-
ties, and then the tax authorities must audit these declarations and levy
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the relevant property taxes on undeveloped or developed land accordingly.
"This does not necessarily happen in practice (Monkam 2010). The process
usually amounts to an annual declaration of property holdings, in most
instances only when any change has occurred. Whether the central-
government agency follows up on any changes or nondeclaration is unclear.

INTERIM OR SUPPLEMENTARY VALUATIONS

Even when general revaluations are conducted regularly, it is important
that interim or supplementary valuations be undertaken so that changes to
properties on the main valuation roll are recorded and values are adjusted
accordingly. Typically, these valuations aim to capture properties that

¢ have been incorrectly omitted from the main valuation roll;

¢ have been included in the taxing jurisdiction since the last general
valuation (e.g., when municipal boundaries have been extended);

¢ have been consolidated or subdivided since the last general valuation;
¢ have substantially increased or decreased in value; or
 were incorrectly valued in the last general valuation.

In jurisdictions with limited capacity, this is a very useful way to capture
at least high-value new construction, such as shopping malls and office
buildings. The City of Kitwe in Zambia has been using interim valuation
quite effectively to increase the value of properties on the valuation roll.
The impact on the city’s property tax revenue has been noticeable.

DEALING WITH PRESSURES TO REVALUE MORE FREQUENTLY

Revaluations are often postponed beyond their legal lives, as has
happened in Mombasa and Nairobi (Kenya), Maseru (Lesotho), and
Mbarara (Uganda). Sometimes the solution is simply not to have a revalu-
ation (The Gambia). However, three other solutions are possible and
have been used to some extent by one or more African countries:

o Self-declaration and assessment of values.
o Private-sector valuation services.
¢ Indexing of values between general revaluations.

Some countries opt for self-declaration of property values (see box 2.2).
Each taxpayer must periodically declare the value of the property to
the tax administration (Burundi, Cabo Verde, Cameroon, Liberia, and
Rwanda). This approach reduces objections and appeals by taxpayers



Box 2.2 SELF-DECLARATION

There are three forms of self-declaration: a declaration of property
ownership along with some basic data about the property; a declaration
of the value of the property; or a combination of the first two. To the
property tax purist, self-declaration may at first sight be unpalatable.
Certainly, valuers would not be comfortable in an environment where the
owner declares the valuation. Mostly, self-declaration attempts to address
the scarcity of valuers. Data also are easily and cost-effectively gathered
under a self-declaration system. Tax base coverage can be increased
provided the law carries weight by ensuring that those who own property
make a declaration.

Where the property tax is not based on value, a system of self-
declaration makes perfect sense. Owners declare the properties they own
along with specified parameters, such as location, use, size (of parcel and
buildings), age, and condition. The tax administration can then base the
assessment on these declarations. However, one could go one step further
and allow taxpayers to determine their own assessment, as is done in
several cities across India (Mathur, Thakur, and Rajadhyasksha 2009;

M. G. Rao 2013; U. A. V. Rao 2008). Generally, legislation specifies when the
declaration should be made and the penalties for late submissions. Such
systems are used in Francophone (Rwanda) and Lusophone (Cabo Verde)
countries.

Matters become more difficult when self-declaration is used in a value-
based system, where the practice is less common. Self-declaration of property
data is widely used in countries with mature value-based property tax systems
and is not unheard of in low-income countries. Examples involve the request
for updated information from owners at times of general revaluations, as
happens in Kenya, Namibia, and South Africa. This option should not be
discarded if the owners of commercial property can be required to have their
declared values prepared by professional valuers or other recognized profes-
sional bodies, such as accountants. Book values are used in Niger for legal
entities. Many high-value central business district properties are regularly
valued for accounting purposes. The owner can treat the costs of valuation as
a business expense for income tax purposes, as is the case in Liberia.

There are two ways in which the major problem, underdeclarations, can
be addressed. First, the tax administration can audit the declared values and
take action against any it feels are below the value standard (normally
market value). Second, if a property is sold within a short time after declara-
tion at a value, say, 20 percent higher than the self-assessment, back taxes
must be paid before a clearance certificate can be issued to allow the sale to
proceed (Franzsen and McCluskey 2016). If professional bodies are required
to perform the valuations, they are obligated to prepare their valuations in an
ethical manner and are normally governed by codes of ethics. However, the
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question remains whether the country has enough valuation capacity to
make an audit of self-declaration a credible threat.

In conclusion, self-declaration of value by owners has merit and should be
considered by those countries or jurisdictions where revaluations have not
been undertaken for several years, especially if they have relatively active
property markets and an established property profession.

(Franzsen and McCluskey 2016), which can incur significant costs, espe-
cially in those countries where valuation tribunals deal with objections
(Namibia and Uganda). Cabo Verde has developed self-declaration of value
as the basis of the property tax. Because land registration is becoming more
comprehensive, the authorities have good information on properties and
are therefore better able to perform an audit. The disadvantage of self-
declaration is the potential for underdeclaration (or sometimes overdecla-
ration) of property values. Also, in practice, good information about the
market value of real estate is lacking. Liberia uses a somewhat refined
version of this approach: taxpayers for all commercial properties are
required to provide a valuation performed by a professional assessor (a
member of the Chamber of Architects). In Rwanda, self-declaration of
value is typically provided by a valuer acting on behalf of the taxpayer.
However, self-declaration in Rwanda is not adequately policed, largely
because of the lack of valuation skills within the local authorities. The
valuations follow an overly detailed cost-based approach that comes with
a high valuation fee.

Another strategy for dealing with revaluation is to outsource it to the
private sector, as is done in Botswana, Kenya, Malawi, Namibia, South Af-
rica, Tanzania, and Uganda. The advantage is that the valuation list can
be prepared within a realistic time frame. The major disadvantage is the
high cost of these expert services (The Gambia and Tanzania). Further-
more, this approach is possible only in countries where the private sector
has sufficient capacity and skills to undertake the revaluation. Some Afri-
can countries do not meet this test.

An additional problem with outsourcing is ensuring the quality of the
end product. Countries that employ the private sector typically do not have
any oversight or quality-assurance systems (South Africa and Tanzania).
But it is essential that some form of government oversight be provided to
ensure value for money (from the local government’s perspective) and qual-
ity of valuations (from the taxpayers’ perspective). Again, where will the
country get the valuers with the skill to carry out the oversight responsi-
bilities?
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In Tanzania, private valuers were contracted to assist with the prepara-
tion of valuation rolls in Dar es Salaam and eight regional towns in 2000
and 2001. In many instances, the average cost per property of the valua-
tion exercise was greater than the amount that could be raised from many
of the low-value residential properties over the statutory five-year valua-
tion cycle (McCluskey and Franzsen 2005). This was also the case when
the new property tax system was implemented in some of the local munici-
palities in rural parts of South Africa between 2006 and 2011 (Franzsen and
Welgemoed 2011).

A third possibility is indexing the values between general revaluations,
as happens in Madagascar. The question is whether indexation of capital
values, rather than regular revaluations, will alleviate the valuation prob-
lem. Under this option, the existing valuation list is indexed by an uplift
factor. The rate of inflation or the retail price index might be used for the
index, although neither of these is entirely suitable.

Although indexing will increase values of properties on the roll with-
out physical inspections, these values will not accurately reflect physical
improvements on properties, nor will they reflect changes in the relative
value of properties since the last revaluation. This will lead to inequities
and possibly to increasing dissatisfaction with the distribution of the
burden. Indexation is not a technique to replace or even to assist with
revaluation.

Objection and Appeal Processes

The property tax legislation should establish a formal objection and
appeal process to allow property owners to challenge their valuations.
International best practice (IAAO 2014) argues for a process that is quick,
cheap, simple, stress free, rigorous, authoritative, and final. The follow-
ing elements are important: (1) independence from those whose decisions
are being reviewed; (2) timeliness and proportionality; (3) informal hear-
ings to resolve the matter(s) in dispute; (4) comprehensive nontechnical in-
formation about the process; (5) nonadversarial hearings that are not too
daunting or legalistic; (6) consistent and comprehensible decisions; and
(7) good value to the taxpayer.

An objection and appeal process is an integral part of a value-based
property tax system, but jurisdictions differ significantly in their ap-
proaches. Although there is some merit to the argument that the valuer
who provided the original value should be compelled to deal with the ob-
jection, this is problematic because the valuer is essentially the judge in a
dispute to which he is a party. This practice invites corruption and gives
the appearance of being unfair. Still, it is less costly and may give the tax-
payer an opportunity to provide more accurate data to the valuer. Some
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jurisdictions allow an informal query phase where the property owner and
the valuer discuss the valuation, but in others, such as Malawi and South
Africa, the valuer formally deals with all objections. An informal query
phase can be quite helpful if the taxpayer has an issue with the tax rate
rather than the property value or simply requires more information on the
valuation process and methodology. Such a system leads to fewer formal
objections and lower administration and compliance costs. If the taxpayer
is dissatisfied with the valuer’s explanation, he needs to lodge a formal
objection. Another option is to allow for adjustments in the valuation roll,
but to provide that if values are adjusted up or down by more than a specified
percentage, these cases will automatically be reviewed by a valuation
tribunal. In South Africa, any adjustment of more than 10 percent by the
municipal valuer requires written reasons and is automatically reviewed
by the Valuation Appeal Board. This process enhances the equity, trans-
parency, and accountability of the system.

In many jurisdictions, objections are handled in a formal judicial
process administered by a specified official or entity, often an appointed
special tribunal. In Namibia, for example, a valuation court hears all ob-
jections for both the urban property tax and the land tax.”® For the land
tax levied on commercial famers, objections constituted 2.8 percent and
1.7 percent in 2002 and 2007, respectively. Out of a total of 342 objections
lodged in 2002, 77 were withdrawn or canceled and corrections or verifi-
cations ordered for 24 properties. In 203 cases values were upheld by the
valuation court. Values were changed in only 38 cases (29 reductions and
9 increases). In Cape Town, South Africa, objections and appeals have been
reduced significantly because property owners have begun to accept and
trust the computer-assisted mass appraisal (CAMA) approach the city
embarked on in 2001. The regular, three-yearly revaluations also instill
confidence in the system. Objections were reduced by 46 percent from
2006 to 2012, and appeals were reduced by 33 percent from 2009 to 2012
(Davies 2016). A valuation court or tribunal also deals with objections in
Botswana, Kenya, Swaziland, Tanzania, Uganda, and Zambia, while a com-
mittee handles them in Ghana. The number of members varies from three
(Swaziland and Uganda) and at least three (Kenya) to three to five (South
Africa), four (Namibia), and even six to eight (Tanzania and Zambia). It is
important, however, that at least one member be a qualified valuer, as is
mandated in Kenya. In Uganda, a country with a shortage of valuers, the
law pragmatically states that the additional members of the valuation court
may be engineers or architects. This provision should be reviewed once
there are enough qualified valuers to serve as members of this tribunal. In
both South Africa and Uganda, the law also explicitly mentions gender
representation on valuation tribunals. In Namibia, the land tax law allows
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for the appointment of two assessors on the basis of their expertise in ag-
ricultural matters.

A formal valuation tribunal that deals with all objections is costly, es-
pecially in countries where the tribunal may have as many as six or more
members. Some countries (Namibia and Zambia) include ministry repre-
sentatives. Given the judicial and technical tasks to be performed, this
practice is questionable and should be reconsidered. Where the interests
of ministries may be an issue, a better route may be for officials from these
ministries to assist the tribunal as expert witnesses.

The law is often silent on the number of valuation tribunals that should
be constituted. This can be important after a general revaluation that has
resulted in many objections and appeals. If there is only one tribunal to
deal with these matters, members could be sitting for several weeks, which
would be unrealistic. In a geographically large jurisdiction, there could
also be significant compliance costs for property owners who might need
to travel long distances to attend hearings of the tribunal. This is an issue
for the valuation court for the land tax in Namibia. To avoid constituting
more than one court, the court could simply arrange to hold its sittings in
different regions.

In countries where the property tax is a local tax, and even where an em-
ployee of the relevant council has undertaken the valuation, the council
should also have the right to object to the value of any property or appeal
it. This is the case in Kenya, Namibia, South Africa, Swaziland, Tanzania,
and Zimbabwe. In Johannesburg, South Africa, the city council has ob-
jected to a significant number of property values as determined by the
city’s in-house valuation department.

In some Francophone countries, such as Cameroon, the Central African
Republic, and Cote d’Ivoire, it is possible to appeal the tax rather than the
value (as is the case in Anglophone countries) as assessed by the relevant
central-government tax authority. The appeal is generally made to the tax
department and thereafter to the minister.

"To ensure that councils are not held for ransom by unscrupulous or op-
portunistic property owners, the laws of countries generally state that the
property tax must be paid despite a pending objection or appeal (Namibia,
South Africa, and Uganda). At least in South Africa, objections are dealt
with expeditiously. Once the value is finalized in the objection or appeal
process, the taxpayer is entitled to a refund if the value is reduced or is
obligated to pay the additional tax if the value is increased. In Liberia and
in Lagos, Nigeria, property owners are required to pay 50 percent of the
tax before an appeal is heard.

In most countries, an objector can appeal the decision reached in the
objection phase. Appeals may be adjudicated by a specially constituted val-
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uation tribunal (South Africa) or the land tribunal (Lesotho). In those coun-
tries where a tribunal hears objections, appeals (usually only on a point of
law) will be to the high court (Botswana, Ghana, Kenya, Namibia, Swazi-
land, Tanzania, Uganda, and Zambia).

Quality Control and Oversight

Few African countries presently control or even measure the quality of as-
sessments. The South African law provides for some political oversight at
the national level and since 2015 has provided limited political oversight
at the provincial level. Ideally, this type of oversight, which can allow for
studies of sales ratios and other statistical measures to determine the ac-
curacy and consistency of valuations, should be done by an impartial en-
tity with the required technical expertise. For example, an independent
analysis might examine the rolls and apply some tests for equity to pro-
vide some measures of disparity in assessments within neighborhoods.
Where market values of real estate sales are not accurately reported, as is
usually the case in low-income countries, oversight becomes very difficult.
This type of oversight exists in developed and mature property tax sys-
tems, such as those in Australia, Canada, New Zealand, and the United
States (Franzsen and McCluskey 2000). We could not find evidence of
comprehensive oversight being practiced in any African country, but Cape
Town, South Africa, on its own accord, has its three-year valuation rolls
audited by an impartial international expert team.

Valuation and Technology

Administration of the property tax lends itself to the application of mod-
ern information technology systems. The basic unit of analysis is parcels
of land, which commonly number in the hundreds of thousands in a coun-
try. Several characteristics must be observed for each parcel, changes in
these observed characteristics must be recorded annually, and a tax assess-
ment and collection system must be part of this database. Storage and
retrieval of data in real time, as well as reporting, are integral to the effec-
tive functioning of the administration. Geographic databases within geo-
graphic information systems (GISs) are becoming the norm in property
tax administrations. Textual data displayed within a mapping environment
are a powerful tool and are increasingly becoming the industry standard.

But there are transition costs, especially in African countries, where
many systems are still manual. Information systems need to be designed,
the quality of the raw data needs to be studied, staff must be trained to use
the new system, maintenance arrangements need to be made, and the hard-
ware and software need to be purchased. Some countries are ready for
automation and can handle these transition costs, but others are not. Once
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these setup costs are borne, information technology can greatly simplify
property tax administration. The number of properties typically involved
and the amount of data required for each property render manual inven-
tory collection and recording difficult. This is particularly true for valua-
tion, billing, and collection.

Today, it is commonplace in most mature property tax assessment ju-
risdictions to use fully automated processes and procedures across the
whole spectrum of property tax administration. Given the scale of the val-
uation task and the frequency of revaluations, automated approaches are
essential. According to Kauko and d’Amato (2008), multiple regression
analysis (MRA) is the orthodox approach to mass appraisal valuation. From
an industry perspective, the CAMA model is required to meet the dual
objectives of attaining acceptable industry-driven standards of predictive
accuracy and facilitating explainability and defensibility of the assessed val-
ues. In box 2.3, we provide an example of a simple mass appraisal model.

In Africa, use of such automated valuation approaches is rare. The best
examples are found in the valuation departments of the large metropoli-
tan municipalities in South Africa, such as Cape Town and Durban. There
has been some experimentation with mass appraisal in other countries
(Cameroon, Egypt, Kenya, and Tanzania), but this has largely been re-
stricted to academic research (Geho 2003; Mulaku and Kamau 2010). It is
noteworthy that the property tax laws in South Africa and Uganda explic-
itly mention “mass valuation.”

Educating and Training Valuers

Formal university education in real estate valuation is offered in only a few
African countries (Kenya, Namibia, Nigeria, South Africa, Tanzania, and
Zambia). This partly explains the shortage of skilled valuers. Research
predominantly in Anglophone countries confirms this (Cloete 2009; Fran-
zsen 2011). Mutema (2016) states that apart from South Africa and Nigeria,
professional institutions are still in their infancy.!” Even in those countries
with active university programs, few of the graduates find employment in
the public sector because of relatively low remuneration packages.
Clearly, for those countries with relatively robust valuer professions,
there is an argument for having a value-based property tax. But for most
countries where such training is not available, alternatives to value-based
property taxation need to be sought. Because most countries lack proper
academic and appropriate practical training programs for valuers generally
and for those responsible for property tax valuations more specifically,
statutory valuation cycles are often not adhered to, and general revaluations
are frequently postponed. The outcome is valuation rolls that are often
outdated (Ghana, Kenya, Uganda, and Zambia). The retention of properly
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Box 2.3 A Mass ApPRAISAL APPROACH TO ESTIMATION OF
MARKET VALUES

In this example, market value is estimated using a mass appraisal technique,
multiple regression analysis (MRA). This technique assumes that average or
typical market pricing patterns and relationships can be estimated from
samples of recently sold properties. These price patterns and relationships
can then be used to estimate the market value of all other properties in the
same property class or location that have not been sold. The technique
consists of the following steps:

1. Gather market sales data for parcels that have recently sold (say, over
the previous two years). Include sales price, date of sale, and parcel
attributes, such as size, shape, slope, and road frontage. Verify that the
sales are not between connected parties.

2. In the sample of recently sold parcels, estimate the relationship between
parcel attributes and sales price using MRA.

3. Collect parcel attributes for all unsold land parcels.

4. Apply the specified MRA equation and estimated coefficients to unsold
parcels to derive their estimated market value.

5. Review the market value estimates to address any spurious results
provided by the regression model.

The typical equation might look like the following, where the coefficients are
estimated by MRA for each of the parcel characteristics:

Market value =575,027 (constant) + 6,724 (parcel size) +
123,472 (tar road frontage) + 201,428 (regular shape) -
186,235 (irregular shape) - 98,255 (unsurfaced road frontage).

Thus, the estimated market value of a parcel with lot size 500m?, a tar road
frontage, and an irregular shape is given by the following equation:

Market value=575,027 +6,724(500) + 123,472(1) -
186,235(1)=575,027 + 3,362,000+ 123,472 - 186,235 =
3,874,264, say, 3,800,000.

qualified valuers within the civil service is a serious problem in Botswana
(Monagen 2000), Kenya, Tanzania, and Zambia (Chirwa 2000).

Tax Rates

The determination of the property tax rate in a decentralized system de-
pends on budgetary needs. Ideally, legislators decide the statutory rate
every year at budget time. In practice, however, the tax rate involves not
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only the legal rate but also decisions about tax relief and assessment pol-
icy. What really matters is the effective tax rate, the tax paid as a percent-
age of the market value of the property, and politicians can influence this
in many ways.

African countries decide their legal rates in many different ways, as can
be illustrated by how they address the following five issues:

1. Which level of government should be responsible for determining
tax rates?

2. How often should tax rates be determined?

3. Should there be only one tax rate for all properties, irrespective of
use or location?

4. Should there be a progressive rate structure?

5. What should the tax rate be?

Responsibility for Determining Tax Rates

In many Francophone countries and some Lusophone and North African
countries, the central government levies the property tax. This is the case
in, for example, the Central African Republic, Céte d’Ivoire, Mali, Niger,
and Egypt. Tax rates are therefore determined nationally.

In those countries where the property tax is a local tax (the revenue from
this tax is local revenue), there are various permutations. In some coun-
tries, the tax rate is determined locally, but within nationally set limits. In
The Gambia, the maximum rate set in the law is 5 percent of the assessed
value, which is based on depreciated replacement cost, not market value,
and therefore, the effective tax rate is much lower. The law in Uganda pro-
vides for a minimum amount of tax per property for all properties on the
valuation roll and also for a maximum countrywide rate of 12 percent of
the “rateable value.” However, it is stated in the property tax statute rather
than in a regulation, which implies a tedious process if the maximum rate
needs to be amended. In Namibia, the urban property tax law provides
for a maximum tax rate, but councils can exceed this maximum with prior
written approval from the relevant minister. In some countries, such as
Botswana and Zambia, the local authorities can determine their own an-
nual tax rates, but the relevant minister must approve them before they
become effective. South African municipalities annually determine their
own tax rates without any formal approval requirement, as do those in
Kenya, Namibia, Swaziland, and Zambia. However, the minister of finance
in South Africa may cap the annual increase in the tax rate or the annual
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increase in revenue from the property tax. In other words, oversight is
much less direct.

Frequency of Determining Tax Rates

A problem across Africa is the static nature of the property tax rate in many
countries, especially where these rates are determined by the central
government, which adversely affects revenue buoyancy.?’ This problem
is further exacerbated where revaluation of properties does not occur
regularly. Static property values and static tax rates in an inflationary en-
vironment with rising expenditures and needs create serious budgetary
problems for local authorities. The problem is compounded when local gov-
ernments have no flexibility to determine tax rates. In such a situation,
local governments probably also do not face hard budget constraints, and
the goals of a fiscal decentralization strategy will be compromised.

In Tanzania, tax rates can be set locally but are included in bylaws that
can take years to be amended. Tax rates in The Gambia and Mozambique
are contained in regulations that can take even longer than bylaws to be re-
vised. In several Francophone countries, tax rates are set in the national tax
codes. In all these cases, the tax rate cannot be decided at budget time. Ide-
ally, local authorities need to be able to respond quickly, preferably annually,
to budgetary needs by appropriately increasing or decreasing tax rates.

Uniform Versus Differential Rates

If the value of all properties is accurately determined, all other features,
such as location and land use (and, indirectly, ability to pay), should be
accounted for in the tax base. There is no need for differential rates. How-
ever, a single, uniform tax rate is seldom encountered. In keeping with a
worldwide pattern, the laws in many countries in Africa allow for the use
of differential or classified tax rates. The differentiation may be based on
ownership (Niger), location (Democratic Republic of the Congo and Zim-
babwe), tenure status (Botswana), land use (Namibia, South Africa, and
Zambia), or a combination of two or more of these features. Tax rate struc-
tures in Africa are complicated.

In Niger, a primary distinction is ownership. Different rates and bases
are applied to properties owned by individuals (annual values) and those
owned by legal entities (book values). A secondary distinction in the tax
on individuals is that between residential use and nonresidential use, with
a higher tax rate on nonresidential use. In Johannesburg, South Africa, a
hybrid system imposes different tax rates for different property use cate-
gories (including residential, commercial, or agricultural), different prop-
erty ownership categories, and different status (vacant or developed). A
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specific tax rate is determined for vacant plots irrespective of their zoned
use category, whereas another tax rate is set for state-owned properties ir-
respective of actual use. In Cape Town, on the other hand, use is the only
criterion, and state-owned property is taxed on the basis of actual use, such
as residential, commercial, or institutional.

Many jurisdictions, especially in Francophone countries, differentiate
developed from undeveloped property. In most cases, this differentiation
goes beyond the tax rate and manifests itself in separate taxes. Some coun-
tries differentiate land and buildings, usually imposing a lower tax rate on
buildings (Liberia, Malawi, and Namibia).

The vast majority of jurisdictions differentiate on the basis of use and
then between residential and nonresidential property. Often, there are
further distinctions within the category of nonresidential use, most com-
monly among commercial, industrial, and agricultural use. In some coun-
tries (Rwanda) or jurisdictions (Livingstone, Zambia), hotels have a separate
higher tax rate. In contrast, hotels in Egypt are exempted.

Lower tax rates for residential use than for nonresidential use are
common (Botswana, The Gambia, Guinea, Namibia, Niger, South Africa,
Swaziland, Tanzania, and Zambia). In South Africa, the tax rate for residen-
tial properties is a base rate, and the tax rates for other use categories are
determined as a ratio of this rate. The law also allows the national govern-
ment to prescribe ratios for certain use categories. For example, munici-
palities may not tax properties used for agricultural purposes (bona fide
farms), public benefit organizations, and taxable infrastructure at rates that
exceed 25 percent of the rate determined for residential properties.
Last, in South Africa, a municipality may apply only a single tax rate to
residential property; it may not have different residential tax rates in differ-
ent parts of the municipality.

Interestingly, Nairobi City County has a uniform tax rate for all taxable
properties irrespective of ownership, location, or use. In many countries
with annual rental value systems, there is a single statutory tax rate (Egypv).
However, the effective tax rate for different property use categories may
differ because of the way in which “net rental value” is determined. In
Egypt, the tax is imposed on the net rental value of the real estate, which
is determined by deducting 30 percent of the gross rental value of residential
property and 32 percent of the gross rental value of other property types to
cover maintenance costs.

In area-based and unit-value systems, the tax rate is expressed as a spe-
cific amount per square meter or hectare (Burundi, the Comoros, Demo-
cratic Republic of the Congo, Eritrea, and Sudan). Differentiation, often in
an attempt to approximate value, is achieved by introducing location and
size factors, as is done in Asmara, Eritrea, and Khartoum, Sudan.
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Proportional Versus Progressive Tax Rates

Equity is generally the justification for progressive rates. The idea is that
those who own more expensive properties have a greater ability to pay.
There are three problems with progressive rate structures. First, they are
difficult to administer (Rosengard 1998). Second, they may induce tax
avoidance. Regarding the council tax and the progressive stamp duty in
Great Britain, Mirrlees etal. (2011, 485) argue that “its ‘slab’ structure—
with big cliff-edges in tax payable at certain thresholds—creates perverse
incentives. Replacing these two taxes on a revenue neutral basis with a
simple tax proportional to up-to-date consumption values of properties”
would constitute a much-needed step forward. Third, they are not neces-
sary. Accurate and up-to-date values should reflect the quality and acces-
sibility of infrastructure and local services, and a proportional tax rate
should then produce a fair distribution of the tax burden. A progressive
tax rate structure of a value-based tax at the local level adds a redistribu-
tional component to the tax that may or may not be appropriate. Often,
redistribution is best achieved at the national or state level through progres-
sive income taxation.

Only a few countries in Africa or elsewhere levy a property tax with a
progressive tax rate structure. Morocco uses progressive rates for the res-
idence tax, and Mauritius uses progressive rates for the general rate in
Port Louis. Namibia’s national land tax on commercial farms contains ele-
ments of progressivity because second farms and farms owned by for-
eigners are taxed at higher rates, but this tax was introduced specifically
to aid land reform and land redistribution. Other attempts at inserting pro-
gressivity into the property tax structure are less obvious, such as classi-
fied valuation rates and thresholds.

Determination of the Tax Rate

Taxpayers and politicians often err in thinking about the important rela-
tionship between the tax base and tax rates. They tend to focus on the rate
and more specifically on whether tax rates are too high or too low. In fact,
however, the statutory property tax rate gives us very little information
about the tax burden when it is taken out of context. We cannot learn any-
thing from comparative legal tax rates, for example, whether Djibouti’s
25 percent property tax rate is higher than that in Nairobi (17 percent),
Cape Town (0.6931 percent), or Monrovia (0.08 percent). In Djibouti, the
tax base is annual rental value; in Nairobi, it is land value; in Cape Town,
it is market value; and in Monrovia, it is the value of buildings only. More-
over, in Djibouti, this tax rate applies to undeveloped land; in Nairobi, it
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applies to all taxable properties irrespective of status or use; and in Cape
"Town and Monrovia, it applies only to residential property. What is impor-
tant is the effective rate, that is, the tax paid as a percentage of the market
value of the property. Effective tax rates account for factors such as pref-
erential or assessed values that are lower than actual (market) values, value
thresholds, partial exemptions, rebates, and discounts.

On the question of the “right” tax rate, there are three considerations.
"The first is that the rate must be such that the cost of administration is cov-
ered. In some instances, rates are set so low that the cost of assessment and
collection can, at best, barely be recouped, as was the case in Blouberg and
Mutale local municipalities in South Africa (Franzsen and Welgemoed 2011)
and Tabora, Tanzania (McCluskey and Franzsen 2005). The second is
whether taxpayers get good value for what they pay, that is, whether the
quality of public services justifies the tax rate charged. In theory, this should
get sorted out in a decentralized system by voters, who decide how satisfied
they are with the political leadership. In practice, it is often decided by local
property taxpayers’ rate of compliance. The third is affordability, which is
rarely properly addressed. Property values can be increased at the time of
revaluation, and tax rates can be adjusted, but usually, little is done to mea-
sure the real effect on individual taxpayers. Significant increases due to a
general revaluation and the application of national (or local) tax rates need to
be ameliorated through phase-in provisions (South Africa).

Sometimes, rate increases are the only option to deal with budgetary
shortfalls, but this can be politically dangerous. In 2014, an attempt in Nai-
robi to double the tax rate from 17 percent to 34 percent led to an outcry
from taxpayers and a successful challenge in the High Court. In Namibia,
a general revaluation of commercial farms was undertaken in 2012 for pur-
poses of the land tax, and value increases since 2007 ranged between 120
and 980 percent. There was no indication that the tax rates, static since the
200472005 fiscal year, were going to be reduced, and the rate of objections
increased from 1.7 percent in 2007 to 21.1 percent. Even more telling were
the grounds for objection, which were not limited to valuation matters, as
dictated by law, but included “socioeconomic” and “legal” issues, such as the
tax rate, affordability, and even the constitutionality of the tax.

The property tax laws in the Central African Republic, Madagascar,
Malawi, and Uganda provide for a minimum tax. Whether this is enforced
in practice in any of these countries is unclear. The idea of a minimum
tax, so that all property owners make at least some contribution to the
tunding of local services, is appealing. In Tanzania, where flat rating is of-
ten used, the local authority normally prescribes a minimum payment in
the range of TZS 10,000 to TZS 15,000. But putting this into effect may
be difficult because (1) the administrative and compliance costs may be
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high; (2) the amount levied needs to cover at least the cost of billing and
collection; and (3) the amount charged will have to be administered in par-
allel with a means-tested tax relief scheme to ensure that those who can-
not afford the tax are excluded.

Billing, Collection, and Payment

Billing

Some African countries still use manual billing systems, such as door-to-
door delivery of tax bills. For example, tax bills are delivered manually in
Khartoum, Sudan; The Gambia; Cameroon; and to some extent in Dar es
Salaam, Tanzania. However, is delivery of a tax bill necessary? In some coun-
tries, such as Rwanda, the onus is shifted to the taxpayer to find out what his
tax liability is. The names of taxpayers and their annual tax liability are typi-
cally published in a list that is displayed at the local-authority office (and
possibly ward offices), as well as other places where taxpayers regularly con-
gregate, such as cinemas and sports stadiums. Another option is to require
taxpayers to declare ownership and location of their properties and the size
and value of their taxable properties and to calculate the tax they must pay
on their properties. This shifts the role of the tax authorities to auditing but
requires that they are prepared and staffed to perform this function.

In South Africa, many municipalities bill taxpayers monthly, either
electronically or through the postal system. Some municipalities publish
advertisements on the back of the tax bill; the advertisers pay for the billing
process. Other municipalities use billing as an opportunity to communi-
cate much more than tax liability. Brief newsletters may inform taxpayers
about municipal projects and the annual budget, in short, how their tax
monies are being spent.

National revenue authorities can play a meaningful role in developing
capacity and can provide training to local authorities to improve commu-
nication with taxpayers, but this does not seem to happen very often in
those countries where the property tax is a local tax and its administra-
tion is a local responsibility. In Tanzania, the Tanzania Revenue Author-
ity’s training institute has apparently provided some training for local tax
officials. In Kampala, Uganda, officials from the Uganda Revenue Author-
ity have been seconded to the Kampala Capital City Authority to assist
with collection, a strategy that seems to have been quite successful.

Collection

In some Francophone and Lusophone countries, the property tax is a
central-government tax, levied and collected by the national revenue
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collection agency (or the national tax office). However, the revenue col-
lected is in some instances remitted to the subnational governments for
local purposes.

In Uganda, the relevant law dictates that division councils (in urban ar-
eas) and subcounty councils (in rural areas) are responsible for collecting
property taxes and remitting a statutory percentage to the higher-tier city
or municipal councils (in urban areas) and district councils (in rural ar-
eas). However, the law does not provide for proper oversight and control
at the higher tier of government.

In 2008, the minister of finance in Tanzania announced that the
collection of property tax in Ilala, Kinondoni, and Temeke, the three
municipalities of Dar es Salaam, was to be transferred to the national
revenue collection agency, the Tanzania Revenue Authority (TRA). He
apparently acted without prior consultation with the relevant authorities
(Fjeldstad 2014). Despite expectations that this would result in significantly
improved collection levels, there is no clear evidence that the TRA per-
formed better than the municipalities. As Fjeldstad (2014) points out,
“Technical constraints, reflected in poor preparation, outdated property
registers and valuation rolls, and inadequate incentives created a large de-
gree of distrust amongst officials and impeded inter-organisational coop-
eration.” There were no positive incentives for the TRA to perform this
function, and there was clearly resistance from some local officials who
were unwilling to cooperate with the TRA and were keen to see it fail. The
TRA collected the tax for six years (2008-2014), after which collection
reverted to the three municipalities, again without prior consultation. This
experiment seems to have been a failure, not because centralizing collec-
tion is always a bad idea, but because, as Fjeldstad (2014) states, the “top-
down driven process, lack of consultations, different modes of operation
and patterns of accountability acted as barriers to sound working rela-
tionships between the municipalities and the TRA.” In July 2016, it was
again decreed that the TRA would forthwith collect property tax on be-
half of all local authorities throughout Tanzania. There are important
lessons here for other countries, notably The Gambia and Rwanda, where
property tax collection has also been transferred to their respective na-
tional revenue authorities. Some of the new county governments in Kenya
are also considering outsourcing property tax collection to the Kenya Rev-
enue Authority.

There are obstacles to consider when the national revenue authority is
saddled with the responsibility for collecting the property tax on behalf
of local governments. First, the property tax is very different in structure
from most central-government taxes, and its administrative burden can
be significant. The revenue authority needs to realize this and act accord-
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ingly. Second, the important national taxes (the personal income tax, the
corporate tax, and the value-added tax) are likely to remain the central
government’s priority, especially if administrative resources are scarce.
Unless the national agency is properly motivated (possibly through a spe-
cific collection fee or a percentage of the amount collected), it is unlikely
that collection of the property tax will receive sufficient attention (the fee
charged by the Gambian Revenue Authority is 2 percent of collections).
"Third, the national agency can perform only the tasks and use only the
enforcement mechanisms allowed under the property tax laws, and these
may be quite different from the mechanisms they are accustomed to.
Fourth, national taxes are taxpayer focused, but the property tax is very
much property focused and requires very different maintenance of property
and taxpayer databases. Last, the national agency will need to cooperate
closely with all relevant local authorities on data gathering and mainte-
nance, as well as with other agencies or ministries responsible for property-
related data. All these factors will be crucial to the success of the process
(Fjeldstad 2014). An alternative solution could be for national revenue au-
thorities to assist with the proper training and skills development of local
tax administrators and tax collectors concerning processes such as data
management, billing, enforcement, and auditing.

Some countries, such as Tanzania, Uganda, and Zambia, have also at-
tempted outsourcing property tax collection to the private sector. In 2001,
the Lusaka City Council experimented with outsourcing rates collection
to a private contractor. The exercise was deemed a failure, and the council
took back the responsibility for collection, but apparently valuable lessons
were learned (Franzsen and McCluskey 2005). In Moshi, Tanzania, the
council has outsourced the collection of various municipal taxes and fees,
and high collection fees (up to 20 percent) are payable. In South Africa,
some municipalities experimented with outsourcing collection of the re-
gional services council levies (which were abolished in 2006). The former
Kampala City Council outsourced property tax collection at a fee of
10 percent. However, the Kampala Capital City Authority established in
2011 set up a new Directorate for Revenue Collection that has been ex-
tremely successful, more than doubling collection of the property tax in
only four years. Although collection costs have gone up ninefold, the
additional costs were recovered in one financial year, a good investment
(Kopanyi 2015).

The perception that somehow the private sector will be better at per-
forming what is surely a core municipal responsibility is somewhat per-
verse. Why would a private collector be more successful at collecting tax
if the data provided to that collector are suspect? If the data are compre-
hensive, why would you want to outsource? In many instances, it seems
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an abdication of responsibility. Not surprisingly, none of these privatiza-
tion experiments seem to have been successful. In the absence of proper
control and oversight, the risks of corrupt practices and extortion of tax-
payers by private collectors are high. Outsourcing should at most be con-
sidered to collect long-outstanding arrears (Doherty 2016).

Collection rates (the amount collected as a percentage of the amount
billed) in African countries are generally low, although rates for local au-
thorities may differ widely. In Zambia, the collection rates in 2011 for
Lusaka and Ndola were 49.8 percent and 63.5 percent, respectively, but for
Kitwe and Chigola, they were 78.7 percent and 74.2 percent, respectively.
In South Africa’s metropolitan municipalities, collection levels exceed
90 percent. However, for all municipalities, on average, arrears are increas-
ing at an alarming rate. Before recent reforms in Kampala, collection rates
below 50 percent were reported. In Niger, collection rates for residential
properties are reported to be between 15 and 20 percent.

Payment

Many African countries still require property taxpayers to make payments
in cash at regional or local-government offices (Mozambique, Tanzania).
In other countries, such as Liberia, taxpayers are expected to make pay-
ments at a specified commercial bank and then show the proof of payment
to the local authority. The compliance cost of such procedures is unnec-
essarily high and may discourage payment.

To curb corrupt practices and minimize security risks, cash payments
should be minimized or avoided altogether. In South Africa, there are
various payment options: payment at municipal offices; payment at certain
banks, the post office, or retail stores; electronic payment; or payment
by debit order. In Namibia, payment can be made in cash or by credit or
debit card at the offices of the local authority or at any post office, by cli-
ents of a commercial bank at automated teller machines of that bank,
and over the counter or on the Internet at all commercial banks. In Cam-
eroon, Kenya, and Tanzania, it is possible to use mobile phones to pay
local taxes. This reduces compliance costs significantly and, according to
local authorities in Kenya and Tanzania, has had a positive effect on com-
pliance.

Enforcement

Strict enforcement of compliance is essential for a successful property tax.
Although the laws in African countries generally provide for numerous en-
forcement mechanisms, sometimes contained in more than one law, as in
South Africa and Tanzania, many of these are infrequently used.
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Many countries require proof of property tax payment as a condition
for transferring land, but this is a reactive measure that does not encourage
tax collection. Tougher and more politically dangerous measures are used
much less often.’! Significant and increasing arrears are problems in, for
example, Lesotho, Malawi, South Africa, and Zambia and in many of the
county governments in Kenya. Few, if any, countries in Africa have been
able to reduce the year-to-year level of arrears. Table 2.7 illustrates the
property tax collection performance of the three Dar es Salaam municipal
councils. Revenue collections are increasing, but the key concern is the level
of accumulated arrears, which is significant in each council.

Selective enforcement is also an issue.?? Although these practices may
in some instances be understandable because of ease of administration,
they are inequitable. In Niger, for example, collection rates for residential
properties are significantly lower than for properties belonging to legal
entities, partly because the tax authority focuses on high-value commer-
cial properties rather than residential properties.

Administrative Enforcement Measures

Administrative enforcement measures include (1) interest on arrears; (2)
penalties; (3) withholding municipal services, such as issuance of business
licenses and building permits, planning permission, electricity, and water;
(4) clearance certificates, which must be issued by the council before any
transfer of property can be registered; and (5) publishing the names of
defaulters.

Most countries provide for payment of interest on arrears (Botswana,
Kenya, Namibia, and South Africa) and fines or penalties on arrears
(Kenya, Liberia, Madagascar, and Namibia). Madagascar has a severe pen-
alty regime, but whether it is strictly enforced in practice is unclear. The
former city council in Nairobi, in an attempt to enhance compliance,
waived the interest on an annual basis if payment of the tax was received

Table 2.7 Property Tax Revenue Statistics for Dar es Salaam’s Three
Municipal Councils, 2015-2016

Estimated
Municipal Revenue in Collected Arrears TZS Percentage
Council TZS (Billions)  TZS (Billions) (Billions) Collected
Kinondoni 7.95 9.0 1.1 113
llala 12.0 8.1 3.9 68
Temeke 4.5 3.1 1.4 69

Source: Dar es Salaam municipalities.
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by a specified date (six months after the due date for payment). This may
act as a disincentive to pay promptly.

In some countries, withholding specific municipal services can be quite
effective in forcing compliance. In South Africa, for example, where water
and electricity are generally bought in bulk from national or regional ser-
vice providers and then sold to consumers as a municipal service, cutting
the electricity supply or reducing water pressure is an effective measure to
enforce the payment of overdue property taxes. In most African countries
where water and especially electricity are not municipal services, there are
other services, such as the issuance of business licenses and building
permits, that can be withheld until property tax arrears are settled. These
measures, however, presuppose the necessary control mechanisms and in-
terdepartmental cooperation, which are lacking in many African countries.
Withholding some municipal services, such as water, may have consti-
tutional ramifications in some countries and political consequences in most
countries.

Clearance certificates are mentioned in the laws of a number of African
countries (Botswana, Eritrea, Kenya, Lesotho, Namibia, South Africa, and
Uganda; see the example in box 2.4). If they are properly administered,
they can be a very useful mechanism to recover arrears. However, as case
law in South Africa since 2010 indicates, a variety of legal challenges re-
garding debt recovery, prescription (statute of limitation), and constitu-
tionality can undermine their unfettered use. In Kenya, where certificates
have almost become the default way of recovering arrears, officials cite cor-
rupt practices in obtaining clearance certificates.

Box 2.4 RESTRAINT ON TRANSFER OF PROPERTY IN SOUTH AFRICA

A registrar of deeds or other registration officer of immovable property may
not register the transfer of property except on production to that registration
officer of a prescribed certificate—

(a) issued by the municipality in which that property is situated; and

(b) which certifies that all amounts due in connection with that property
for municipal service fees, surcharges on fees, property tax and other
municipal taxes, levies and duties during the two years preceding the
date of application for the certificate have been fully paid.

An amount due for municipal service fees, surcharges on fees, property tax
and other municipal taxes, levies and duties is a charge upon the property in
connection with which the amount is against the property.

Source: Local Government: Municipal Systems Act 32 of 2000.
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Legal Enforcement Measures

Legal measures include (1) civil action (debt collection though the courts);
(2) attachment of wages; (3) attachment of bank accounts; (4) attachment of
rent; (5) taking action against occupiers, notably in cases where the where-
abouts of the owner are not known; (6) a tax lien (also referred to as a “first
charge” or “preferential claim”) against the relevant property; (7) seizure
and public sale of personal property (movable property); and (8) forfeiture
of the defaulting property through seizure and eventual public sale.

Debt collection through the courts is costly, cambersome, and adversar-
ial, butit seems to be the most common enforcement mechanism despite the
costs and risks, such as losing the case because of poor or inaccurate data. It
is used in Liberia, Kenya, and Tanzania. In Kenya, high filing fees rule
out action against taxpayers with relatively minor arrears.

Enforcing against employers and banks can be used very effectively to
collect arrears. This is practicable only if administrative processes are suf-
ficiently sophisticated, which is not currently the case in most African
countries. However, as information and communication technology sys-
tems are improved over time, this could be a useful mechanism to claim
arrears. Enforcing against tenants (Botswana, South Africa, Tanzania, and
Uganda) or other occupiers (Tanzania and Uganda) is a further option for
properties that are not owner occupied. Although this measure is included
in the Tanzanian law, it is not presently used in Arusha. It is used in South
Africa, but a tenant cannot be expected to pay more than an amount equal
to outstanding rent.

In some countries (South Africa, Tanzania, and Uganda), arrears con-
stitute an automatic first charge on property (a tax lien). Because this
mechanism may involve other creditors, such as mortgagees, of the tax-
payer, it is useful where the administrative capacity exists to enforce it.

Seizure of movable property for possible sale in execution is a measure
included in the laws of Tanzania, Uganda, and many other countries. How-
ever, it requires a warrant and the services of the bailiff or sheriff (with
concomitant costs) and also presupposes a storage facility where such goods
can be kept safely and securely. In practice, this option is not used.

Sales in execution of immovable property are seldom used in prac-
tice, although the laws in many countries (Botswana, Congo, Kenya,
Lesotho, Liberia, Malawi, Namibia, Sierra Leone, South Africa, Tanza-
nia, Uganda, and Zambia) provide for this mechanism. Because it entails
the loss of the taxpayer’s property, strict rules and procedures must be fol-
lowed, and there are actual costs involved apart from the political costs. The
process can take several years. In many jurisdictions, it is viewed as po-
litically and socioeconomically too risky. Political and senior managerial
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support is generally lacking, especially where politicians are often high-
profile defaulters. In Liberia, the law states that the officer of the court
must give notice to all persons concerned of the intention to sell the prop-
erty at public auction and convey title to the purchaser. The proceeds
from the sale are applied in the following manner: first, to the payment of
taxes, penalties, and interest due; second, to the costs of the court; and
last, the balance if any, to the owner of the real property. The delinquent
owner of the real property may bid at the auction.

Concluding Comments

Revenue from the property tax in African countries is an insignificant per-
centage of GDP. There is considerable potential for improvement, but
inappropriate policy choices, weak administration, and lax enforcement
have hampered advancement of the property tax in most countries. To be
sure, better property tax performance is a challenge in Africa. The coun-
tries are poor, many political systems are unstable, and human capital to
administer modern tax systems is inadequate.

The specific constraints differ from country to country. The problems in
Accra (limited tax base), Cairo (political will and valuation), Dar es Salaam
(valuation and enforcement), Freetown (valuation), Johannesburg (billing
system), Kampala (valuation), and Nairobi (valuation and collection) illus-
trate this point. Policy adjustments could be made in many, if not most,
African countries, but the main reason for the lackluster performance of
recurrent property taxation appears to be the poor quality of the tax admin-
istration—an alarming confirmation of the general views of Dillinger (1991)
and Kelly (2000). Why has there seemingly been so little improvement over
the past 20 to 30 years? What is clear is that solving the problems besetting
the property tax goes well beyond narrow public finance policy advice.
Politics, governance, culture, and the general economic setting are also
involved. The economist Carl Shoup said nearly 40 years ago that “a recent
tour of some twenty less developed countries over a three-year period as an
advisor on tax policy with the United Nations made it clear to him that
sociology and political science and perhaps some anthropology must be
called on to explain why this great reservoir of finance for urban progress is,
with few exceptions, being tapped at a rate far below what to most of the
outside observes seems quite practicable and desirable” (1979, 272-273).

The following are some of the specific challenges that African coun-
tries face:

 Property data are deficient and unreliable because of the absence of
an efficient land information system. The inability to maintain
up-to-date maps and records makes revaluation very difficult.
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Base coverage is poor; many properties are not captured in the tax
net. The resource shortfalls are commonly linked to the very

poor coverage of the property tax base in urban areas, with large
variations in coverage among these areas and, therefore, incomplete
and inadequate valuation rolls.

Maintaining valuation rolls is problematic, especially in secondary
cities and towns. Although valuation rolls in Kampala and in Dar es
Salaam’s three municipalities have been significantly updated with
World Bank support, the valuation rolls in Nairobi and Mombasa are
more than 30 and 20 years old, respectively, and thus are hopelessly
out of date (Franzsen 2013).

The property tax rate is a determinant of the level of revenue to
be raised and is thus a political decision. The valuation of taxable
property is a technical decision that defines the base to be taxed (in
value-based systems). The two decisions, rate setting and valuation,
should be independent. In practice, they usually are not. Tax rates
are often too low to generate meaningful revenues and need to be
revised more regularly.

Taxpayer morale seems to be low in many countries because most
taxpayers lack trust in their local councils. A common concern of
taxpayers is what they perceive to be nonexistent or poor-quality
local services in return for property tax payments. This may be a
vicious circle because the resources available to local-government
authorities are generally inadequate to finance their statutory
functions and responsibilities.

Poor administration (billing, collection, enforcement, and auditing
practices) is endemic across the continent. Enforcement mechanisms
other than costly and cumbersome debt collection through the civil
court system (Kenya and Tanzania) are virtually nonexistent.

Property tax is a central-government tax collected by national revenue
authorities in many African countries, and it often is not a priority.
This is even the case in some countries where it is a local tax.

Although lack of political will is often used as a blanket excuse for
poor performance and a cover-up for poor administrative processes
and practices, it remains a real problem. Moreover, there is political
interference when local politicians avoid taxing themselves and
their constituents, especially if alternative sources of funding, such as
intergovernmental grants or donor funding, are readily available to
fund infrastructure and local services.
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Addressing these challenges and enhancing the revenue performance of
the property tax require political commitment and adequate resources.
These challenges and future prospects for the property tax in Africa are
discussed in the final chapter (chapter 36).

Notes

1. For some early discussions of these problems, see Hicks and Hicks (1955), Bahl
(1979), and Dillinger (1991).

2. These data are not strictly comparable with the IMF tables but should not be too
far off the mark. This data set has the advantage of including many countries that are
not in the IMF comparison.

3. Of the 34 member states of the OECD, 31 are high-income countries, where the
per capita annual income exceeds USD 12,735 (World Bank 2016).

4. The World Bank grouping was used for this approach (World Bank 2016).

5. One might think of the property tax in these cases as an intergovernmental trans-
fer rather than a local tax because the central government is solely responsible for de-
termining the amount of revenue received. For a discussion of the rationale, see Bahl
and Linn (1992).

6. Focusing on some of the constraints and challenges for successful fiscal decen-
tralization, Smoke (2015, 97) concludes that “this type of reform is more diverse and
complex than has conventionally been acknowledged and ... more careful analysis
and strategic action tailored to a specific country are needed to help to realize more
effective and sustainable decentralization.”

7. To the extent that the tax on land is capitalized into land values, it likely is borne
by all owners of land. Since land ownership is concentrated in the higher-income brack-
ets, the distribution of the tax burden will be progressive (Alm, Annez, and Modi
2004; Bahl 2004).

8. For a discussion of this issue in Pakistan, see Bahl, Cyan, and Wallace (2015).

9. Alternatively, only properties purchased after a fixed date would be subject to the
new gains tax.

10. The exact scope of capital gains taxes and their application to real estate acquisi-
tions were not included as part of the research brief for the research fellows.

11. Land value recapture instruments are most advanced in Latin America, where prac-
titioners and policy analysts have developed several workable approaches. Some of the
intellectual leadership for this work has come from the Lincoln Institute of Land Pol-
icy, and in particular, from Martim Smolka. For a thoughtful review of the practice,
see Smolka (2013).

12. For example, Jordan gives up 40 percent of revenues through a standard deduc-
tion (Bahl 2012). About 10 percent of all urban properties in large urban areas in India
are exempt (Mathur, Thakur, and Rajadhyasksha 2009). In Chile, more than two-thirds
of properties registered in the fiscal cadastre are exempt (Irarrazaval 2004), and in Sao
Paulo, Brazil, 40 percent of all properties are exempt (De Cesare, 2012).

13. This issue is contentious. In India, the government established a working group
in 1996 to study the exemption of government properties and make recommendations.
The state governments, which proposed taxation of government properties, and the
central government, which opposed this, could not come to an agreement (Mathur,
Thakur, and Rajadhyasksha 2009).

14. For a discussion of how such a system might work, see the proposal for Pakistan
in Bahl, Cyan, and Wallace (2015).

15. For a demonstration of the revenue consequences of improved administrative ef-
ficiency, see the discussion of the Kampala Capital City Authority in chapter 29.

16. These qualifications are the same as those in industrialized countries.
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17. In this regard, subsection 39(1)(a) of South Africa’s Local Government: Municipal
Property Rates Act 6 of 2004 states: “A municipal valuer . . . must be a person regis-
tered as a professional valuer or professional associated valuer in terms of the Prop-
erty Valuers Profession Act, 2000 (Act No. 47 of 2000).”

18. In Namibia, all settlements and withdrawals of objections before the valuation
court sits will still be reviewed by the court.

19. The professional institutions in Kenya and Tanzania are active in setting and
enforcing professional standards.

20. Revenue buoyancy is the percentage increase in revenues generated by a 1 percent
increase in GDP and all discretionary changes that have taken place.

21. In some countries, especially in Anglophone Africa, the property tax is commonly
levied under the terms of a law specific to the property tax (Botswana, The Gambia,
Kenya, Lesotho, South Africa, Swaziland, Tanzania, and Uganda) or a more general
local-government law (Namibia and Sierra Leone). This implies that only the enforce-
ment mechanisms contained in these acts can be used unless other mechanisms in
other laws have been incorporated by reference.

22.1n 1998, the South African Constitutional Court found a selective enforcement
practice under which only wealthy residential taxpayers in Pretoria were targeted to
be unconstitutional because it infringed the right to equality before the law.
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BERNARD TAYOH AND WILLIAM MCCLUSKEY

Benin (previously Dahomey) is a small West African country with a nar-
row 100-kilometer (62-mile) coastline along the Bight of Benin on
the Atlantic Ocean. The country is bordered on the west by Nigeria, on
the north by Niger and Burkina Faso, and on the east by Togo. Benin has
a land area of 112,622 km?. The capital city is Porto-Novo, and Cotonou,
with an estimated population of 682,000, is the largest city and the seat of
government (CIA 2016).

Benin has a population of about 10.9 million (United Nations 2015;
World Bank 2014) and an urbanization level of about 44 percent (United
Nations 2014). The economy of Benin is underdeveloped and is dependent
on subsistence agriculture and cotton production. Benin is classified as a
low-income country (World Bank 2016a), and in 2015 the per capita GDP
was estimated to be USD 762 (World Bank 2016b).

Political and Administrative Systems

Dahomey, a former French colony, gained independence on August 1, 1960.
In 1975, the country was renamed the People’s Republic of Benin through
the initiative of a military and revolutionary government.! Facing mass
protests and international pressure, the military regime stepped down in
December 1989 after 17 years in power, paving the way for wide-ranging
reforms. In response to a decision of an assembly of all the political forces
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and other stakeholders in the country, under the banner of the “Nation’s
Living Forces,” a new constitution was drawn up, and a transitional gov-
ernment was established. Since then, regular elections have been held every
five years.

The constitution of December 11, 1990, is the fundamental law of the
country. The constitution provides for a presidential system with three
separate and independent arms of government: the executive; the legisla-
ture, a unicameral parliament; and the judiciary. There is a dual legal sys-
tem: a civil law system, modeled on the French system, and customary law.

Decentralization and Local-Government Finances

Benin is divided into twelve administrative units (departéments), each
headed by a préfer. The departéments constitute the only level of decen-
tralized structures of the state. Their roles and their relationship with
local governments are defined in the decentralization laws and related
decrees. The National Conference in 1990 opted for decentralized local
government, and the resulting new constitution clearly provides for local
self-government. The National Assembly finally approved the legal and
political framework, including the decentralization laws, in 1999. Effec-
tive implementation of decentralization began in December 2002 when
elections were held, and communal councils were subsequently established
in February 2003.

The legal framework for decentralization and local governance consists
of five laws (Law No. 97-028 on the organization of the territorial adminis-
tration; Law No. 97-029 on the organization of the communes; Law No. 98-
005 on the organization of communes with a particular statute; Law
No. 98-006 on the electoral, communal, and municipal regime; and Law
No. 98-007 on the financial regime of the communes), six decrees, and
about 30 bylaws and regulations. These laws, which were all promulgated in
1999, paved the way for the first local council elections in late 2002 and the
subsequent establishment of local government structures a year later.

After the decentralization reforms were implemented, the country was
divided into 77 communes, the only level of decentralized local govern-
ment. Three cities (Cotonou, Parakou, and Porto-Novo) were granted
special status (communes a statur particuliers) because of their population
size. This single level of decentralization replaces the former subprefec-
tures. Chapter III of Law No. 97-029 of January 15, 1999, on the organ-
ization of the communes transferred the following mandates from the
central government to the communes: communal planning, construc-
tion of infrastructure (building and maintenance of roads and street
lighting), the environment, hygiene and sanitation (drinking water, waste
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management, and rainwater management), literacy, early childhood and
primary education (construction, equipment, and maintenance of schools),
health and social education (construction, equipment, and maintenance
of public health centers), and economic services and investments (con-
struction, equipment, and maintenance of markets and abattoirs).

Sources of Local Government Revenue

The communes’ own sources of revenue are defined by Law No. 98-007
and comprise both fiscal resources (direct and indirect taxes, including
taxes reverted by the state) and nonfiscal resources (payment for services,
revenue from communes’ estates, grants, state subventions, and loans). The
creation of all local taxes is the prerogative of the national government’s
legislative machinery. Communes are allowed to set tax rates only within
limits imposed by legislation, specifically, the annual Finance Law. The
administration, control, and recovery of the taxes, as well as appeals, are
handled by decentralized services of the central administration. There is
an exception, however, for real property taxes in some communes, notably
those with special status, that is, those that have an urban land register or
land information systems (registre fonciere urbain). The various registers
serve as databases of information and statistics regarding land owner-
ship, taxes, and urban allotments, thus allowing the communes to better
administer and control these taxes at the local level.

Communes’ fiscal resources include both the taxes that are collected
within the boundaries of the commune by its agents and those collected by
the state on behalf of communes, as well as those collected by the state and
shared with the communes. They comprise the following: the real property
tax, the tax on developed properties, the tax on undeveloped properties,
business permits and licenses, the corporate tax, the local development tax,
the tax on firearms, the garbage-collection tax, the parking tax, the tax on
motorized boats, the tax on entertainment establishments and games, the
tax on sale of local (artisanal) liquor, the publicity tax, the tax on water and
electricity consumption, the income tax, the tax on occupation or trade
(taxe professionnelle unique), and the value-added tax (VAT).

The property tax is applied in departéments that have an urban land
register in place. In those that do not, there are separate taxes on devel-
oped land and on undeveloped land. The property tax, the taxes on devel-
oped and undeveloped properties, the local development tax, the road and
waterway tax, and business permits and licenses are considered the most
important because of the revenue they generate. They represent over
90 percent of all local tax revenue. Communes’ own resources are gener-
ally weak. In 2010, the communes’ own resources on aggregate amounted
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to approximately 1.3 percent of the country’s GDP.? The communes’ to-
tal tax revenue represented about 3.8 percent of total tax revenue in that
year. Nonetheless, table 3.1 demonstrates that local resources constitute
a considerable proportion of communes’ total resources (about 70 percent
in 2007). Although the proportion has been declining since 2008 because
of rising levels of transfers from the state, the actual figure has been
rising.

Resources transferred by the state to local councils also include pro-
ceeds of central-government taxes paid to all communes and together made
up about 47 percent of communes’ total resources in 2010, up from about
31 percent in 2007. These transfers are mostly a share of the VAT and the
public (road) and waterway tax. Ministerial Decree No. 2004-1146 of Sep-
tember 14, 2004, fixes the shares of the road tax as follows: 80 percent
goes to the communes with special status (of this share, 60 percent goes
to Cotonou, 24 percent to Porto-Novo, and 16 percent to Parakou), while
the remaining 20 percent is shared with the other communes according
to population (table 3.2). The sharing of the VAT is done annually through
joint decisions between the minister of finance and the minister in charge
of decentralization. In 2012, total taxes constituted 15.5 percent of GDP
(IMF 2015), and property taxes (broadly defined to include property trans-
fer taxes) constituted 0.24 percent of GDP (IMF 2016).

Table 3.1 Own Revenue Sources of Communes as a Percentage
of Total Revenue

Fiscal Year 2003 2004 2005 2006 2007 2008 2009 2010
Tax revenue 50 47 47 48 48 39 35.3 36.8
Nontax revenue’ 14 18 24 20 21 14.2 16.4 12.8
Communes’ own 64 65 71 69 69 54.2 52.3 50
sources
Total transfers 36 35 29.2 31.1 31 40.5 433 46.7
from the
state?
Other donor No ~ ~ ~ ~ 5.3 4.4 3.6
subventions data

for investment

Source: Direction Générale du Trésor et de la Comptabilité Publique (2011).

" Includes revenue from disposal of commune property and from reserves.

2 As of 2008, all funds transferred from the state, no matter their nature, were chan-
neled through FADeC under two broad headings: functioning subvention and investment

subvention.
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Table 3.2 Central Government Revenues Versus Communes’ Revenues

2008 2009 2010
XOF % XOF % XOF %

Communes’ total resources in XOF 428 144 542 175 539 1.66
millions and as a % of GDP

State tax revenue in XOF millions 512.2 500.5 526.0

Communes’ tax revenue in XOF 170 33 194 39 198 38
millions and as a % of total
tax revenue

Source: Direction Générale du Trésor et de la Comptabilité Publique (2011).

Land Tenure

Since Benin’s independence, the country has had no comprehensive land
policy. As a result, land management has been carried out by many differ-
ent institutions that often have conflicting interests, and has been under-
pinned by a dual legal structure consisting of a customary regime along
with a modern legal framework, under which some land is governed by
customary rules and some by the modern regime. Before the arrival of the
French in what was then Dahomey, the indigenous peoples lived under a
sociopolitical order organized into kingdoms, clans, hamlets, and other
settlements. The king, the land chief, the religious chief, or the clan admin-
istered lands in compliance with the existing traditional rules. The French
introduced various technical and legal mechanisms aimed, for the most
part, at ensuring their control of land management. Therefore, through-
out the colonial period, they adopted various laws to reorganize traditional
land rights throughout the country. This policy was most successful in
areas where the colonial administration was based. It was in this context of
customary law that the modern land regime was introduced in Dahomey.
However, the colonial administration faced resistance and the survival of
traditional customs and practices in parts of the country and was there-
fore forced to accept the coexistence of these two contradictory land
regimes, the modern and the customary. This was the beginning of the
dualistic system that is in force in Benin today, which is the source of many
land-related conflicts.

Laws passed by the colonial administration introduced immatriculation
in the name of the state as the principal means by which to establish owner-
ship of land.* Vacant land without an owner, including land that had not
been occupied or exploited for more than 10 years, came within the do-
main of the state. A portion of this domain was then fragmented and
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granted to some private individuals, who were given habitation or occu-
pancy permits.* These permits allowed beneficiaries to occupy state-owned
land in urban areas and granted insecure and revocable personal rights,
implying that the land was already registered in the name of the state.
Unlike land titles, housing permits entail permanent occupation, and the
administration can withdraw without compensation plots that are unoc-
cupied for six months. In urban areas, the primary land management tool
is subdivision (fotissement), which is especially critical during the initial in-
ventory assessment phase of each area. The lotissement provides the first
factual and graphic documents for the subdivision of lands immatriculated
in the name of the state. The issued habitation permits have effectively
become pseudo-ownership titles, and although they are supposed to be
nontransferable, they are bought and sold, and the administration recog-
nizes and gives effect to their marketing.

Two modern land tenure laws were introduced alongside the custom-
ary land tenure regime: Law No. 60-20 (of July 13, 1960) on the habitation
permit regime in Dahomey; and Law No. 65-25 (of August 14, 1965) on
the organization of the land ownership regime in Dahomey (establishing
the immatriculation regime). Law No. 60-20 represents a serious hindrance
to the management of land, but Law No. 65-25 offers more security to
landholders by granting a land title that cannot be challenged. Unfortu-
nately, the complex procedures and the high cost of titles granted under
Law No. 65-25 resulted in another major impediment to secure prop-
erty rights for most citizens. Under these conditions, citizens prefer more
precarious titles, such as the habitation permit, the administrative permit,
the resettlement (recasernent) certificate, or sales conventions. Nevertheless,
land immatriculation and subsequent acquisition of a land title (tizre fonciére)
remain the only way by which definite ownership of land can be obtained
in Benin.

Customary Land Tenure

Most land in Benin is still governed by the customary land tenure system,
especially in rural areas. In these areas, land is generally under the con-
trol of customary leaders, called land chiefs, who determine and enforce
the traditional rules. A key aspect of these rules that is quite contentious
is that women do not have the right to own land. These unwritten rules
are mostly traditions inherited from people’s ancestors, who were the first
occupants. The multiple modes of access to land, the absence of formalized
transfer deeds, the latent conflicts, and the multiple restrictions on access
of women and youths to land are among the reasons justifying government
intervention to introduce some minimal form of land reform. Thus, the
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government in 2003 commenced with steps to implement some security
measures in these areas.

Despite minor differences among different cultural groups, the most
common modes of access to land in rural areas in Benin are primitive oc-
cupancy, collective ownership, succession, donation, land purchase, rental,
pledge, loan, and sharecropping.’ Benin’s Civil Code lays down the rules
governing acquisition of property through sale.

Land Immatriculation and Titling

Collective Registration

Collective registration (immatriculation collectif ) is an initiative to facilitate
the transformation of occupancy permits in urban towns into definite land
titles. This initiative, which started with a pilot phase that covered the
three councils with special status (Cotonou, Parakou, and Porto-Novo),
was extended to cover 30 of the 77 communes in the country in 2003.
The goal of the commission charged with this the registration exercise
was to register 65,650 parcels of land in all 77 communes by 2009.¢ How-
ever, only 6,370 new titles have been delivered.

The Urban Land Register

In the process of implementing the framework of assistance to local collec-
tivities in urban management, the state established an urban land register
(Registre Foncier Urbain, RFU) at the level of each urban and semiurban
town. The goal of the RFU is to help boost local fiscal resources so as to
enable the financing of urban development projects through the gathering
of information on all parcels of land within the municipality, including
details on titling, tax, and data relevant to the improvement of urban infra-
structure.”

The Rural Land Plan

The Rural Land Plan (Plan Foncier Rural, PFR) is like a simplified land
register aimed at securing customary land rights. The PFR assigns a site
plan and number to every defined parcel of rural land. It attributes a rural
land certificate (certificat foncier rural, CFR)® to the landowner, which must
be converted to a land title within two years at no cost.”

Property Taxation

"The annual property tax (taxe fonciere unique, T'FU) was instituted by Or-
dinance No. 94-05 (of September 16, 1994), amending the Finance Law of
1994. This tax replaced the previous tax on developed property, the tax on
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undeveloped property, the tax on rents, and the general tax on income
from property. However, the TFU is applicable only in communes that
have an urban land register, while the other taxes remain applicable in the
rest of the communes.!

The Taxe Fonciére Unique

The TFU is essentially an urban property tax. Although the modalities
for the recovery and collection of the tax were not established until a 2005
law, the tax rate was fixed by the 2000 Finance Law.

Coverage

The TFU applies to developed and undeveloped properties in Benin.
Developed properties include installations permanently attached to the
ground, such as houses, foundations, factories, and, in general, all buildings
constructed with concrete, metal, wood, or other permanent materials.

Liability for the TFU

The owner of the property during the year of imposition is liable for the
TFU. If the owner cannot be identified, the possessor of the property, the
agent of the taxpayer, his heir, his assign, the tenant, or any other benefi-
ciary has to pay the tax in the name and on behalf of the property owner.
However, if there is a usufruct, the person enjoying the right of use of the
property has to pay the tax in the owner’s name. Similarly, if there is a
long-term lease, the tax is due from the lessee.

Exemptions

The following properties or persons are exempt:

» Property belonging to the state and local collectivities provided it is
used for public purposes and not for any income-generating activity.

¢ Buildings used as schools or universities.
* Buildings and premises used for worship.

 Property for which the amount to be paid as tax is below the
threshold fixed by decision of the minister of finance.

There is also a five-year exemption for new buildings or improvements
provided they are not used for commercial purposes. However, if the ex-
empted building or part is put into any other use than for habitation, the
exemption ceases as of the year of the change of use, although the property
will still benefit from the initial exemption. If the building is leased, it is
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liable for the property tax at the rate of 6 percent from the date of com-
mencement of the lease. Additionally, for a building to benefit from exemp-
tion, the owner must, at the start of the construction or improvement, send
an application to the director of taxes and lands. Company buildings and
structures constructed in Benin’s industrial free-trade zone enjoy a 10-year
tax holiday from the tax on developed property and the TFU.

The Tax Base

The tax base is the assessed rental value of the property as of January 1 of
the year of imposition. The tax administration has established a scale of
rental values according to location zones for each type of construction.

Valuation

The tax administration carries out valuation on the basis of established
zones.

Tax Rates

The central government sets the tax rate, usually in the Finance Law. For
undeveloped property set aside for private use and not rented, the rate
is 5 percent. A commune can reduce this rate to as low as 3 percent or in-
crease it up to 7 percent. The tax rate is 6 percent for developed property
that is privately used and not rented. This rate can be reduced to as low as
4 percent or increased up to 8 percent.

Collection

The tax administration sends out a notice to the taxpayer, who is re-
quired to respond within 20 days of receiving the notice by providing
information regarding the property. If the taxpayer fails to report
within this time, a penalty of 20 percent of the tax amount will be imposed.
Therefore, the taxpayer is under no obligation to file a tax declaration.
The tax is due by the last day of the month after the one during which the
notice was sent.

Payment in cash or by certified check of an amount equal to 35 percent
of the preceding year’s tax is due by January 31, and a further 35 percent of
the same amount is due by March 31. The balance becomes due only after
the taxpayer receives a notice from the tax administration. All payments
are made to the tax collector at the taxation office.

For leased property with rents of up to XOF 50,000, the tax is deducted
from the rent and paid by the tenant to the tax collector. If there are two
or more tenants, they share the tax amount proportionately. If the tenant
is the state, the tax is paid by the state treasury.!
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The Tax on Developed Property

"The tax on developed property is applicable in communes or localities that
do not have an urban land register.

Coverage

Coverage includes developed properties, uncultivated lands being used for
commercial or industrial purposes, and industrial equipment that is per-
manently attached to the ground.

Liability for the Tax on Developed Property
The owner of the building is the taxpayer.

Exemptions

Public buildings, installations, and premises, as well as buildings neces-
sary for the functioning of public services, are exempt. There is also a tem-
porary exemption of ten years for new buildings and improvements when
such buildings are used as residential dwellings and are constructed on
lands with land titles, but the exemption period is reduced to five years if
a building is constructed on land without a definite title. In both cases,
the property owner is required to notify the General Directorate of Taxes
through the taxation office at the departément within four months of the
commencement of construction.

The Tax Base

The tax base is the rental value as of January 1 of the year in which the tax is
imposed, less expenses amounting to 40 percent for dwelling houses and
a 50 percent abatement for factories and industrial buildings. Deprecia-
tion is also taken into account.

Tax Rates

Tax rates vary from one departément to another, as well as among differ-
ent municipalities within the same departément, as shown in table 3.3.12
"The rate for each locality is fixed each year by the municipal council and
must be between 15 and 30 percent except for the Atlantique Departément,
which is allowed an upper limit of 32 percent.

Collection

The taxpayer is required to declare and pay the tax at the taxation office.
Payment is normally done in installments, and the amount paid in each
installment is provisionally calculated on the basis of the total tax amount
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Table 3.3 Tax Rates for Developed Properties in Communes with No
Urban Land Register

Departément Urban Locality (%) Other Localities (%)
Atlantique 25-32 20
Atacora 30 24
Borgou 30 30
Mono 20 20
Ouémé 24 15
Zou 28 25

of the preceding year: 35 percent by the end of January and a further
35 percent by the end of March. Where the amount due is equal to XOF
5,000 or less, a single payment is due by January 31. The balance is due
only after notice is sent to the taxpayer.

The Tax on Undeveloped Property

"The property tax on undeveloped property is applicable both in localities
that do not have an urban land register and those that do.

Coverage

In principle, all undeveloped properties in Benin are covered. The owner
is liable for the tax, and if the owner cannot be found, the occupier.

Exemptions

Properties belonging to the state and local collectivities, as well as ag-
ricultural farms used for scientific research, are exempt. There is also a
temporary exemption of 30 years for lands that have undergone reforesta-
tion, beginning on the date the reforestation started. Additionally, enter-
prises that have parcels of land within an industrial free-trade zone receive
a 10-year exemption.

The Tax Base

Properties subject to the tax on undeveloped property are taxable on the
basis of an administrative valuation as of January 1 of the tax year. The tax
administration carries out the valuation in the relevant department in col-
laboration with the local municipal authorities. The assessment is based on
the market value of the property. The property value is reassessed every
five years, but this is problematic given the lack of a real property market.
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Tax Rates

"The applicable tax rates vary among localities, ranging from 4 to 6 percent.
"The relevant municipal or communal council sets the tax rate for each lo-
cality each year, with a fixed ceiling of 6 percent.

Collection

The tax amount is provisionally based on the total tax for the preceding
year and is paid as follows: 35 percent by the end of January and 35 percent
by the end of March. The balance is due only after notice is sent to the
taxpayer. However, if the amount due is XOF 5,000 or less, a single pay-
ment is due by January 31.

The Revenue Impact of Property Taxes on
Communes’ Resources

Revenue sharing between the state and the communes is shown in table 3.4.13
Proceeds from property taxes are not dedicated to any specific type of local
project. All local taxes are pooled in a common fund from which local de-
velopment programs are (in principle) funded. These include housing and
urban planning, environmental management, hygiene and sanitation,
nursery and primary education, civil status administration, public health,
and other social programs. However, these services are hardly provided
as required.

The tax on rental income is paid on all rental income of individuals and
legal entities earned from the leasing of real property, whether developed
or undeveloped, and located in localities where there is no urban land reg-
ister. The tax rate is 10 percent for rental income up to XOF 50,000 and
20 percent for rental income above XOF 50,000. The tenant withholds the
tax from the rent due and pays it directly at the taxation office."* It is paid
quarterly in arrears, in January, April, July, and October of each year.
Delayed payments incur a penalty of 10 percent of the tax due.

Table 3.4 Sharing of Revenue from Property Taxes Between the State
and Communes

Share of the Share of
Tax State (%) Communes (%)
Property tax (TFU) 10 90
Tax on developed property 10 90
Tax on undeveloped property 0 100

Source: Direction Générale du Trésor et de la Comptabilité Publique (2011).
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Notes

1. Colonel Mathieu Kerekou, a senior army officer, seized power in 1972 and estab-
lished a military revolutionary government in the country.

2. This is a significant increase from 2006, when communes’ own resources were about
0.6 percent of GDP.

3. Immatriculation is the act, state, or process of being enrolled, as in an official reg-
ister; immatriculated lands are those that have native or customary title.

4. This is still regulated by two laws: Law No. 20 (of July 13, 1960), along with decree
No. 64-276 (of December 2, 1964), on the habitation permit regime in Dahomey; and
Law No. 65-25 (of August 14, 1965) on the organization of the land ownership regime
in Dahomey.

5. These modes are also highlighted in a land policy white paper approved in 2010,
which discusses approaches for securing land rights and also the use of state land, land
information systems, efficient (decentralized) land administration, and women’s ac-
cess to land (MHTPLRFCE 2011).

6. Before 2003, there were 15,000 land titles in Benin, 7,187 of which were in Cotonou.

7. By December 2010, the city of Cotonou had 55,000 parcels of land with 42,000
known owners.

8. A CFR holder is considered to be in the same position as the holder of an occu-
pancy permit.

9. Conversion of CFRs to land titles has been quite slow because holders are concerned
that titling entails the requirement to pay the property tax.

10. By 2011, only four communes were involved (Cotonou, Djougou, Parakou, and
Porto-Novo). Further, no such distinction is observed when entries are being made in
the national or local fiscal records; all are grouped under “property taxes.”

11. In Benin, regular payment of the property tax creates a presumption of owner-
ship of the property, while nonpayment is considered nonownership of the property.

12. The Ministry of Finance sets rate ceilings.

13. Complete and up-to-date figures of revenue collected could not be obtained. Avail-
able information reveals that by June 30, 2014, XOF 2,219.3 million had been col-
lected out of an estimated 4,132 million, while XOF 1,737.7 million out of an estimated
XOF 3,453 million had been collected by the same date in the 2013 finance year
(Ministry of the Economy and Finance 2014).

14. The landlord, however, is responsible for ensuring that the tax is paid. The usual
practice is for the rents to be paid to the landlord, who then pays the tax on behalf of
the tenants.
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Botswana

WILLIAM MCCLUSKEY, RIEL FRANZSEN,
AND MUNDIA KABINGA

otswana is a semiarid, landlocked country in southern Africa. It shares

borders with Zambia to the north, Zimbabwe to the east, South Af-
rica to the east and south, and Namibia to the west. The land area is
582,000 km?. Botswana gained self-governance in 1965 after 80 years as a
British protectorate and became independent on September 30, 1966 (CIA
2016). It is classified as an upper-middle-income country and in 2015 had
an estimated GDP per capita of USD 6,360 (World Bank 2016a, 2016b). The
population of Botswana is estimated at 2.3 million (United Nations 2015),
of which about 57 percent is urbanized (United Nations 2014). Gaborone,
the capital city, has an estimated population of about 247,000 (CIA 2016).

Government

Botswana is a multiparty democracy. Administratively, the country is
divided into ten districts, twenty-eight subdistricts, two cities (Gaborone
and Francistown), three town councils, and a township authority. The
other categories include major villages, villages, and settlements and are
generally clustered into tribal administrations.

Land Tenure

There are three main categories of land ownership in Botswana: cus-
tomary, state, and freehold (Republic of Botswana 1995). Customary land
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constitutes over 70 percent of the total land area; 17 percent of this land is
designated as wildlife management areas (White 2009). Customary land
is held and managed in trust for the citizens by a land board established in
each tribal area under the authority of the Tribal Land Act. It is occupied
on a customary basis for a variety of purposes, exclusively or in common,
or by common-law lease for commercial or industrial use where formal
security of tenure is desired. Other forms of formal land tenure are lease-
hold, tenancy, license, and certificates of rights, any of which may be en-
tered into on tribal, state, or freehold land.

Freehold land constitutes about 5 percent of the total land area in Bo-
tswana and entitles the landholder to perpetual and exclusive rights to the
land. Freehold land is administered by the Department of Lands, which is
responsible for registering all land transactions. State land is all land in
Botswana that falls outside the described tribal areas. All state land is held
in trust by the president under the State Land Act and is administered by
the Ministry of Lands. It makes up about 25 percent of the land area and
comprises national parks and wildlife management areas, forest reserves,
and all urban land that is not freechold land.

Before Botswana gained political independence, title to state land was
granted on a freehold basis. After independence, the government of
Botswana no longer provided freehold title, but rather a form of tenure
described as a fixed period state grant (FPSG). An FPSG is valid for
99 years for residential land and 50 years for industrial and commercial
land. In urban areas FPSGs are generally limited to land that has been
serviced (roads and utilities) and surveyed.

There is considerable pressure to change land use from residential to
commercial and industrial, especially in and on the outskirts of the larger
urban cities, such as Gaborone and Francistown. The government has
identified acceleration of servicing and allocating land for residential, com-
mercial, and industrial uses as a priority.

The Land Administration, Procedures, Capacity, and Systems
(LAPCAS) project began in 2009 and focused on creating processes
and systems for the efficient management of real property information
in Botswana. Digitization of paper records and maps has been a central
component of the project. Before the project, land registration was man-
ual and paper based. Many parcels were not registered because of lengthy
registration times, information was not updated, and property conflicts
and corruption were common. The project instituted a unique number-
ing system for all land in the country, and some 254,401 deeds have been
digitally scanned.
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Property-Related Taxes

The central-government Botswana Unified Revenue Service (BURS) cur-
rently assesses and collects two property-related taxes, the capital gains
tax (CGT) and the capital transfer tax (CTT), whereas the Deeds Regis-
try assesses and collects the transfer duty. In contrast, urban councils col-
lect property rates. In an effort to improve BURS’s enforcement of the
CGT and the CT'T] the authorities have prepared draft legislation whereby
the administration of transfer duties will be shifted to the BURS. This
welcome administrative initiative will enable the BURS to improve its in-
formation platform and systems to capture transaction values from real-
ization events, disposals, gifts, and inheritances cost-effectively. Investing
in in-house capacity to verify market value would therefore be fully justi-
fied, although a centralized valuation department could be developed to
support this function. Given the poor collection record of local authorities,
the transfer of parts of the collection function for property rates from urban
councils to the BURS could improve existing synergies and reduce the
current level of noncompliance for property rates. Whereas total taxes
in 2012 constituted 26.9 percent of GDP (IMF 2015), property taxes (as
broadly defined by the International Monetary Fund) constituted only
0.06 percent of GDP in 2011 (IMF 2016).

The Transfer Duty

The transfer duty is levied under the Transfer Duty Act. Citizens are
exempted from transfer duty when they acquire agricultural land. For
both citizens and noncitizens, the first BWP 20,000 of the property value
of nonagricultural land is not taxed; thereafter, a flat rate of 5 percent
applies. For agricultural properties, the rate is 30 percent (KPMG 2014).

The Capital Gains Tax

"The capital gains tax (the income tax on disposal of property) is levied in
accordance with Section 35 of the Income Tax Act, Chapter 52:01 (Kabinga
2010). The proceeds of a disposal of both movable and immovable proper-
ties incur the tax. For immovable properties, the tax is levied on an in-
dexed or market value of the capital gain. The individual or entity liable
for payment of this tax is the seller. Valuation for the CGT is based on
self-declaration but is subject to assessment by the commissioner general
of the BURS. Individuals are exempt from the CGT if the property they
are selling is their first principal residence.
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The Capital Transfer Tax

Where income tax is not collected on property disposal, the capital trans-
ter tax (CTT) is levied. The CT'T is more or less an estate transfer duty
and is levied in accordance with the Capital Transfer Tax Act of 1985
(KPMG 2014). The CTT is charged on the aggregate tax value of all
chargeable disposals made by a donor to a donee in any tax year. For valu-
ation, the C'T'T relies primarily on self-declaration. The act also provides
for the commissioner general of the BURS to consult a qualified valuer to
ascertain the value of any property.

Property Rates

Revenue Importance

Revenue from rates plays a rather insignificant role in Botswana because
almost all recurrent and development expenditures tend to be covered by
a combination of revenue support grants (RSGs) from the central govern-
ment and other own municipal revenues in the form of levies, fees, and
charges. At the municipal-government level, actual incomes from rates
vary but generally amount to less than 13 percent of municipal revenues. In
the case of the Gaborone City Council, which is least dependent on central-
government funding, rates contributed 27 percent to total revenue in
2006/2007 but declined to 13 percent by 2008/2009 (Kabinga 2010). The
RSG from the central government is significant—more than 70 percent in
2008/2009. Other municipal revenue consists mainly of interest on invest-
ments and rate arrears, rentals from council housing, trade licenses, and
sanitation fees (table 4.1).

The Tax Base

The tax base is the capital improved value of ratable property. Property
rates are applied to both land and improvements, which are assessed sepa-

Table 4.1 Gaborone City Council Revenues (Percentages)

Revenue Source 2006/2007 2007/2008 2008/2009
Rates 27 21 13
Revenue support grant 60 70 71
Other revenues 13 9 16
Total revenue 100 100 100

Source: Kabinga (2010).
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rately; therefore, two values need to be determined for all developed prop-
erties. The tax is determined with reference to the aggregate value of the
land and improvements (Franzsen 2003).

Property owners pay rates in the cities (Francistown and Gaborone),
towns (Jwaneng, Lobatse, and Selibe Phikwe), and townships (Sowa Town-
ship). Approximately 95 percent of the land in Botswana, mainly in rural
and peri-urban areas, is not rated. Currently, as noted earlier, rates are lev-
ied by six urban councils, but with the promulgation of the Local Govern-
ment Act, 2012, the levying of rates on property will be extended to rural
and peri-urban areas. It is envisaged that rates will apply only in village or
urban areas and not in areas supporting agricultural activities, such as
communal grazing or subsistence farming, or to a residence located on ag-
ricultural land.

The law governing valuation and rating is contained in the Sectional
Titles Act of 2003 and the Township Act of 1955. The Sectional Titles Act,
Chapter 33:04, suggests that local authorities are mandated to conduct rate
valuations. Further, the Township Act, Chapter 40:02, grants township
authorities and town and city councils the power to make regulations and
bylaws relating to the following: fixing and levying of rates on land for mu-
nicipal purposes; fixing and levying of different rates for different classes of
land; prescription of procedures for enforcement of payment of rates and
service levies; and prescription of the process by which a ratepayer may ob-
ject to the assessment of his property. All these regulations and bylaws are
subject to the approval of the minister responsible for local government.

The contribution of rates to the actual recurrent revenue of all rating
authorities has averaged not more than 10 percent for the past five fiscal
years, indicating a marked vertical imbalance as far as own revenues are
concerned. The most significant financing source is RSGs (cash transfers)
from the central government, which make up more than 75 percent of
councils’ finance resources. This adversely affects their fiscal autonomy,
creates funding uncertainty, and causes some inflexibility in the use of
tunds. The government of Botswana has therefore made a deliberate
decision to use property rates as an important revenue source of urban
councils and to extend them to district councils in rural and peri-urban
jurisdictions. These authorities did not have powers to levy property
rates before the promulgation of the Local Government Act of 2012, which
came into effect in February 2013.

Exemptions

Although the rating laws are silent on property rate exemptions, the City
of Gaborone provides exemptions to public libraries and museums, public
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hospitals and mental asylums, registered schools, places of worship,
public cemeteries and crematoriums, residences of the clergy, public sport-
ing and recreational facilities, agricultural show areas, orphanages, and
charities. The Local Government Act of 2012 also provides for an exemp-
tion of subsistence farming areas. Further, if a parcel is used partly for
these purposes and partly for some other purpose, the council may collect
rates on the ratable part on a pro rata basis. The minister may also, on rec-
ommendation from a rating authority, exempt other property from rates.
Although land vested in the government is exempt from rates, in prac-
tice, a discretionary and equivalent contribution in lieu of rates is paid to
the council for land occupied and used for government purposes (Repub-
lic of Botswana 1995). The payment in lieu of rates and the central gov-
ernment’s annual contribution to municipal-government deficit financing

make up the RSGs.

Valuation

In practice, the central government exclusively conducts the process of
valuation, as well as fixing and levying tax rates. Before 2009, the Direc-
torate of Lands in the Ministry of Lands carried out valuation, fixing tax
rates, and billing. Currently, the Ministry of Local Government and Hous-
ing is responsible for preparing the valuation rolls and fixing rates for
each city, town, and township in Botswana. Valuation is based on an ap-
praisal of the market value the property is expected to realize if it is of-
fered for sale.

"The Department of Lands: Operations Manual (Republic of Botswana
1995) generally requires that councils conduct at least one general prop-
erty valuation every five years. It also demands that councils undertake in-
terim or supplementary valuations of land as circumstances and changes
dictate. Revaluations for the six urban councils were undertaken in 2007
and 2009, but because supplementary rolls have not been undertaken, there
has been no growth in the tax base since 2009.

General valuations are currently contracted out to private property val-
uers, largely because both municipal- and central-government departments
lack adequate resources to conduct general valuations. Until 2009, interim
valuation rolls were prepared on a quarterly basis by valuation officers in
the Ministry of Lands and later by the Ministry of Local Government.
The interim valuation rolls are limited to valuing newly titled land and
developments on land previously classified as undeveloped in the last gen-
eral valuation.
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Objections and Appeals

The law prescribes that councils appoint a valuation court to review the
valuation roll and interim valuations. The valuation court consists of three
members: a chair, appointed by the minister, and two assessors nominated
by the council and approved by the minister (Republic of Botswana 1995).

Once the valuation roll is produced, it is made public by notice in the
official gazette. Objections to the roll may then be made within 21 days of
publication. These objections are considered by the valuation court, and
its decisions are subsequently published in the gazette. Parties dissatisfied
with the findings of the valuation court may appeal within 30 days to the
High Court, whose decision on the matter is final.

Although the law provides for valuation courts, government valuers tend
to review and provide an independent assessment of objections. The Town-
ship Act allows local authorities to delegate the fixing and levying of rates
to the Ministry of Lands, but the law is silent on the authority’s powers to
prescribe the regulations under which valuation for purposes of rates is
to be conducted.

Tax Rates

Tax rates are determined locally and are set annually, but ministerial ap-
proval is required. Differential rates are applied to different property cat-
egories. All six rating authorities apply a significantly higher tax rate to
undeveloped properties as an incentive to develop these properties (Fran-
zsen and McCluskey 2005). The tax rates for the six rating authorities for
2001, 2009, and 2014 are set out in table 4.2. The tax rate for undeveloped
parcels is generally four times higher than the tax rate for developed prop-
erty within the same zoning (residential or nonresidential). The tax rates
for Gaborone were significantly reduced after the general revaluation in
2009, but the tax rates in Lobatse, Selibe Phikwe, and Sowa were static from
at least 2009 to 2014.

Billing, Collection, and Enforcement

Billing is done annually. An abatement applies for early payment (Fran-
zsen 2003). In 2010, it was announced that First National Bank of Botswana
(FNB) and the Gaborone City Council (GCC) had signed a revenue
collection agreement to simplify and increase the available options for
payment of GCC property rates and service charges by city residents and
businesses. GCC rates can now be paid directly into the GCC’s account
at FNB branches and automatic teller machines. FNB customers can pay
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by mobile phone and online banking. However, collection is problematic,
and arrears are significant.

Various enforcement mechanisms are provided in the law, including in-
terest on arrears. Clearance certificates are used to ensure that transfers of
property are not registered in the deeds office unless all outstanding rates
are paid. The transferor remains liable until the town clerk is notified in
writing of a transfer of ownership. A tenant or occupier can be held liable
for tax arrears in certain cases. Last, a council may take possession of un-
occupied ratable land after a period of five years (Franzsen 2003).
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Cabo Verde

RIEL FRANZSEN, WILLIAM MCCLUSKEY,
AND VASCO NHABINDE

Cabo Verde is an archipelago scattered over ten larger islands and five
islets in the Atlantic Ocean approximately 500 kilometers due west of
Senegal. Portugal began abandoning its colonial empire after the 1974 coup
in that country, and Cabo Verde became independent in 1975. The area is
4,033 km?, and the estimated population is approximately 520,000 (United
Nations 2015). The level of urbanization is around 66 percent (United Na-
tions 2014). The capital city, Praia, is located on Santiago, the largest of the
islands. Sal and Boa Vista are among the more important islands in Cabo
Verde because of their tourism potential (Nhabinde 2009) and have expe-
rienced considerable real estate development. These developments have
triggered a demand for land and have resulted in a booming property
market. The 2015 GDP per capita was estimated at USD 3,080 (World Bank
2016b), and Cabo Verde is classified as a lower-middle-income country
(World Bank 2016a).

Government

Local government in Cabo Verde consists of 22 municipalities. Further
local-government entities may be established under the law as either a
higher-tier or lower-tier category of local administration in relation to mu-
nicipalities.

/ 131/
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Land Tenure

Cabo Verde was largely uninhabited when the colony was founded by Por-
tugal. After its founding, wealthy families were encouraged to settle by
grants of large tracts of land, which were used to establish large farms and
plantations farmed by sharecroppers. This system largely still exists, and
most people do not own the land they work but lease land from large land-
holders. Despite independence from Portugal, land tenure has not been a
key concern of the government for the past 40 years and is still largely
governed by preindependence legislation. However, the country passed the
Agrarian Reform Act in 1981, which sought to redistribute unproductive
landholdings over a certain size.

Land is held freehold under a system of conveyancing. This implies
that property transfers are finalized only after proper legal searches per-
taining to the relevant property. Land registration reform began in 2010
with the objective of moving the records from a paper-based system to
an electronic system. Until then two systems to record property details
existed in Cabo Verde: a judicial system, located in the Ministry of Jus-
tice, and a municipal system. Each system contained only limited infor-
mation on a small sample of the country’s total land parcels. In addition,
there was no source that contained up-to-date map-based information
indicating parcel location. The judicial system is largely managed by the
land registry and notaries and records the legal status of parcels and
buildings. There is no legal requirement to register a parcel in the regis-
try until the area has been properly surveyed. The municipal system was
created to administer taxes on land and property. It is an alphanumeric
registry linked to a tax system and is managed by the local authorities.
To facilitate transparency and confidence in transferring land and in es-
tablishing ownership rights, the Land Management Information and
Transaction System (LMITS) was developed (Maximiano and Martins
2016). The first component of LMITS was digitization of all paper rec-
ords and formation of a historical archive of data on parcels and legal
rights held at the Ministry of Justice’s registry (registo predial), at the mu-
nicipal tax offices (matriz, registo matricial), and by public notaries. The
project has been designed to enhance the legal, procedural, and institu-
tional environment of land administration within national and municipal
governments (Maximiano and Martins 2016). The land registry data in
Praia and Sal are now fully electronic, and certificates of registration are
completed within three days (World Bank 2015). Ownership records and
subsequent transfers are registered in a land registry, and any changes are
also communicated to the tax office.
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Taxation and Decentralization

The important taxes in Cabo Verde are the income tax; the value-added
tax (VAT), with a standard rate of 15 percent and a reduced rate of 6 percent
for lodgings and restaurants; excise taxes; and customs duties. A com-
prehensive property tax, the imposto unico sobre o patrimonio (IUP), is also
levied.

Municipalities in Cabo Verde are primarily funded by the Municipal
Financing Fund (Fundo de Financiamento dos Municipios, FFM). Using
the revenue collected from the IUP, the VAT, excise taxes, stamp duties,
and customs duties collected nationally during the previous year, the na-
tional government contributes 10 percent from the general government
budget to the FFM. The FFM is then distributed according to the follow-
ing formula: 75 percent to the Common Municipal Fund (Fundo Municipal
Comum, FMC) and 25 percent to the Fund of Municipal Solidarity (Fundo
de Solidariedade Municipal, FSM). The FMC is then distributed according

to the following formula:

¢ 20 percent is distributed equally among the 22 municipalities.

50 percent is distributed on the basis of the population in each
municipality.

¢ 15 percent is distributed on the basis of the child population (persons
younger than 18 years of age) in each municipality.

* 15 percent is distributed according to the geographic size of the
municipality.

The law also establishes the conditions under which municipalities and the
national government will cooperate in the process of strengthening and
developing the capacity of municipalities in Cabo Verde. These aspects
are fundamental to the decentralization process, which involves return-
ing powers to local government.

Another important element of the reform was the implementation of
Law No. 79/V1/2005 of September 5, 2005, on local finances, which em-
powers municipalities to prepare, approve, change, and execute plans of
action and to prepare their own budgets. In addition, they are entitled to
collect revenue within their jurisdictions, apply for credit, determine their
own budgeted expenditures and act accordingly, provide for public invest-
ment, and manage municipal properties. The law also empowers munici-
palities to determine tax rates, tariffs, and prices under the new powers
and functions assigned to them. This law furthermore allows municipal
assemblies to determine property tax exemptions or reductions for entities
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providing significant investment projects that contribute to the develop-
ment of the municipality.

Previous Property Taxes

Property taxes in Cabo Verde were first introduced in 1933. These taxes
were similar to those in other former Portuguese colonies (Nhabinde
2009). The relevant legislation has been amended several times since inde-
pendence in 1975. For example, Decree-Law No. 56/80 of July 26, 1980,
provided for temporary exemptions for new urban buildings and prescribed
the methodology for calculating taxable income derived from urban build-
ings. Also, for new construction and existing buildings being refurbished,
the building only has to be occupied (not necessarily completed) to deter-
mine taxability or the tax-exempt period.

Decree-Law No. 56/80 provided for a number of exemptions, including
an exemption for a minimum of three years and a maximum of ten years
for new buildings or buildings that have been restored or refurbished, and
an exemption for building plots within urban areas that expires after two
years from the date of acquisition if the construction is not completed.
Requests for exemption are directed to the secretary of finance within 60
days of building completion and must be accompanied by documentation
demonstrating that the building has been completed. Information required
to compile valuation rolls for urban and rural buildings must be completed
by December 31 of each year. The secretary of finance must determine the
number of buildings in the roll and the total amount of registered income.
"The declaration for establishing the taxable income from urban buildings
must be completed by July 31 of each year.

For the first valuation, commissions determined the taxable value of ur-
ban buildings. This practice was superseded by self-declarations of values
by taxpayers, which were audited by finance secretaries. Municipalities
were required to prepare municipal valuation rolls of all urban and rural
buildings, as well as land zoned for constructing buildings (so-called con-
struction land), based on declarations submitted to municipalities.

Decree-Law No. 56/80 also introduced changes regarding the contri-
bution of urban buildings, while Decree-Law No. 55/80 of July 26, 1980,
introduced changes regulating the taxes on succession and donation, as well
as the transfer tax (the so-called sisa)! on property acquisitions or exchanges
for consideration. These changes included exemption from taxation for an
urban building if it was being used as the permanent residence of the owner.
The duration of exemptions was fixed at ten years from the date the build-
ing was considered completed, or from the date of occupation, where the
value of the building was less than CVE 2.5 million, and at five years if
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the value was greater than CVE 2.5 million but less than CVE 5 million.
The exemption terminated if a building was no longer used as the per-
manent residence of the owner.

The Reformed Property Tax

Fundamental reform of the property tax commenced in 1998. Decree-
Law No. 79/V/98 (of December 7, 1998), revoked the previous laws and
transferred the power to collect property tax to municipalities. The main
objective of this reform was to provide revenue and to transfer competen-
cies to municipalities. This reform included rationalization of the various
laws dealing with property-related taxes. The imposto unico sobre o patrimdnio
(IUP), or unique tax on property, which was introduced in 1998, replaced
four taxes, namely the previous recurrent property tax, the tax on the
transfer of property for consideration, the donations tax, and the suc-
cession tax in relation to real property. The IUP became operative in 2000
through the enactment of Decree-Law No. 22/2000. It is indeed a unique,
comprehensive tax on property because it taxes the ownership of property,
as well as the transfer of ownership (Nhabinde 2009).

The IUP is charged annually on a property owner at a tax rate of 3 percent
of the taxable value as of December 31 of the previous year. The taxable value
is 25 percent of the total value of the property as declared by the owner, and
therefore the effective tax rate is 0.75 percent of total value. The municipal
tax administration where the property is located levies and collects the tax.
When the tax exceeds CVE 5,000 per year, it may be paid in two install-
ments in April and September. If it is less than CVE 5,000, it must be paid as
a lump sum in April. The interest rate on late payments is 1 percent, and the
penalty rate is 3 percent. Payment is made at the municipal office of the
municipality where the property is located. In some municipalities, such as
Camara Municipality on Sal Island, online payment is possible.

The IUP is also charged on the transfer of property by donation, suc-
cession, or any other transfer for consideration, such as a sale. When prop-
erty is transferred the transferee is liable for the tax. The tax rate on
property transfers is 3 percent of the taxable value, and the tax is payable
within 30 days of the signing of the public deed of sale. IUP is also payable by
a transferor on the capital gain from the sale of construction land if the sales
price exceeds the purchase price by more than 100 percent, or the sale of
buildings and other real estate where the sales price exceeds the purchase
price by more than 30 percent. However, the IUP is not charged on capital
gains realized by real estate investment companies.

According to Decree-Law No. 18/99 (of April 26, 1999), taxpayers have
the right to contest the assessment of taxable value as stated in the valuation
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rolls at any time and to obtain all documents relevant to the valuation.
Taxpayers must submit their declarations of property on an appropriate
form to the fiscal administration of the municipality where the building
is located by July. If a taxpayer does not declare within the stipulated
time, penalties specified in the General Tax Code can be levied.

A stated objective of unifying the various property taxes in one new law
was to extend the tax base by reducing rates and rationalizing all taxes on
properties and to reduce administration and compliance costs by decen-
tralizing these taxes, which would, in principle, allow for better control of
evasion and fraud. The decentralization of administration and revenues
to the municipalities was also supposed to enhance revenue collections
because there would be a closer link between tax payments and service
delivery at the municipal level. Despite the significant rationalization
achieved through the IUP, a separate stamp duty of 1 percent is still pay-
able on deeds of sale of real estate (PWC 2013).

The law grants various exemptions from the IUP (PWC 2014). These
include the following:

¢ State- and municipal-owned buildings classified as part of the
national heritage or deemed to be of public interest.

 Properties of pensioners.

* Acquisition of properties with “tourist utility status” for the
construction of tourist-related improvements.

* Acquisition of property to be used exclusively for industrial purposes.

» Property used exclusively for industrial purposes for ten years.

An issue to be addressed, especially in less developed municipalities, is
that many properties are not yet included in the tax registers of munici-
palities. Furthermore, the tax rates on properties are relatively static, al-
though the power to change these rates has been assigned to municipal
assemblies. These rates are determined infrequently and in accordance with
the needs of the municipal budgets. This results in the potential to either
overtax or undertax one property relative to another.

Without proper oversight, the system of self-declaration of property
values is open to abuse. The use of declared values pertaining to the date
of acquisition is also problematic in an environment where property val-
ues are increasing rapidly, as has been the case in Cabo Verde. Effective
tax rates (the tax as a percentage of actual market values as opposed to de-
clared values) are likely to be very low.

As the property market develops further, there seems to be significant
potential to enhance revenues from the IUP. Cabo Verde still has a long way
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to go in reforming all the key aspects of its property tax. On the positive
side, Cabo Verde has developed a computerized map-based land informa-
tion system (LMI'TS) that integrates the legal interests in land, ownership
data, geospatial information on parcels, and the tax value of the land and
buildings. Although this system does not directly address some of the cur-
rent administrative problems of the property tax, it does provide the nec-
essary baseline data to support future property tax reforms.

Note

1. A similar transfer tax, also called sisa, is still levied in Portugal.
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Cameroon

BERNARD TAYOH

ameroon is situated in west central Africa, bordering Nigeria in the

west, Lake Chad on the north, the Central African Republic and Chad
on the east, and the Atlantic Ocean, Equatorial Guinea, Gabon, and Congo
on the south. It has a surface area of 475,440 km? and a population of 23.3
million (United Nations 2015) that is growing at an annual rate of 2.6 percent,
with approximately 54 percent of the people living in urban centers (United
Nations 2014). The GDP per capita in Cameroon in 2015 is estimated to
be about USD 1,217 (World Bank 2016b). Yaoundé is the capital.

Political and Administrative Organization

Cameroon is divided into 10 regions.! These regions are split into 58
divisions (départements), 360 subdivisions (arrondissements), and 374 local
councils (communes). The regions, divisions, and subdivisions are ad-
ministrative units that are managed by governors, senior divisional offi-
cers, and divisional officers, respectively, appointed by the president, while
the communes are autonomous local-government entities managed by
elected mayors.

The 1996 constitution empowers the president to appoint and recall the
prime minister and all other ministers of his cabinet, court judges, and se-
nior government officials. A minister is assigned to each of the 10 regions
with responsibility for implementing the policy of the state in the region

/138 /
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within the framework of the tasks assigned to him by the respective min-
isterial departments. Legislative power rests with the Parliament, which
consists of the National Assembly and the Senate.

Land Tenure

Land tenure in Cameroon is characterized by the coexistence of a tradi-
tional or customary land tenure system and a modern land tenure system,
which aims to promote and protect individual land ownership rights
through the allocation of land titles. Cameroon was subjected to British
and French colonial rule after World War II. After independence in 1960,
the country had three different land tenure systems, one introduced by
each colonial power and the historic customary tenure. Although these
three land tenure systems administered land differently, each provided
for the registration of customary land (fivrets fonciers) in French Camer-
oon and certificates of occupancy in British Cameroon pre- and post-
independence. The 1996 constitution provides that citizens have the right
to own property individually or in association with others, and ownership
includes the right to use, enjoy, and transfer property (USAID 2011).

The present regulatory framework for cadastral survey and land gov-
ernance in Cameroon is defined by Ordinances Nos. 74-1 and 74-2 of
July 6, 1974, which established rules governing land tenure of private (free-
hold) and state land. These laws unified the land tenure regimes of the
two former territories and maintained land titling at the center of the na-
tional tenure regime. They are now complemented by many decrees and
executive decisions or orders. The first of the two laws classifies land into
private, public, or national. Private land can be owned by individuals,
groups, corporate entities, or the state (domaine privé de PEtat).? To qual-
ify as private land, the land must be titled and registered in the national
land registry.’ Public land (roads, parks, waterways, and other lands for
public use) is held by the state. All remaining land is classified as national
land, which includes most unoccupied land, unregistered land, commu-
nal land held under customary tenure, informal settlements, and grazing
land. The government can allocate parcels of national land to individuals,
public entities, and communes under concession arrangements, but the
beneficiary must register the land and obtain a certificate of title before
he can acquire full ownership. The Ministry of State Property and Land
Tenure (MINDAF) has overall responsibility for land allocations, land de-
velopment, land surveys, and registration.*

The national land registry is based in MINDAF, and each regional and
division office of the ministry has a land registry linked to the central land
registry.’ Each land registry is managed by a land register officer who is
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responsible for recording real property rights and issuing certificates of
titles to property owners.

There are other types of land tenure, such as customary tenure and land
leases, that are claimed and recognized by the occupiers and holders of
these leases. Land titles and land leases, including concessions by the state,®
are the only legal means of holding land property rights.” Although cus-
tomary rights conditionally afford the possibility of registering land, they
are not recognized by any deed that would offer protection to the holders
of these rights prior to registration.

Property-Related Taxes

Land registration and titling processes in Cameroon include the require-
ment that the property must also be registered with the taxation depart-
ment. After registration, the property owner is subject to one or several
property-related taxes depending on whether he retains ownership of,
develops, transfers, or leases the property. The most important of these
taxes are the property tax, the stamp duty, the capital gains tax, and the
tax on rental income. They are all embodied in the country’s main tax leg-
islation, the General Tax Code (GTC).?

Although a transfer tax is levied on some business transactions, real
property transfers in Cameroon are not subject to a transfer tax per se. A
stamp duty is charged on all instruments transferring real estate owner-
ship or the right of usufruct. The stamp duty rate varies as follows:

* 15 percent for instruments and transfers of developed parcels in
urban areas.

* 10 percent for instruments and transfers of urban undeveloped and
rural developed estates.

5 percent for instruments and transfers of rural undeveloped estates.

The tax is calculated on the value of the property as declared on the con-
tract or deed of transfer.

A tax on rental income is also levied on real estate income, based on
the difference between the amount of gross income earned and the total
amount of charges attached to the property that are deductible. A capital
gains tax is levied at a flat rate of 10 percent on gains made by natural per-
sons from the disposal of developed or undeveloped property alienated
for consideration or granted as a gift. It must be paid to the taxation de-
partment before the property registration is finalized.

A real property tax is levied annually on all developed and undeveloped
property situated in urban and semi-urban areas. Like most other taxes,
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the property tax is the prerogative of the central government and is ad-
ministered at the local level by officials of the General Directorate of Tax-
ation (the central government tax administration).

The Property Tax
Liability for the Property Tax

The property tax is levied on natural and legal persons who own devel-
oped or undeveloped properties, as well as de facto owners. If property is
under an emzphyteutic or renovation lease, or is the subject of a temporary
occupation of the public domain, the lessee or the authorization holder is
liable for the property tax.’

The property tax is levied annually and is collected by regional and di-
visional units of the taxation administration. However, the total proceeds
from this tax are paid into and used by the treasury of the commune where
the property is located.'’ Before October 2010, proceeds from the prop-
erty tax were shared between the state and the local council of the area
where the property was located. However, the 2010 joint ministerial cir-
cular took effect only in 2012, and the importance of the property tax as a
source of local revenue is not yet fully established.

The Tax Base

Developed and undeveloped properties in the major towns of administra-
tive units are subject to the property tax.!! The tax is levied on such prop-
erties when they are located in urban or semi-urban areas that have such
amenities as tarred or earth roads, water supply, electricity, and a telephone
network. Properties in small towns and most rural areas are not included.

The tax is based on the value of the land and buildings as declared an-
nually by the owner or any person required by law to file the tax return.
Determination of the tax base is the prerogative of the General Directorate
of Taxation, and its officials are the only recognized valuers for tax purposes.
In addition to the system of declaration, and where a return is not filed, or
where insufficiencies in the declaration are discernible, the law empowers
the taxation authorities to conduct an administrative tax assessment of the
property. Accordingly, the administrative tax assessment determines
the property value by taking into account the land and improvements, its
geographic location, and the types of amenities in the area. The approach
is based on the following:

¢ Classification of towns, built-up areas, and localities.

¢ Classification of neighborhoods of a town into zones.
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o (lassification of lands into sectors in a town.

 Definition of value scales per square meter built or per square meter
unbuilt by zone or sector, indexed by reference to construction and
rental markets.

» The use of weighting coefficients according to the presence of urban
factors, such as roads, water supply, and electricity and telephone
services.

The gross taxable value of the property is determined by applying a price
per square meter to both the size of the land and any constructed build-
ings, guided by the above attributes. The valuation exercise is undertaken
annually. Although properties are grouped into the above categories for
the purpose of determining the tax base, the tax rate is the same for all
property categories.

Exemptions

Properties that are exempt from the property tax include properties be-
longing to

 state and local councils;

« religious, cultural, and charity organizations;

* hospitals and school establishments; and

* international organizations and diplomatic missions.!?

Land used exclusively for farming, stockbreeding, or fishing is also exempt.
Domestic and foreign companies investing in the productive sectors of the
economy are, from April 2013, exempt from the property tax, provided the
properties are designated solely for production purposes. Buildings used
for industrial purposes or as warehouses or storehouses are exempt.®

Appeals Procedure

The procedure for raising objections or making appeals related to tax as-
sessment is embodied in the GTC. It comprises a prior administrative
phase and, where necessary, claims before the judiciary. All claims con-
nected with taxes and penalties determined by the taxation authorities are
first brought before the taxation department. Any taxpayer who feels
wrongly taxed or who contends that his property has been overassessed is
entitled to make a written claim to the head of the principal taxation cen-
ter of the place of assessment. If the claim is deemed justified, the head of
the taxation center grants tax relief as appropriate. If the aggrieved tax-
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payer is not satisfied with the outcome at the level of the local tax admin-
istration, he can forward the claim to the director general of taxes and
thereafter to the minister of finance. If the taxation administration does
not provide the desired relief, the claimant is entitled to refer the matter
to the administrative bench of the Supreme Court.

The Tax Rate

The tax rate is set by central-government legislation and is embodied in
the GTC. The code is supplemented by the 2009 Finance Law of the Re-
public of Cameroon.!* The annual tax rate is 0.1 percent of the assessed
property value.’

Tax Administration

Billing and collection of the property tax are also the prerogatives of the
divisional and regional units of the Directorate of Taxation, which notify
taxpayers of the assessed tax amounts. The tax is paid to the tax revenue
collector in the taxation service of the place where the property is located.

The Tax Directorate of the Ministry of Finance in Douala has been
hand-delivering property tax filing forms to taxpayers. The door-to-door
effort lasts some two months and has the objective of raising at least CFA
3.5 billion in property taxes per annum instead of the usual CFA 2 billion.
In addition, the Tax Directorate has signed agreements with mobile-
phone companies to facilitate property tax payments via cellular phones.
The total revenue from the property tax is transferred periodically to the
local council of the area where the tax is collected and where the property
is located.

Land Registration Obstacles

Some 40 years after the enactment of the present land governance frame-
work and the requirement that titles be registered, the number of regis-
tered lands in Cameroon is still minimal. According to the Department
of State Property in MINDAF, the number of land certificates was esti-
mated to be 165,000 in 2012 out of a total of around 2,900,000 plots of land,
including 1,550,000 in urban areas. In addition, both the government and
individuals have contested many certificates of title on the grounds of ir-
regularities, and the government has annulled several, most notably in
Yaoundé and Douala.

Many land-related laws and decrees are not yet backed by implementing
instruments, and many officials in the administration are not familiar with
changes to the regulatory framework. In addition, there are provisions
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that have spawned jurisdictional conflict between various governmental
structures, such as the Department of Surveys and the General Director-
ate of Taxation. Furthermore, the legal framework does not provide for
the transfer of land management to local councils, which remain passive
although they are the primary beneficiaries of the property tax. Despite
the existence of the legal framework presented in this chapter, the cus-
tomary management method is still prevalent. Most people still use the
customary or traditional system to acquire land, particularly in rural ar-
eas, and this is unlikely to change significantly anytime soon. Cadastral
information is still incomplete, and the same piece of land can be registered
more than once, especially in urban centers. These factors, in large part,
account for the dismal levels of revenue from property taxes throughout
the country and undermine their importance as a source of revenue for
local governments (World Bank 2011). Further, there is no effective mech-
anism within the tax administration to track changes on both registered
and unregistered properties that could affect their tax base. Taxation
officials still rely on declarations made by property owners when filing
their returns, with the likelihood of significant and deliberate insuffi-
ciencies in most declarations.

Notes

1. Presidential Decree No. 2008/376 (of November 12, 2008) created regions to re-
place provinces. Many legislative texts and laws, however, still refer to provinces.

2. Ordinance No. 74-1, Article 2.

3. The process of registering land and acquiring a land certificate was outlined in
Decree No. 76/165 (of April 27, 1976). This decree stipulates essentially that those
seeking to register land they occupied before 1974 can apply directly for a land cer-
tificate; those seeking access to land they have not previously occupied must apply
indirectly for a certificate. The indirect process for registering land requires supple-
mentary documentation and usually takes more time.

4. Decentralized land consultation boards were introduced in all divisions in 2005
and are responsible for making recommendations on the use of national lands, super-
vising the demarcation of land, evaluating rights to land, and resolving land disputes.

5. Decree No. 2005/178 (of May 25, 2005) to organize the Ministry of State Property
and Land Tenure.

6. These concessions are temporary titles held on land occupied after the coming into
force of the 1974 land ordinances. Holders of these concessions are, in principle, re-
quired to take steps to obtain titles within 10 years.

7. Decree No. 76/165 (of April 27, 1976) to lay down conditions for obtaining land
certificates.

8. All references to the tax code are to the General Tax Code of Cameroon (2010).

9. An emphyteutic lease is a long-term lease, varying between 18 and 99 years, that gives
the lessee ownership rights over the property. A building or renovation lease is an
agreement whereby the lessor allows the lessee to build structures on undeveloped land
or renovate a building in exchange for remuneration. Such structures revert to the les-
sor at the end of the contract (Government of Cameroon 2009).

10. Article 48 of Law No. 2009/019 (of December 15, 2009) on local taxation.
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11. Article 577 of the General Tax Code.

12. Article 587 of the General Tax Code.

13. Article 15 of Law No. 2013/004 (of April 18, 2013) outlining incentives for private
investments in Cameroon.

14. Law No. 2008/012 (of December 29, 2008) bearing the Finance Law of the Re-
public of Cameroon for the year 2009.

15. Before January 2012, an additional local council tax of 0.01 percent of the prop-
erty tax was charged annually. The taxpayer had to pay the tax directly to the council
of the area where the property was located. Since 2012, local councils have also been
entitled to the entire proceeds from the registration of land transfers conducted within
their council areas (Government of Cameroon 2010).
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Central African Republic

BERNARD TAYOH AND RIEL FRANZSEN

he Central African Republic is a landlocked country in central Africa

bordered by Chad to the north, Sudan to the northeast, Southern Sudan
to the east, the Democratic Republic of the Congo and the Republic of
Congo to the south, and Cameroon to the west. The country has a land
area of 622,984 km? and a population of 4.9 million (United Nations 2015).
"The capital city is Bangui, with a population of about 794,000 (CIA 2016).
The country has an urbanization level of 40 percent (United Nations 2014).
With a per capita GDP estimated at USD 323 in 2015, the second lowest in
Africa (World Bank 2016b), it is a low-income country (World Bank 2016a).

Government

The Central African Republic has a history of violent coups d’état and civil
war. With the passage of its seventh constitution on December 5, 2004, a
multiparty system was adopted. The country is divided into fourteen pre-
fectures and one commune, the capital city of Bangui. In 2009, only four
of the fourteen prefectures were effectively operational.

Land Tenure

Up to 1958, French colonial laws and decrees regulated most major issues
in the territory. Land tenure regulations were based on a 1924 colonial de-
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cree that instituted the system of land registration and taxation. The
General Tax Code passed in June 2008 governs all property taxes and
other related taxes. Because of the growing importance of property taxes
as a source of fiscal revenue, land and property issues have been placed di-
rectly under the Directorate General of Taxes and Land Tenure within
the Ministry of Finance.

Property-Related Taxes

Property transfers are heavily taxed. In 2011, a 15 percent transfer tax and
a fixed stamp duty of XAF 10,000, as well as a 1 percent tax on the regis-
tration of the new owner’s name and a fixed stamp duty of XAF 5,000, were
levied (World Bank 2010). However, the transfer tax was reduced to
7.5 percent in 2012. The other taxes remain at the same levels (World Bank
2015).

Recurrent Property and Land Taxes

For administrative purposes, property is classified as either developed or
undeveloped. Different taxes are levied on developed and undeveloped
properties.

The Tax on Developed Property

All properties built on solid foundations, such as houses, hangars, or fac-
tories, are liable for the tax unless they are expressly exempted.

Exemptions

The main exemptions from the tax on developed property include the fol-
lowing:

 Properties belonging to the state and local councils.

» Properties belonging to chambers of commerce, agriculture,
industry, or arts and crafts that are not used for business purposes.

 Facilities located around ports and other internal travel
infrastructure for public use by the state, chambers of commerce,
or municipalities.

 Local-council facilities used for distribution of water and electricity.
» Houses or places of public worship.

¢ Buildings belonging to religious and public benefit organizations and
used for educational, social, sporting, and humanitarian activities.
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 Buildings located in rural areas and used for agricultural activities,
such as barns, stables, and storage facilities.

* Buildings costing less than XAF 5 million.

¢ Buildings belonging to diplomatic missions and used to house
their staff.

¢ Dwelling houses located in rural areas and belonging to nonprofit
organizations.

 'The principal residence of an individual.

This extensive list leaves only a very narrow tax base.

The Tax Base

The tax base is the annual rental value of the building, less 40 percent for
maintenance and other expenses. The tax administration determines the
rental value of each property on January 1 every year after it analyzes au-
thenticated rents for different types and classes of property. The value can
also be determined from declarations made by the property owner or by
comparison with similar properties for which rental values are known.
However, where it proves impossible to determine the value through any
of these means, the tax administration has the discretion to make a direct
assessment.

The practice that has been adopted, although it is not expressly men-
tioned in the General Tax Code, is first to determine the capital (market)
value of the property and then to calculate the rental value. The market
value is the cost of construction or the acquisition price of the property.
The rental value is then expressed as a percentage of the market value. The
minimum rental value is taken to be 12 percent of the market value of
the property. The General Tax Code provides that the tax rate for devel-
oped property is 15 percent for individuals and 30 percent for legal entities
liable for the corporate income tax. The minimum amount of the tax on de-
veloped property is XAF 30,000, irrespective of the taxable value.

The owner of developed property is liable for the tax on January 1 of
the year of imposition. For a usufruct, the usufructuary (the person who
benefits from the use of the property) pays the tax, and for an extended
lease (usually 99 years), the lessee pays the tax. If a building is constructed
on land belonging to another person, the owner or occupant of the build-
ing pays the tax. However, the owner of the land is still liable to pay the
tax on the land.

"The General Tax Code provides that the tax must be declared and paid at
the tax office where the property is located. However, the current practice is
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that local tax offices are not deemed competent to perform this function;
therefore, all declarations and taxes must be made and paid in Bangui.

All owners liable to pay the tax on developed property are obliged an-
nually to file a tax declaration at the taxation office in Bangui by January 31.
An owner of more than one property must declare each property individ-
ually. Late declaration or failure to declare incurs an automatic penalty of
25 percent of the tax due. Every tenant or occupant is required to file a
special declaration with the General Directorate of Taxes concerning the
building he is occupying before January 15 of each year. The information
must indicate what the building is being used for, the address of the owner,
and the total rents paid for the preceding year. Any violation of these re-
quirements generates a fine of XAF 20,000 for each omission or wrongful
declaration. Delayed declaration incurs a 50 percent increase in the fine. If
the delay is more than two months, the fine is doubled; if it is more than
three months, the fine is tripled.

The Tax on Undeveloped Property

The tax on undeveloped property is paid on all undeveloped properties
except those expressly exempted by law. The tax is a national tax paid an-
nually into the state treasury.

Exemptions
The main exemptions include the following:

o All public roads and fluvial navigation ways.

¢ Land belonging to chambers of agriculture, commerce, industry,
and arts and crafts.

¢ Land belonging to the state and local councils.

¢ Land beneath any building, as well as an area of land surrounding a
building up to five times the surface area of the building.

» Land set aside for sporting, cultural, social, and educational
activities.

¢ Land belonging to registered religious bodies, provided they do not
generate any income from the land.

+ Land with a surface area of less than five hectares used for growing
crops and situated within 25 kilometers of the nearest town.

+ Land used for mining and quarrying activities.
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Again, as with the tax on developed land, the exemptions are wide rang-
ing and ultimately result in a narrow, eroded tax base.

The Tax Base

The tax base is the rental value of the property on January 1 of the year of
imposition. The rental income to be considered and the applicable tax rate
depend on whether the property is within or outside an urban area. The
rental value of undeveloped property in an urban area is obtained by
applying a coefficient of 12 percent to the market value of the property,
taking into consideration maintenance and other related expenses of
40 percent. The tax rate for undeveloped property within an urban area is
27.5 percent. For undeveloped property outside urban areas, a flat rate per
hectare of land is applied, as set out in table 7.1. The land tax is levied on
the owner or de facto owner, the agent, or the person who has control
of the land on January 1 of the relevant tax year.

The Valuation Cycle

The market value is determined for a period of two years by reference to
transfer deeds for similar properties within that period or by comparison
with known market values of similar properties. Whether a revaluation is
undertaken after two years is left to the discretion of the tax administra-
tion. It is doubtful that transfer deeds provide accurate data on market
values, given the high taxes and costs pertaining to property transfers.

Objections and Appeals

Any taxpayer who believes that he has been treated unjustly by the tax ad-
ministration is entitled to bring a challenge before the General Director-
ate of Taxes and Lands. No time limit is set for lodging a complaint or
challenge. If the taxpayer is not satisfied with the outcome at this stage,
he can refer the case to the Ministry of Finance. An aggrieved taxpayer
who does not obtain redress by administrative means is entitled to lodge
a complaint with the Administrative Court.

Table 7.1 Taxes Levied on Undeveloped Land Outside Urban Areas

Type of Land Use Amount per Hectare
Cultivated land for coffee, rubber, or palm-nut trees XAF 2,000
Other crops XAF 750
Unused land or grazing land XAF 500

Source: General Tax Code of 2008.
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Property Tax Revenue

The revenue from property taxes is earmarked for the state treasury no
matter where the tax is collected. It is important to note that the only au-
tonomous council in the country is the capital, Bangui. Even revenue from
property taxes on properties in the Bangui municipality is allocated to
the state treasury. Compliance costs are high because property taxpayers
from all over the country are required to travel to Bangui for their tax dec-
larations and payments. It is extremely difficult to tell how important prop-
erty taxes are as a source of revenue to the government because revenue
amounts from all taxes, as well as from other sources, are not made pub-
lic. However, according to the International Monetary Fund, total taxes
constituted only 9.9 percent of GDP in 2012 (IMF 2015), and property taxes
(predominantly the high taxes on property transfers) constituted 0.1 percent
of GDP in the same year (IMF 2016).
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Cote d’lvoire

BERNARD TAYOH

Céte d’Ivoire gained its independence from France in August 1960. The
country is located on the coast of West Africa and borders Liberia and
Guinea to the west, Mali and Burkina Faso to the north, Ghana to the east,
and the Gulf of Guinea to the south. It covers an area of 320,763 km?. The
population is approximately 22.7 million (United Nations 2015), and ap-
proximately 54 percent is urbanized (United Nations 2014). The official
capital is Yamoussoukro (with a population of about 260,000), whereas Abi-
djan acts as the seat of government and the commercial capital. The popu-
lation of Abidjan is estimated at 4.86 million (CIA 2016). In 2015, the country
had an estimated per capita GDP of USD 1,399 (World Bank 2016b). Cote
d’Ivoire is classified as a lower-middle-income country (World Bank 2016a).

Government

Coéte d’Ivoire is a unitary state with a multiparty presidential regime.
Under the present administration, Cote d’Ivoire is divided into 19 régions,
which are further subdivided into 58 départements. Under the départements
are 231 districts or subdepartments, as well as 197 communes. In accordance
with the law on decentralization, the communes are permitted to perform
a wide range of specified functions, such as the provision of educational
buildings and equipment and cultural and social facilities, public health,
and the maintenance of roads, markets, and bus stations. All government
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ministries have regional offices and in some cases also have offices within
départements. This has the potential to foster intergovernmental coop-
eration and mentorship, but it also raises substantial questions about the
true independence of the decentralized administrations.

Land Tenure

There are two systems of land tenure in the country, customary and stat-
utory. The customary system continues to dominate, operating in more
than 98 percent of the rural land of Céte d’Ivoire. Land ownership and
land tenure issues have contributed a great deal to the recurrent social and
political tension in the country. To address this situation, legislation was
passed in 1998 instituting wide-ranging land tenure reforms for lands in
rural areas. The 1998 Rural Land Law aimed to enhance land tenure
security by transforming customary rights into private property rights,
although still regulated by the state (USAID 2013). This law explicitly
recognized customary landholdings and provided for an initial 10-year
phase after promulgation (until January 2009) during which all persons
claiming customary land tenure rights had to apply to have their rights
officially recognized and to obtain a land certificate (certificat foncier).
Land not claimed by January 2009 under this process would become the
property of the state. In February 2009, given the lack of progress made
with the implementation of this law, the government extended the time
limit for issuing land certificates to January 2019 (USAID 2013). The stat-
utory system comes into play only when land is registered, but registra-
tion has thus far been accomplished for less than 2 percent of rural land.
The 1998 Rural Land Law envisioned that by 2019 Ivoirians with custom-
ary rights to land would register their land and obtain an individual land
title. In theory, the customary land tenure system will disappear after
2019 (Zalo 2002).

Perhaps the most important point in this legislation was that it recog-
nized and gave force to customary rights in land for native Ivoirians. The
alienation of such lands is prohibited, although leasing and requisition for
public purposes by the state are allowed. More than 75 percent of land in
the country is held under customary land tenure where ownership is
determined according to ancestral lineage. However, the 2002 coup that
led to the division of the country into two distinct zones has had a severe
impact on land administration (Tayoh 2009). The law also expressly de-
nies nonnative Ivoirians (about 30 percent of the population) permanent
ownership rights of real property or the transfer of such rights to their
descendants. Nonnatives are allowed only long-term lease rights, that is,
emphyteutic leases for a maximum of 99 years.
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The other 25 percent of land in Cote d’Ivoire is either state-owned land
or freehold land. State land is administered by the government through a
specialized department of the Ministry of Agriculture. Digitization of the
land registry has reduced compliance and administration costs for prop-
erty transfers (World Bank 2016c¢).

Taxation

Law No. 2003-489 (of December 26, 2003) stipulates that all fiscal opera-
tions, including the levying and collection of taxes, must be expressly pre-
scribed by law or authorized by the minister of the economy and finance.
In 2012, total taxes constituted 16 percent of GDP (IMF 2015), and in 2013
property taxes (as defined by the International Monetary Fund) constituted
only 0.07 percent of GDP (IMF 2016).

The central-government General Directorate of Taxes, which is a spe-
cialized agency in the Ministry of Economy and Finance, administers all
taxes. The main legislative provisions governing the establishment and col-
lection of taxes, including the property tax, are embodied in the General
Tax Code (Code Général des Impéts, CGI) and are supplemented by an
annual finance law.

Property Transfer Taxes and Fees

The property transfer tax was reduced in 2014 and again in 2016 and the
registration fee was reduced in 2015 (World Bank 2016b). A registration
tax of 4 percent of the property value is payable, as well as transfer fees of
XOF 15,000 (for a new property certificate) and a further tax of 1.2 percent
consisting of a 0.8 percent general service tax and a 0.4 percent tax for the
registrar’s salary. Where applicable, a 3 percent capital gains tax is payable
by the vendor. This tax is not included for the purpose of determining
the value for the other taxes and fees (World Bank 2016¢).

Property and Land Taxes

The Tax on Developed Property

An annual property tax is levied on all developed properties, such as houses,
installations, factories, and, in general, all buildings constructed of brick,
iron, or wood and permanently attached to the ground. The tax base is the
rental value of the land and buildings for the previous year. The tax on
developed property is payable by the property owner.

The valuation process is undertaken annually by the tax administra-
tion of the area where the property is located. The rental value is consid-
ered to be the rental income that the property owner could obtain from
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leasing the property and is determined from written or verbal lease con-
tracts; in the absence of such information, the value is established by com-
parison with similar properties in the same area for which information is
available. If the value cannot be determined by any of these means, the
tax administration performs a direct assessment. In this situation, the tax
administration determines not only the rental value but also the market
value for each category of property in the area. For a property used for in-
dustrial or commercial activities, the rental value is determined according
to the use for which it is allocated.

Exemptions

The most important exemptions include the following:

¢ Buildings and other structures belonging to the state, and public
establishments and decentralized collectivities used for the general
benefit of the public and not for any profit-making purpose.

o Installations belonging to the state or decentralized collectivities and
used for the distribution of water and electricity.

 Buildings and other places used for public worship or by charitable
foundations.

¢ School buildings not used for profit.

* Buildings used for the provision of medical and social assistance;
buildings used by agricultural establishments to protect animals and
store harvests; installations belonging to the state railway corporation;
state-owned buildings and structures situated in and around ports
and airports and allocated to port and airport authorities for the
realization of their objectives; and buildings used as sporting
facilities and offices belonging to or allocated to formally recognized
sporting associations and not used for any profit-making activity.

* Sporting grounds, dispensaries, markets, bridges, and roads that are put
at the disposal of employees of agricultural and mining corporations at
their exploitation sites and do not generate any property-related revenue.

The Tax Rate

Residential property incurs a tax rate of 4 percent on the rental value if
the house is owner occupied and is not used for any commercial or indus-
trial purpose.! This rate applies both to a single house occupied by the
owner as his main dwelling and to a single secondary residence used per-
sonally by the owner and not used to generate any income. However, for
a secondary residence, the owner must obtain a certificate of secondary
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residence from the General Directorate of Taxes; otherwise, the dwelling
will be taxed at 11 percent.? A tax rate of 15 percent is applied to the rental
value for buildings belonging to legal entities and used for business pur-
poses.? This 15 percent rate also applies to properties owned by individu-
als that are used for commercial purposes.*

The Tax on Undeveloped Property

The tax on undeveloped property is levied on the market value of undevel-
oped land in urban areas. It includes land or plots that are inside towns and
have been zoned for development by the local administration. The tax
is also levied on undeveloped properties that are not within the boundaries
of towns but are scheduled for residential or commercial development.
However, properties in rural areas are exempt. The tax on undeveloped
property is payable by the property owner or by the person who has right of
control over the property on January 1 of the year of imposition.

The tax base is the market value of the property as of January 1 of the
year of imposition. For properties within the periphery of towns and cit-
ies, special council commissions appointed by the minister of finance carry
out the valuation in each commune. The determination of the market value
is completed annually during the last two months of the preceding year.
For other taxable properties that are not within towns, the valuation is
done either by comparison with similar properties within the same area
or by the tax administration.

Exemptions

The following properties are exempted from the tax on undeveloped prop-
erties:

+ Land on which the administration has temporarily or permanently
forbidden buildings or construction.

» Land on which the owner has been temporarily deprived of or
cannot enjoy his property rights because of a situation beyond his
control.

¢ State-owned land or land belonging to territorial collectivities that
is used by the public but does not generate any income.

* Nurseries and experimental gardens aimed at carrying out research
on improved seed and plant selection.

 Land used for schools, religious worship, or social or medical
assistance or by associations known for and authorized to carry out
physical education training and military preparations.
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 Land, such as training fields, that belongs to or is used by formally
recognized sporting associations and does not generate any
income.

e Land around developed properties and used for commercial or
industrial purposes, the value of which is normally considered in
calculating income from the developed properties.

¢ Large industrial enterprises involved in the manufacture of building,
construction, and other materials. This exemption covers the period
of installation and exploration.

The last two exemptions especially erode the tax base quite significantly
and thus negatively affect revenue potential.

The Tax Rate

The tax rate is fixed at 1.5 percent of the market value. This rate applies
only from the end of the second year after the year during which the land
was acquired; that is, a new landowner will enjoy at least a one-year tax
holiday upon acquisition. The practice is that the property owner has to
declare the tax. Collection is the responsibility of the state treasury or the
regional tax office of the area where the property is situated.

The Communal Tax on Undeveloped Property

The communal tax on undeveloped property is imposed and collected in
addition to the property tax on undeveloped property. The tax base is
0.5 percent of the market value on January 1 of the year of imposition and
is calculated in the same manner as the tax on undeveloped property. The
communal tax is declared on the same form and collected at the same time
as the tax on undeveloped property. It amounts to tax sharing between
the national government and communes.

General Provisions Regarding Property Taxes

For purposes of determining the rental value and the market value, which
serve as the tax base, for the tax on income from property and the prop-
erty tax, the property owner or, where a sublease exists, the principal ten-
ant is required to make a tax declaration in person at the taxation office of
the place where the property is located each year between January 1 and
February 15. This requirement is the same for all other property-related
taxes. Enterprises must declare by January 31.
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Tax Collection

Valuation rolls are established annually and kept by the regional tax ad-
ministration for the whole region. The rolls are based on market values
and rental values and are used to determine taxpayer liability. The real
property tax can be paid to the state treasury in two installments, with
the first installment due by February 15 and the second no later than two
months afterward. If the owner, as the principal taxpayer, cannot be iden-
tified, occupants or tenants of the property can be required to deduct the
tax from their rents and pay it directly to the treasury. If the tax is not
paid by the due date, a penalty of 25 percent of the tax amount is imposed.

Revenue Sharing of Property Taxes

The arrangements for revenue sharing between the state and local col-
lectives are laid down in Law No. 2004-271 (of April 15, 2004). Accord-
ing to the law, all the revenue from the tax on income from property goes
to the state, while all proceeds from real property taxes are allocated to
the local collectives. The revenue is shared among the different levels of
local collectives as follows: regions, 17 percent; départements, 28 percent;
districts, 6 percent; towns, 6 percent; and communes, 43 percent.

Appeals

An aggrieved taxpayer is entitled to bring a challenge before the head of
the regional tax administration service of the region concerned. If the tax-
payer is not satisfied with the outcome at this stage, the matter can be
referred to the Ministry of Finance. If the matter remains unresolved, the
taxpayer is entitled to lodge a complaint with the court and ultimately with
the Administrative Bench of the Supreme Court.

Property Tax Problems

Property taxation in Céte d’Ivoire has extremely limited coverage. The
situation is made even worse by the prevalence of traditional and custom-
ary land tenure systems. However, it is envisaged that with ongoing re-
forms and the increasing rate of urbanization, coverage will increase. With
respect to collection and enforcement, officials of the tax administration
report that the average, the collection rate is about 65 percent. There is also
evidence of widespread evasion and avoidance of the tax, which are likely
due to inefficiencies in the administration. Last, the intricate revenue-
sharing formula results in only nominal amounts going to local govern-
ments’ budgets.
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Notes

1. The 2016 Finance Law of the country effects a reduction of the tax rate to 3 percent
(Fiscal Annex to Law No. 2015-840 [of December 18, 2015], on the 2016 state budget).
It is uncertain whether this and other changes are already being implemented.

2. Reduced to 9 percent in the 2016 Finance Law.

3. The 2016 Finance Law reduces this to 12 percent for new enterprises in the first
two years of establishment only.

4. Reduced to 12 percent in the 2016 Finance Law.
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Democratic Republic of the Congo

JEAN-JACQUES NZEWANGA AND RIEL FRANZSEN

he Democratic Republic of the Congo (DRC) is the second-largest

country in Africa, with a surface area of 2,344,858 km.? It is situated
on the equator in central Africa and borders nine other countries: the Cen-
tral African Republic and Southern Sudan to the north; Uganda, Rwanda,
Burundi, and Tanzania to the east; Zambia and Angola to the south; and
the Congo to the west. It also borders the Atlantic Ocean for only 37 kilo-
meters. The population, consisting of more than 200 ethnic groups, is esti-
mated at 77 million of which around 42 percent lives in urban areas
(United Nations 2014, 2015). The capital city, Kinshasa, has a population
of almost 11.5 million (CIA 2016). The DRC attained its independence in
1960 after having been a Belgian colony since 1908. Despite an abun-
dance of natural resources (USAID 2007), the DRC is classified as a low-
income country with an estimated GDP per capita of only USD 456 in
2015 (World Bank 2016a, 2016b).

Government and Decentralization

After its independence in 1960, the DRC was politically unstable until
November 24, 1965, when General Joseph-Désiré Mobutu came to power
after a military coup. From the beginning of the 1990s, the Mobutu re-
gime governed the country with a mere semblance of democracy until
the arrival of Laurent Kabila, who seized control with the assistance of

/160 /
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Rwanda, Burundi, and Uganda in 1997. The Kabila regime in turn was
attacked by the coalition of countries that had originally helped him
come to power. After his assassination in 2001 and an internationally
brokered peace agreement in 2003, a government of national unity was
established. However, there is ongoing civil war in the eastern part of the
country.

A new constitution was adopted in 2005 and promulgated in Febru-
ary 2006. With the aim of consolidating national unity, damaged by suc-
cessive civil wars, on the one hand, and the need to stimulate economic
growth, on the other, the constitution submitted for referendum in 2005
proposed that the DRC should be restructured administratively into 25
provinces plus the city of Kinshasa as legal entities, exercising the decen-
tralized competencies enumerated in the constitution. These provinces
should also exercise other powers and functions jointly with the central
government and share the national revenue with the central government:
40 percent for the provinces and 60 percent for the national government.
Presently, there are 26 provinces (CIA 2016).

Under the previous 1998 legislation,! the DRC was divided into 11 prov-
inces, each consisting of municipalities (in urban areas) and territories (in
rural areas). The municipalities comprise towns, communes, or groups and
areas, whereas the territories comprise districts, cities, areas, groups, and
villages. Provinces are governed by governors, communes and towns by
mayors, territories by territorial administrators, and districts by district
commissioners. The City of Kinshasa is a city-province. Therefore, it is
not divided into towns and districts and does not have a mayor.

The central government has exclusive authority over public finances;
taxes on income, taxes on companies, and personal taxes, as well as customs
and import and export duties; the national public debt; external loans for
the needs of the republic or the provinces; and internal loans for the re-
public’s needs. The central and provincial governments share concurrent
responsibility for the establishment of other taxes, including consumption
taxes and property and mining duties; environmental planning; and water
and forestry administration. The provinces have exclusive responsibilities
for the following:

¢ Provincial public finances and public debt.
* Internal loans for the needs of the provinces.
* Issuance of real estate titles in conformity with national legislation.

o 'Taxes and local and provincial duties, in particular, the property tax,
local income tax (the tax on rental income), and the tax on motor
vehicles.
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Three central-government directorates have tax-collection responsibilities:
the General Tax Office, which is responsible for collecting direct taxes,
including the income tax and property taxes; the General Office for
Administrative and Federal Revenue, which is responsible for collecting
administrative, judicial, and federal fees; and the Customs and Excise Of-
fice, which is responsible for collecting customs and excise taxes.

Land Tenure and Law

The legal system in the DRC is based on the Belgian version of the French
Civil Code. Customary laws and authority are recognized as long as they
are not contrary to the constitution, the common law, public order, and
good morals. Because of the ongoing conflict in the country, land tenure
reform is currently not a priority (USAID 2007).

The land tenure system in the DRC is based on legislation from 1973
that regulates the ownership, possession, acquisition, and transfer of land
and real estate.” The Land Code of 1983 (LLaw No. 52/83) provides that
land is the exclusive, inalienable property of the state and consists of public
domain land and popular domain land (USAID 2007). The public domain
land of the state consists of all land that is earmarked for public usage or a
public service. Unless it is not in use, public domain land cannot be given
out in concessions.’ Land that forms part of the state’s public domain is
governed by measures specific to assets used for public purposes.

All other land constitutes the state’s popular domain and is governed by
the so-called land system and its implementation measures. Land that is
part of the state’s popular domain can be urban or rural and can be ear-
marked for residential, commercial, industrial, or agricultural use or for
animal rearing. According to the land law, in a general sense, the state’s
private domain can be a perpetual concession, an ordinary concession (e.g.,
emphyteusis,* usufruct, usage, or rental), or a land servitude. These are all
real rights pertaining to the land. Concessions are granted either free of
charge or for a fee. A perpetual concession is defined as the right, recog-
nized by the state, of a natural person of Congolese nationality to use his
assets indefinitely as long as the conditions pertaining to the real estate and
the procedures prescribed by the law are fulfilled. For areas established in
urban constituencies, the president of the republic or his representative has
a map drawn up of plots to be granted. In rural regions, traditional chiefs,
in practice, distribute and allocate land. Despite the formal land law, many
Congolese, especially in rural areas, believe that the land belongs to them
in an intimate and inalienable way, having been handed down to them by
their ancestors. Therefore, it is difficult for them to understand why they
are required to pay land rent for the occupation and use of land.
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Because all land belongs to the state, there is no official land market.
However, customary systems still informally govern land transactions
even though the law does not acknowledge customary tenure (USAID
2007).

Taxation

In 2012, total taxes constituted only 10.2 percent of GDP in the DRC (IMF
2015). No data are available on property taxes, as defined by the Interna-
tional Monetary Fund, as a percentage of GDP. Taxes levied include per-
sonal and corporate income taxes, the value-added tax (with a 16 percent

standard rate), mining royalties, the vehicle tax, and registration duties
(KPMG 2014).

Property-Related Taxes

There are various property-related taxes in the DRC. A registration fee is
levied at 1 percent of the price of the property. The transfer of assets is
subject to registration duty at rates ranging from 5 percent to 10 percent of
the price, depending on the type (developed or undeveloped), use (busi-
ness premises or dwellings), and location of a property (KPMG 2014). A
tax is also levied on rental income from buildings at a rate of 22 percent,
20 percent levied as a withholding tax on the lessee and the remaining
2 percent on the landlord (lessor) (KPMG 2014). There are no stamp du-
ties, donation taxes, or death duties in the DRC (KPMG 2014).

Property Taxes

Section 13 of the Tax Code’ stipulates that the land tax is an annual flat-rate
tax on developed and undeveloped properties where the amount varies
according to the nature of the buildings and the ranking of the locality
where they are situated. In essence ranking implies an area zoning with
reference to value. However, residential property situated in the first, sec-
ond, third, or fourth zoned areas incurs property tax according to the
surface area that has been covered by construction. The surface area of
the parts of a building or construction, including cellars, the ground floor,
and upper floors or attics, must also be taken into account in determining
the total taxable surface area. Additional measures introduced in 1981 em-
power the minister of finance to amend the rates for the property tax when
the economic and budgetary situation requires it. However, this requires
clarification because the 2005 constitution clearly states that the property
tax is exclusively a provincial competency.
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Exemptions

Properties belonging to the following entities or individuals are exempt
from the property tax:

» The state, provinces, towns, territories, communes, administrative
constituencies, and offices and other public government institutions
financed by budget grants.

 Religious, scientific, or charitable institutions.

» Nonprofit associations involved in religious, social, scientific, or
philanthropic work that have received legal personality by special
decrees.

 Foreign governments if the property is used exclusively as offices for
embassies or consulates or for the accommodation of diplomatic or
consular agents on a reciprocal basis.

¢ Individuals with a net annual taxable income below a prescribed
amount determined with reference to the income tax dispensation
(on condition of proof of payment of the professional tax on
remuneration or of the minimum personal tax).

Persons who on January 1 of the tax year are over 55 years old and are wid-
owed are also exempt from the tax on developed property for a building
that is used as a main residence if they occupy their main residence either
alone, with a dependent or dependents (as defined by law), or with any other
person of the same age and in a similar situation, and their net annual tax-
able income is below the prescribed amount determined with reference to
the income tax dispensation (on condition of proof of payment of profes-
sional tax on remuneration or of the minimum personal tax).

Further exemptions from property tax are granted for the following
buildings or parts of buildings:

¢ Buildings used by the owner exclusively for agriculture or
animal-breeding purposes, including buildings or parts of buildings
that are used for preparing agricultural or breeding products, where
these agricultural activities constitute at least 80 percent of the
overall business conducted on the premises.

* Buildings that an owner uses for nonprofit purposes.

¢ Buildings used for public religious ceremonies; teaching or scientific
research; or hospitals, hospices, clinics, dispensaries, or other similar
welfare institutions.
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¢ Buildings used for activities of chambers of commerce with legal
personality.

¢ Buildings used for social activities of mutual companies and
professional unions with legal status, except premises used for
accommodation, alcohol outlets, or any kind of commercial activity.

The surface area of land whose owner is not engaged in any kind of profit-
making activity for one of the objectives is also exempt.

Liability for the Property Tax

Property tax is paid by the owner (holder of the property deed) and other
holders of limited real rights (e.g., possession, emphyteusis, concession, or
usufruct) of taxable property, as well as by persons occupying immovable
property that is part of the private domain of the state, provinces, towns, or
communes under terms of a lease. The property tax is due from the owner
even if a lease agreement contractually obliges the tenant to pay it, and
even if the administration has been advised of this. The administration
does not intervene in the distribution of taxes between owners and tenants.

If a property is transferred by sale or for any other reason, the new
owner is required to declare it to the tax administration within one month
from the date of transfer. Otherwise, the new owner will become jointly
liable with the former owner for all property taxes that are still due on the

property.

Tax Rates

Table 9.1 shows the tax rates for developed property based on the surface
area of parcels as of 2002.6 The annual tax on buildings is determined as
indicated in table 9.2. The annual tax on undeveloped property is deter-
mined as indicated in table 9.3.

Table 9.1 Tax Rates for Developed
Land by Locality

Locality Rate

First ranked CDF 1.50/m?2
Second ranked CDF 1.00/m?2
Third ranked CDF 0.50/m?2
Fourth ranked CDF 0.30/m?2

Source: Nzewanga (2009).



Table 9.2 Tax Rates for Buildings According to Use and Locality

Locality

Rate

First ranked

Second ranked

Third ranked

Fourth ranked

CDF 75.00 per floor for buildings belonging to legal entities;
CDF 37.50 per floor for buildings belonging to individuals and
situated in Kinshasa;

CDF 30.00 per floor for buildings belonging to individuals and
situated in the interior of the country;

CDF 75.00 for flats;

CDF 11.00 for other buildings.

CDF 37.50 per floor for buildings belonging to legal entities;
CDF 22.50 per floor for buildings belonging to individuals and
situated in Kinshasa;

CDF 19.00 per floor for buildings belonging to individuals and
situated in the interior of the country;

CDF 37.50 for flats;

CDF 7.50 for other buildings.

CDF 30.00 per floor for buildings belonging to legal entities;
CDF 11.00 per floor for buildings belonging to individuals and
situated in Kinshasa;

CDF 7.50 per floor for buildings belonging to individuals and
situated in the interior of the country;

CDF 18.75 for flats;

CDF 7.50 for other buildings.

CDF 22.50 per floor for buildings belonging to legal entities;
CDF 7.50 per floor for buildings belonging to individuals and
situated in Kinshasa;

CDF 4.00 per floor for buildings belonging to individuals and
situated in the interior of the country;

CDF 11.00 for flats;

CDF 1.50 for other buildings.

Source: Nzewanga (2009).

Table 9.3 Tax Rates for Vacant Land by Locality

Locality

Rate

First ranked

CDF 30.00/m? for land in any first-ranked locality.

Second ranked CDF 7.50/m?2 for land in Kinshasa;

Third ranked

Fourth ranked

CDF 4.50/m? for land in the interior of the country.

CDF 3.00/mZ for land in Kinshasa;
CDF 2.00/m? for land in the interior of the country.

CDF 1.50/m? for land in any fourth-ranked locality.

Source: Nzewanga (2009).
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Tax Collection

In the DRC, the fiscal year coincides with the calendar year, and the prop-
erty tax is due for the entire year according to the taxable surface area in
existence on January 1 of the relevant year. Newly constructed buildings
or buildings that have been considerably modified are taxed on their new
surface area from January 1 of the year after their occupation or modifica-
tion. The owner is required to declare to the tax authorities the date of
occupation or modification of newly constructed buildings or buildings
that have been reconstructed or considerably modified within one month
from the date of occupation or modification. A plan of the building must
be attached to the tax declaration. Considerable modifications are defined
as those that are likely to result in an increase or decrease of the taxable
surface area by at least 20 percent.

Every individual and a representative of every legal entity must sign and
submit a statement annually detailing all taxable and exempt properties.
Owners of exempted properties are exempted from signing the statement
but must still submit it. Once the declaration has been completed, dated,
and signed, it must be handed over to the person who verifies taxes and is
responsible for taxable items before April 1 of the fiscal year for those items
that the taxpayer owned on January 1.

Finally, taxpayers liable for the tax are required to submit a declaration
by locality for verification. This declaration must stipulate all buildings,
whether they are taxable or not, situated on the same plot, as well as the
surface area of each plot. Declaration forms are distributed to taxpayers;
however, a taxpayer who does not receive the forms is not exempted from
submitting the required declarations by prescribed deadline. Taxpayers
who do not receive the necessary forms must request them from the tax
administration.

Enforcement

All delayed payments of all or part of taxes, duties, liabilities, or any amounts
whatsoever that are required to be paid to the General Tax Office incur
interest at 8 percent per month, including penalties incurred. Any tax-
payer can be prosecuted for not paying taxes on time. Before prosecu-
tion, however, the receiver of revenue sends the taxpayer a final warning,
requesting payment within two weeks. When this period has expired,
if the receiver of revenue considers it necessary under the circumstances,
a summons is sent to the taxpayer demanding payment within eight
days on penalty of seizure of his movable and immovable assets. After
that period expires, the receiver of revenue can proceed with the seizure
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of any movable or immovable assets that are deemed sufficient to pay all
amounts due. The assets seized are sold up to the limit of the amount
due, including costs, at least eight days after the taxpayer has been notified
of the judgment. The gross proceeds of the sale are paid to the receiver
of revenue, who, after having deducted all amounts due, holds the surplus
at the disposal of the relevant person for a period of two years, after which
unclaimed amounts revert to the treasury.

Revenue Potential of the Property Tax

Given the visibility of land and buildings in the DRC, it could be argued
that the property tax has huge potential in this country. The tax yield
should be significant, but because of the informality of the property mar-
ket, a rather narrow tax base, widespread tax evasion, and the lack of a
properly skilled and motivated administration, it is not. The property
tax accounts for less than 1 percent of total tax revenues collected by the
General Tax Administration.

As has been previously mentioned, Congolese people in general believe
that the land belongs to them and that they should not have to pay tax on
it. This concept is extended to all other taxes in the Congolese fiscal system.
The property tax is politically sensitive because it affects citizens in an
area they consider the most fundamental in their lives. Therefore, govern-
ments that were committed from the beginning of the 1990s to the transi-
tion process leading to elections did not make an effort to collect this tax
for fear of frightening off voters. For this and many other reasons, mem-
bers of the Congolese political class are among those who have never paid
property tax. The law provides for wide-ranging exemptions that have made
the property tax insignificant. Various religious institutions, schools, pri-
vate hospitals, nongovernmental organizations, public companies, cham-
bers of commerce, and others are claiming entitlement to exemption from
the property tax (and other taxes) on the grounds that they are not profit-
making organizations.

Since independence in 1960, there has never been proper town plan-
ning of cities, nor have land use policies been initiated and implemented
(USAID 2007). Consequently, the property tax base is not properly de-
veloped. In addition, the low level of purchasing power of the general pop-
ulation inhibits collection of this tax.

Notes

1. Decree-Law No. 081 (of July 8, 1998).

2. Law No. 021/73 (of July 20, 1973).

3. A concession is a contract by which the state recognizes that a group, an individ-
ual, or a juristic person acknowledged as such by private or public law has the right to
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use real estate according to the conditions and methods prescribed by the law and its
implementation procedures.

4. Emphyteusis is the right to full usage of uncultivated land belonging to the state,
subject to the improvement and maintenance of the land and payment to the state of
a fee in cash or in kind.

5. As amended by Law No. 075/87 (of October 4, 1987) and Law No. 111/2000 (of
July 19, 2000).

6. Ministerial Decree No. 081 (February 26, 2002).
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Egypt

KHALED AMIN, WILLIAM MCCLUSKEY,
AND RIEL FRANZSEN

gypt is a North African country bordered by the Mediterranean Sea to

the north, Palestine and Israel to the northeast, the Red Sea to the east,
Sudan to the south, and Libya to the west. Itis a large country with a surface
area of 1,001,450 km? and a population estimated at 91.5 million (CAPMS
2016; United Nations 2015). Egypt is classified as a lower-middle-income
country (World Bank 2016a) with an estimated GDP per capita of USD 3,615
in 2015 (World Bank 2016b). Cairo is the capital, with an estimated popula-
tion of 18.7 million in the Cairo metropolitan area (CIA 2016). Approxi-
mately 43 percent of the population is urbanized (United Nations 2014).

Government Structures

Under the 2014 constitution, the Republic of Egypt has a unicameral par-
liament, the Council of Representatives. Since 2011, the country has faced
severe political and economic challenges, and it has been rebuilding its
constitutional institutions and reestablishing its economic and financial
foundations since July 2013. Egypt is a unitary country and does not have
elected regional or local governments below the central government. The
role of elected local councils is to monitor the actions of the local govern-
ments and to approve their budgets and investment plans. Instead, Egypt
is divided for administrative purposes into 27 governorates, which are fur-
ther subdivided into 209 cities, 166 districts (markaz), 300 districts (hai),
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and 4,623 villages (gariya), each of which has its own legal identity (Egypt
2014). Governorates are established by presidential decree and can include
one or more cities. The local entities have some administrative freedom
and very limited financial discretion but are politically managed by the
central government. In addition to the subnational administrative struc-
ture, the national budget structure further reflects the centralized nature
of Egypt’s public sector. The national budget is divided among the cen-
tral administration, local administrations, and service authorities.

Land Tenure

Egypt’s reforms to its land registration system have helped clarify land
rights and have facilitated land market development for many Egyptians;
before these reforms (as recently as 2006), only about 10 percent of real
property in Egypt was registered (Rae 2002). The legal framework for
agricultural land rights distribution in Egypt began with Law 178 of
1952, which limited the total amount of landholding per household to
200 feddans (84 hectares) and redistributed excess holdings to poor rural
households. The law also established a rent ceiling at seven times the land
tax value (amounting to approximately 15 to 20 percent of the gross crop
value). Further laws in 1961 and 1969 consolidated reforms by reducing
the ceiling on landownership to 100 feddans (42 hectares) and 50 feddans
(21 hectares), respectively, although these laws retained higher ceilings
for families with children (King 2009; Metz 1990). Law 96 of 1992 re-
versed Egypt’s long-standing land reform (originally implemented by
the 1952 land reform law), which granted permanent tenure rights to
agricultural tenants (USAID 2011). The 1992 law sought to create a market
in land by making land titling a key driver of the country’s land admin-
istration.

Attempts to introduce markets in land and minimize state intervention
have become prominent. Formal titling and land and property registra-
tion are major reform objectives of the government (Elrouby, Harju, and
Corker 2005). In 2008, a parcel-based deeds registration project was
launched; at that time, only 5 percent of Cairo’s three million properties
had a registered title. There are clear and growing signs of liberalization as
a result of Law 96, which legitimizes the exchange of land. Nevertheless,
the central government, governorates, and local governments strictly
control urban land. Strict rules govern the sale and use of land. Egypt’s
administrative system is the product of the country’s long and complex
history. Accordingly, legislation regarding ownership and control of land
reflects diverse influences, including ancient customs, Islamic law
(sharia), and aspects of the French and British legal systems. Land in Egypt
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customarily belongs to the state, and only urban land and houses are pri-
vately owned. This tight state control over land was made necessary by the
country’s dependence on irrigation and the resulting need to regulate
strictly all forms of land use.

In Egypt, five main types of land tenure can be identified:

¢ Leased land: land owned by the state and leased on a long-term
basis; land that is permanently leased and cannot be sold; and other
leased land that can be converted from public ownership to private
after the end of the lease period.

o Trust land: land set aside for charitable or religious purposes and
usually administered by the Ministry of Endowment, Awqaf (the
ministry responsible for religious endowments).

e Encroachment land: land of which the possessor or user can
gain ownership under a provision of the civil code if it is occupied
continuously for 15 years and if the owner does not assert his
rights.

 Private land: frechold land that is registered with the land
registration division (primarily in urban areas).

 Public land: land that is registered as state property.

Land and Property Taxes

Property Transfer Taxes

A transfer tax on the sale of built real estate is levied at 2.5 percent and
is payable by the seller. The seller may also be liable for a tax on capital
gains.

Recurrent Property Taxes

For a long time, recurrent property taxes in Egypt were divided into
two main taxes: the real estate tax and the agricultural land tax.! The
laws governing property taxes in Egypt had developed over more than a
century as a response to socioeconomic and political conditions. The
real estate tax was introduced during the era of Prince Mohamed Ali in
1842. The tax rate at that time was 1/12 of the building’s rental value
(Amin 2010). Between 1954 and the late 1980s, at least 13 laws were issued
to organize the real estate tax. In 2008, Law 196 replaced the Law 56 of
1954 (the buildings tax law). The government issued Law 196 with the
aim of enlarging the tax base, modernizing the law, and ensuring im-
proved implementation and overall administration of the real estate tax.
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The government began the implementation of the new law in 2010 by
asking all real estate owners to report their properties at the offices of
the Real Estate Tax Authority (RETA). The RETA was given the au-
thority to develop initiatives concerning property identification and
registration, efficient valuation and tax roll processing, billing, collec-
tion, arrears processing, compliance, and enforcement. The law was
expected to go into effect in January 2012, but significant turmoil, espe-
cially among residential property owners, and the political and socio-
economic challenges of the 2011 revolution led the Supreme Council of
the Armed Forces to postpone implementation to 2013. The law was
eventually implemented in 2014.

Some 17 laws or presidential decrees have been issued on application
of the agricultural land tax (Amin 2010). The first law, in 1935, stated
that the rental value of agricultural land was to be the basis of this tax. To
date, there have been no significant reforms of the current laws pertain-
ing to this tax. However, Law 53 of 1935 was subjected to a number of
amendments in 1939 and 1978.

Revenue Importance

"Table 10.1 shows the amounts collected annually for the real estate tax and
the agricultural land tax from 2005/2006 to 2009/2010. The revenues from
both taxes fluctuated somewhat erratically but showed a marked increase
in 2007/2008. Amin (2010) suggests that the finalization of settlements
under the old dispensation in anticipation of the new law was the primary
reason for this increase. Table 10.2 shows the development of property tax
revenues from fiscal year 2012/2013 to 2016/2017. The values in this table
include the proceeds from the real estate tax, the agricultural land tax, and
the amusement centers tax.

Probably a more telling statistic of Egypt’s property tax system is that
recurrent property taxes in 2010 constituted only 0.04 percent of GDP
and 0.3 percent of total general tax revenue (Norregaard 2013). Together,
property transfer taxes and recurrent property taxes constituted 0.73

Table 10.1 Property Tax Revenues in EGP, 2005/2006-2009/2010

Fiscal Year 2005/2006 2006/2007 2007/2008 2008/2009 2009/2010

Real estate 166,233,172 187,723,714 231,197,600 201,977,839 188,741,966
tax

Agricultural 163,424,022 163,424,022 176,139,494 180,825,551 167,327,230
land tax

Source: Amin (2010).
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Table 10.2 The Development of Property Tax Revenue (Millions of EGP)

2012/2013 2013/2014 2014/2015 2015/2016  2016/2017
Actual Actual Actual Provisional Budgeted

531.0 428.0 636.7 3,472.8 2,649.0

Source: Financial Statement of Egypt’s Ministry of Finance (2016).

Note: These amounts include the revenues of the real estate tax, agricultural
land tax, and the amusement tax.

percent of GDP and 5.14 percent of total general tax revenue in 2010
(Norregaard 2013). In 2012, property taxes (broadly defined) constituted
0.83 percent of GDP (IMF 2016), which is above the average for develop-
ing countries (Bahl and Martinez-Vazquez 2008) but likely much lower
than the potential level.

The Real Estate Tax

THE TAx BAsE

Law 196 of 2008 and its amendments define the tax base as any con-
structed building and commercially used land. The definition of building
is broad and includes

 any used land that generates revenue, whether it is attached to a
building or not;

+ any installation, such as a billboard, attached to a building that
generates revenue;

¢ real property designed for managing and using public utilities;

« used vacant lands whether they are annexed to buildings or separate
from buildings; and

 construction on the roofs or facades of properties if they are
leased.
EXeEmPTIONS
The following properties are exempted or not taxable (RETA 2016):

¢ Buildings owned by nongovernmental organizations (NGOs) that
are used either in administration of the NGO or in carrying out its
activities.

¢ Buildings belonging to academic and educational institutions.

» Hospitals, orphanages, and cemeteries.
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¢ Residential buildings with an annual rental value less than EGP 24,000.

 Additional owned residential buildings with an annual rental value
less than EGP 1,800.

 Residential buildings with a market value less than EGP 2 million.
o Commercial units with an annual net rental value less than EGP 1,200.
¢ Youth and sports centers.

¢ Buildings owned by foreign governments that through reciprocity
exempt buildings owned by Egypt in their countries.

 Not-for-profit social facilities.
 Military facilities.

¢ Buildings owned by charities and workers’ unions; educational and
health facilities; not-for-profit organizations; professional syndicates;
political parties and unions; and real estate specified as being for the
benefit of surrounding agricultural land.

The law gives total or partial tax relief in the following cases:
o If the real estate is demolished or cannot be used in whole or in part.
o If the land on which a building is located becomes unusable.
o If the taxpayer’s social situation is such that he is unable to pay the tax.

 To residents of a building unit if the rental value per room is less
than EGP 8 per month.

ASSESSMENT

The RETA is responsible for calculating and collecting the real estate tax
on buildings, agricultural land, and amusement centers. The tax is imposed
on the net rental value of the real estate, which is determined by taking the
gross rental value and deducting 30 percent of that value for residential
property and 32 percent for other property types to cover maintenance
costs. The gross rental value is estimated from three criteria: geographic
location, construction status, and relevant utilities.

Every governorate must establish an assessment committee, which is
responsible for assessing the rental value. These committees are formed
by a ministerial decree in agreement with the minister of housing under
the chairmanship of the RETA and include four members, one repre-
sentative each from the Ministries of Finance and Housing and two rep-
resentatives from the cadre of real estate owners nominated by the local
popular council and selected by the governor.
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A nationwide self-declaration of ownership and reassessment of rental
values are to be conducted every five years. Increases in rental values are
artificially fixed in the law at a maximum of 30 percent for residential
property and a maximum of 45 percent for nonresidential property. Data
on registered properties are to be updated each year to capture the fol-
lowing:

¢ New buildings.

 Additions to existing buildings.

 Property that has ceased to be exempt.

* Newly used lands that generate revenue.

¢ Any changes to registered buildings that affect their rental value.
 Property previously rented under old legislation that sets a fixed

rental value per year.

LIABILITY FOR THE TAX

Although the tax base is annual rental value, the tax is imposed on
the owner of the property. Owners are responsible for informing the
RETA of any change in ownership, the name of the new owner, and the
date of the contract (Ayyad 2014).

THE TAX RATE

The tax rate is 10 percent of a property’s net rental value. The tax is
calculated by the RETA in the following steps:

¢ The basis for calculating the annual rental value is 60 percent of the
market value assessment.

» 'The annual rental value is determined by applying 3 percent.

* An allowable deduction of 30 percent is given for residential property
and 32 percent for nonresidential property to determine net rental
value.

o After the net annual rent is determined, there is a deduction of EGP
24,000 for residential property.

 'The tax due is 10 percent of the net annual rental value.

"Tables 10.3 and 10.4 provide the calculations of the tax liability assessment
for residential property (RETA 2015).
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Table 10.3 Property Tax on an Owned Unit of Residence in EGP with
an EGP 24,000 Exemption Limit

Market Capital Annual Net Tax Tax
Value Value Rental Value RentalValue Base Liability
2,000,000 1,200,000 36,000 25,200 1,200 120
2,500,000 1,500,000 45,000 31,500 7,500 750
3,000,000 1,800,000 54,000 37,800 13,800 1,380
3,500,000 2,100,000 63,000 44,100 20,100 2,010
4,000,000 2,400,000 72,000 50,400 26,400 2,640

Source: RETA (2015).

Table 10.4 Property Tax on an Additional Owned Unit of
Residence in EGP

Market Capital Annual Net Tax Tax
Value Value Rental Value  Rental Value Base Liability
100,000 60,000 1,800 1,260 1,260 126
150,000 90,000 2,700 1,890 1,890 189
200,000 120,000 3,600 2,520 2,520 252
250,000 150,000 4,500 3,150 3,150 315
300,000 180,000 5,400 3,680 3,680 378

Source: RETA (2015).

APPEALS

A taxpayer has the right to file an appeal (a so-called challenge) of the
assessment of the rental value of a piece of real estate, or a part thereof, within
60 days after the date of notification. A prescribed application form must
be completed and delivered to the RETA directorate responsible for the
area in which the property is located.

Appeal committees consisting of three members examine appeals. A
person may not serve as a member of both the assessment and appeal
committees. Each committee is chaired by an expert who is not and has
not been employed by the tax authority in order to ensure impartiality
(Ayyad 2014). One of the remaining two members must be a representa-
tive of the RETA, and the other must be either an engineer selected by
the Engineers Syndicate or a real estate valuation expert selected by the
Central Bank of Egypt or the Egyptian Financial Supervisory Authority
(Ayyad 2014). The challenger must pay a deposit of EGP 50. This amount,
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which is probably aimed at curbing frivolous appeals, will be refunded if
the challenge is successful.

COLLECTION AND ENFORCEMENT

In 2014, it was reported that tax collection was commencing from 1.5
million property owners (Ayyad 2014). The RETA offices located within
the governorates and districts are responsible for collection. The taxpayer
has the option to pay the amount due as a lump sum or to make payment
in two installments at the end of June and December.

To ensure compliance, the law provides for certain enforcement mea-
sures. Seizure of property, as provided for in the civil law (Law 308 of
1955), can be used to collect the property tax, penalties, and interest. This
enforcement mechanism applies over and above the normal judicial pro-
cesses for civil debt collection. Furthermore, the Public Treasury can
impose a tax lien to recover the tax, penalties, and interest due by virtue
of the law on the constructed real estate subject to the tax, as well as any
rent payable, and on movable property located on the real estate that is
owned by the taxpayer (the owner). Interest can be charged on arrears,
based on the discount rate announced by the Central Bank of Egypt, nor-
mally the prime rate plus 2 percent. If the delay in payment continues, the
law provides legal measures. Fines ranging between EGP 1,000 and EGP
5,000 can be imposed. A penalty equal to double the tax is imposed for
tax evasion.

The Agricultural Land Tax

The agricultural land tax is levied in accordance with the following laws:
Law 53 of 1935, Law 113 0f 1939, Law 370 of 1953, and Law 51 of 1973. These
laws have not been amended since and no reforms are presently under con-
sideration.

THE Tax BAsEe

The tax is levied on all land used for agricultural purposes and land
that can be used for agricultural purposes on the basis of its estimated
annual rental value. The definition includes all rural areas within the ju-
risdiction of governorates.

EXEMPTIONS AND TAX RELIEF
The main exemptions to the agriculture land tax are the following:

» Ownerships of three feddans or less (this implies that most rural
landowners are exempted).

 Agricultural land owned by the government.
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¢ Annexes to agricultural land.
* Endowment land.
 Agricultural land occupied by buildings for housing and utilities.
* Owners whose tax liability does not exceed EGP 4 per year.
The laws also provide for tax relief in the following cases:
¢ Land affected by natural subsidence.

¢ Land that has become unarable because of the presence of public
utilities, poor drainage, floods, depletion of water resources, or
drought.

e Land that has become unarable because of natural causes.
+ Land occupied by buildings connected to public housing.

 Land that has never been cultivated and is deprived of a means of
irrigation or drainage or is in need of serious reparation at
significant cost.

 Land that is no longer suitable for agriculture because of natural
disasters or wars.

¢ Owners whose agricultural land tax liability does not exceed EGP 20
per year.

VALUATION

The rental value of one feddan (0.42 ha or 4,200m?, approximately one
acre) per year is estimated on the basis of the land’s fertility and quality as
determined by the relevant division and valuation committee. This com-
mittee is headed by a representative of the Ministry of Finance and in-
cludes five members (a representative of the Ministry of Agriculture, a
representative of the Mapping Department, the village mayor, and at least
two farmers) (Amin 2010). The valuations must then be approved by the
relevant governor. Approved valuations are published locally in a recog-
nized newspaper. Revaluations are to be conducted every 10 years. How-
ever, until the most recent valuations were undertaken, valuations for the
agricultural land tax dated back to 1989. A revaluation was conducted in
2009 but was not initially adopted by the government. It was expected
that the 2009 valuation would result in an increase in the revenue of this
tax from less than EGP 200 million (in 2009/2010) to more than EGP
1.5 billion (Amin 2010). However, new values have now been implemented
because tax revenues from this tax were expected to increase in 2014
(Azim 2014). According to the Ministry of Finance, the new assessments
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could see tax liability increase from EGP 42 to EGP 300 per feddan
(Azim 2014).

Owners may object to the value determined by the division and valua-
tion committee. There is an appeal committee in each governorate, headed
by the head of the property tax authority at the governorate level. The
committee members are a judge, representatives of the Ministries of
Finance and Housing, and three landowners (who may not be from the
area in question).

THE TAX RATE

The agricultural land tax rate is 14 percent of the feddan’s annual
rental value.

COLLECTION AND ENFORCEMENT

RETA offices located in the governorates and districts collect the taxes.
Owners are expected to make one annual payment, although in practice,
taxpayers often reach a compromise to pay in installments (Amin 2010).
The collection and compliance measures and procedures are the same as
those applied for the real estate tax.

Revenue Potential of Property Taxes

In comparison with other countries in North and Northeast Africa,
Egypt’s 2.5 percent property transfer tax does not seem excessive. Although
the sellers of property incur statutory liability, some, if not all, of the ef-
tective burden may be shifted to buyers.

Given the minimal contribution of recurrent property taxes as a per-
centage of GDP and general taxes (Norregaard 2013), there seems to be
significant room for generating more revenue from these taxes. However,
the current political climate and administrative capacity in Egyptare such
that it would be extremely difficult to increase revenues from either the
real estate tax or the agricultural land tax significantly.

Before the enactment of Real Estate Tax Law 196 of 2008, there were
a variety of laws dealing with real estate taxation in Egypt (Amin 2010).
Although the new law was meant to rationalize and modernize the former
system of real estate taxes, it has been beset by delays since its enactment.
However, it has now been implemented, especially since the amendments
provided by Law 117 of 2014, and has simplified the system to some extent
by applying only one uniform tax rate. According to the law, the tax applies
to all real estate in Egypt, subject to the various exemptions and forms of tax
relief. However, exemptions are extensive, including residential property
with a value of less than EGP 2 million,? although the exemption applies
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to the value of only one property owned by a taxpayer and not to the
cumulative value of all property owned. In addition, the 2014 amend-
ments also exempt hotels and presumably resort properties as well. The
expectation was that the RETA would receive some 22 million property
declarations from owners, but because only 1.5 million tax bills (Ayyad
2014) were sent out in 2014, it appears that only about 6.8 percent of
property owners are presently within the tax net of the real estate tax.

The new law decreases the revaluation period to every five years in-
stead of the previous ten years, which is more in line with international
best practice. However, at the onset of a new valuation cycle, value increases
may not exceed 30 percent for residential and 45 percent for nonresiden-
tial properties. Artificially manipulating assessed values by insisting on a
value ceiling was seen as the appropriate answer in an environment where
a universal and seemingly static 10 percent tax rate applies across the coun-
try. The universal problem of increasing values, especially when a general
revaluation is undertaken, is most commonly addressed by an appropriate
reduction in the tax rate to be applied to the new values. This prevents
windfall revenue gains, but it implies that the tax rate is not fixed in the
legislation.

The new law also decreases the period of appeal of the valuation com-
mittee’s assessments to sixty days instead of six months. However, depend-
ing on the number of objections received, it will be a major task for the
appeal committees to adhere to the new, rather strict time constraints. In-
ternational best practice overwhelmingly provides for a formal objection
(in a valuation tribunal) and, in most cases, a further appeal to a special-
ized court or a high court. The wording of the law implies that there is no
turther right of appeal. The right to go to court and request a review also
seems problematic. Generally, a review entails that where a court agrees
that due process was not followed, the case should be heard again de novo.

The law is not retrospective and thus aims at encouraging taxpayers to
comply with their tax obligations. The RETA started implementation with
a national campaign requiring all owners of real estate to self-declare their
ownership. Failure to declare could result in fines of between EGP 200
and EGP 2,000. The RETA has adopted a policy of targeting primarily
high-value properties, such as offices, business parks, service facilities, and
shopping malls.

A final concern regarding the real estate tax is that, given the signifi-
cant value threshold legislated to appease taxpayers, an estimated 75 to
80 percent of residential properties, as stated by the former minister of
finance (Hany Dimian) in 2015, could be excluded from the tax base
because their assessed values will be less than the threshold of EGP 2 mil-
lion (Ministry of Finance 2015). Because this tax is levied at the national
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level and also considers multiple ownership, it is arguably a wealth tax
rather than a benefit tax.

The current concern about the agricultural land tax is the implemen-
tation of the new valuations after more than 25 years, but without reduc-
ing the 14 percent tax rate. Landowners are unlikely merely to accept an
increase in tax liability that in some instances may exceed 700 percent.

Notes
1. Egypt has a separate law that governs the taxes on amusement centers (Law 24 of

1999).
2. Approximately USD 225,225 in September 2016.
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Equatorial Guinea

BERNARD TAYOH AND RIEL FRANZSEN

quatorial Guinea, officially the Republic of Equatorial Guinea, is located

in west central Africa on the Bight of Biafra between Cameroon and
Gabon. The country has an area of only 28,051 km? (World Bank 2014). The
landmass consists of two parts: a continental region (Rio Muni) and an
insular region comprising Annobon Island and Bioko Island, where the cap-
ital, Malabo, is situated. The country was formerly the colony of Spanish
Guinea and acquired its present name after gaining independence in 1968.
The country’s official language, as specified in the constitution, is Spanish.
However, French is also an official language. The total population is about
850,000 (United Nations 2015), of which about 145,000 live in Malabo (CIA
2016). Approximately 40 percent of the population is urban (United Nations
2014), and more than 70 percent of the urban population lives in slums.

The estimated GDP per capita in 2015 was USD 14,440 (World Bank
2016b). This high per capita figure is largely attributable to vast offshore
oil reserves discovered in the mid-1990s. The oil and gas industry is the
engine of growth and accounts for approximately 86 percent of GDP.
However, national poverty estimates suggest that three-fourths of the
population is living below the national poverty line of USD 2.00 per
day, which is rather ironic for an African country classified as a high-
income country in 2015. In 2016 the country was classified as an upper-
middle-income country (World Bank 2016a).
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In 1959, the Spanish Territory of Gulf of Guinea (previously Spanish
Guinea) was established, with status similar to that of the provinces of
metropolitan Spain. As the Spanish Equatorial Region, it was ruled by a
governor general who exercised both military and civilian powers. On
August 11, 1968, Equatorial Guineans voted for independence in a popu-
lar referendum, ushering in a new constitution that provided for a gov-
ernment with a General Assembly and a Supreme Court with judges ap-
pointed by the president. The regime of Francisco Macias, the first
president, was characterized by abandonment of all government func-
tions except internal security, which was accomplished and maintained by
terror that led to the death or exile of about one-third of the country’s
population. As a result, the country’s infrastructure, including the elec-
tricity network, water, roads, transportation, and health, fell into ruin.
Macias was ousted by a coup d’état on August 3, 1979, and with the assis-
tance of the United Nations Commission on Human Rights, a new con-
stitution was drafted and then ratified by a popular vote on August 15,
1982. The 1982 constitution was replaced by a new constitution approved
by a national referendum on November 17, 1991. It was amended in Janu-
ary 1995 and again in November 2011. The present constitution is offi-
cially referred to as the “January 1995 Constitution.”

Business Climate and Economy

Although business laws promote a liberalized economy, the business cli-
mate of the country remains difficult. The laws are applied in a highly
selective manner. Corruption among officials is widespread, and many
business transactions are concluded secretly. There is little diversified in-
dustry apart from the oil and gas in the country, and despite the govern-
ment’s move to expand the role of free enterprise and promote foreign
investment, success in creating an atmosphere conducive to investor in-
terest has been limited (Tayoh 2014).

The discovery and exploitation of large oil and gas reserves have con-
tributed to dramatic economic growth over the past decade, and the present
economy is heavily dominated by hydrocarbon production. Forestry and
farming are minor components of GDP. Subsistence farming remains the
dominant form of livelihood.

Government

Equatorial Guinea has a unitary semipresidential government in which the
president is head of state and head of the executive. The country is divided
into two regions, seven provinces (Annobon, Bioko Norte, Bioko Sur,
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Centro Sur, Kie-Ntem, Litoral, and Wele-Nzas), and eighteen districts.!
The country is further divided into thirty municipalities and around one
thousand village councils and residents’ associations.

The legal system is a mix of civil and customary law. Tribal laws and
customs are applied in the courts if they do not conflict with national
laws. However, the current judicial system mostly applies customary
law and is a combination of traditional, civil, and military justice (Tayoh
2014).

The 1995 constitution provides for the existence of various levels of “lo-
cal collectivities, which are autonomous legal entities.” The constitution
stipulates that local collectivities are charged with the direction and ad-
ministration of regions, provinces, districts, and communes. The local col-
lectivities are responsible for the economic and social development of their
own areas in accordance with guidelines laid down by the law (Tayoh 2014).

Local-Government Finances

The property tax is the most important tax and source of revenue for mu-
nicipalities. However, collection of this tax is problematic, particularly
for smaller municipalities. The main challenges include lack of data and
information on taxable properties, poor staff capacity, fraudulent declara-
tions, and lack of enforcement mechanisms at the local level.

The central government collects property taxes for Malabo and Bata
and distributes the tax revenue, plus government subventions to cover
operating and capital costs, to the 30 municipalities via the state budget.
Another important source of local-government revenue is the tax on indi-
viduals (poll tax), but again there are serious enforcement challenges arising
from lack of necessary data on population dynamics and lack of capacity,
among other issues.

Land Tenure

In principle, all land in Equatorial Guinea belongs to the state, which can
decide to allocate parcels to individuals as it deems appropriate. However,
the state recognizes land ownership rights held by individuals provided
the land is put to productive use, whether for agriculture or otherwise
(Tayoh 2014).

Customary Tenure

In rural areas, land generally belongs to families and is handed down from
generation to generation. Rights belong to the family as a whole, and no
individual has property rights over such land. Property rights to land be-
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ing used for agricultural purposes in rural areas are specifically guaran-
teed and protected by Article 29 of the 1995 constitution.

Private Ownership

Under Equatorial Guinea law, an individual or entity can obtain owner-
ship rights to land through registration of his or its interest as private prop-
erty. Decree-Law 05 of 1987 guarantees private ownership of rural land
to property grantees. This decree-law provides that a buyer may become
the owner of abandoned land by registering his interest and paying
10 percent of the land price to the government of Equatorial Guinea. This
is done through the principle of mise en valeur, which accords ownership
rights to those who intensively develop a parcel of land. The buyer is re-
quired to carry out a five-year plan for cultivation or construction and may
not sell the land to a third person within this period. If these conditions
are not fulfilled, the land is returned to the state, which then distributes
the land to villages. In addition, individuals may apply for and obtain land
from the government through a gré¢ 4 gré agreement.? The land must be
developed within a period of five years, or the state will confiscate it. Be-
sides these, there are no other available data on land legislation. The clos-
est land-related legislation is the short forest Decree-Law No. 14/1981 (of
September 29, 1981), which recognizes and guarantees ownership rights
over land obtained before 1975. The main objective of this decree is to es-
tablish and guarantee customary land rights.

Land Registration

Land held as freehold must be registered in the national land register in
order to establish irrevocable ownership. Registration in the land registry
is the final stage of a process that also involves assessment by inspectors
and engineers of the Cadastral Department. Land registration is a com-
plex, lengthy, and costly process. Government regulations require the
landowner to pay a registration charge of 1.5 percent of the property value.
In practice, however, the actual rate is usually between 18 and 25 percent.
Each province of the country is supposed to have a land registry, but in
practice, only the registries in Malabo and Bata are functional. No precise
information on the number or percentage of registered lands is available,
but the Directorate of Taxes estimates the level at less than 1 percent.
Most registered properties are in Malabo and Bata (Tayoh 2014).

Tax Administration

All tax-related matters, including assessment, exemptions, mode of col-
lection, and enforcement, are embodied in the General Tax Code 2005,
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promulgated by Law No. 04/2004 (of October 28, 2004) as revised in
2012 (hereinafter “Tax Code”), which sets out the main principles and
regulations of the overall tax system.’ The Tax Code vests authority for
carrying out all tax-related operations in the Directorate of Taxes and
Collections of the Ministry of Finance and Budget (MFB), which has
offices stationed in each province of the country. Overall, the revenue
administration is under the MFB, and its officials are charged with the as-
sessment, collection, and enforcement of all taxes contained in the tax
code. It is clearly observable, however, that the tax administration lacks
capacity and is fragmented administratively, and that many of its officials
lack adequate knowledge of the provisions of the Tax Code.

Taxes are a relatively minor component of government revenue, which
is heavily dominated by royalties, profit sharing, and bonuses from the oil
and gas sector (93 percent in 2010). In 2010, the value-added tax (with a
standard rate of 15 percent) generated only about 0.6 percent of GDP. Al-
though no disaggregated statistics were available for contributions from
property-related taxes in 2010, they are thought to be insignificant com-
pared with the large role for hydrocarbons but may make a significant
contribution to local revenues. In 2012, total taxes constituted only
11.9 percent of GDP (IMF 2016), and property taxes collected by the cen-
tral government constituted 0.03 percent of GDP (IMF 2016).

Property-Related Taxes
The Property Transfer Tax

There is no formal property market in Equatorial Guinea, and most
property transfers are informal. Administrative formalities arise only when
a buyer tries to transfer or ascertain ownership title. A property transfer
tax is levied on the value of property transferred inter vivos; on capital
gains in urban and rural property; and on the sale, lease exchange, or mort-
gage of real estate, among other transactions.

"The state and autonomous bodies of the government are specifically ex-
empt from the tax. Also exempt are nonprofit, educational, and religious
institutions; local governments; transfers of real estate made in favor of
foreign governments for diplomatic use; and transfers exempt under in-
ternational agreements.

The tax is ad valorem and depends on whether the transfer involves
nonresidents. The tax on real property transfers between residents is usu-
ally 5 percent but can range from 1 percent to 9 percent depending on the
nature of the transfer and the amount involved (Article 454 of the Tax
Code). The rate varies from 10 percent to 25 percent on real estate trans-
fers between residents and nonresidents and between nonresidents.
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The Capital Gains Tax

Capital gains derived from the sale of real estate assets are subject to the
capital gains tax. The standard income tax rate (ranging from 0 to
35 percent) applies, except for nonresidents, who are subject to a 25 percent
withholding tax.

The Stamp Duty

Legal instruments and transaction documents, including accounting and
banking documents, rental and other contracts, and the registration of real
property, incur a stamp duty that is assessed on the value declared at the
time a juridical act is concluded. There is no exemption from this require-
ment. The rate varies from 1 percent to 10 percent, depending on the
value of the instrument.*

The Property Tax

In principle, real property must be assessed and registered before any land
tax is determined and collected. In practice, however, these taxes are as-
sessed and collected, most often arbitrarily, by officials of the tax direc-
torate after periodic field visits to unregistered properties, particularly
where such land is being developed. The tax is levied on both urban and
rural land, irrespective of whether the property is developed, if the area is
accessible by a paved road created by the state or a local collectivity.

The Rural Property Tax

The rural property tax is levied on all rural properties and is based on size
and potential income as determined by the tax administration. This is an
annual tax payable in two installments, one every six months. The tax rate
based on the size of the land is XAF 200 per hectare. The tax rates based
on income are those of the corporate and personal income taxes and range
from 0 to 35 percent depending on the amount.

Exempt properties include the following:

 Properties smaller than five hectares.
 Properties owned by the government.

» Properties owned by nonprofit organizations.
 Properties owned by religious institutions.

 Properties owned by representatives of foreign governments on a
reciprocal basis.
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A 50 percent deduction from the fixed rate is allowed for property used
for husbandry and for cultivation of cocoa, coffee, coconuts, foodstuffs,
and palm oil.

The Urban Property Tax

Owners of urban properties are subject to an urban property tax. The
Tax Code defines urban property as “any land with or without buildings
and the buildings built thereon, whenever located in urban areas.” The
tax is levied on actual or potential income from urban property, which is
based on the value of the land and buildings as determined by the tax
administration. The tax is an annual tax payable in two installments, one
every six months. The tax base is 40 percent of the value of the land and
any buildings on it, assessed together. The tax rate is 1 percent of the tax-
able base.

Exemptions

A taxable value threshold exempts property with a taxable base below XAF
1 million, provided that it is the only property of the owner or that the
combined taxable base of all properties of an owner does not exceed that
value. New construction and renovated properties are also exempt for the
first five years. However, the taxpayer is required to file a declaration an-
nually during the exemption period.

Liability for the Urban Property Tax

According to the Tax Code (Article 366), the owner of the property is li-
able for declaring and paying the tax, and if the property is in the posses-
sion of another person, the possessor also becomes liable for making the
declaration. The term possessor as used in this context does not include a
tenant but is limited to a person who, by occupying the property, acquires
some form of real right (including a usufruct) over the property. Accord-
ing to the Tax Code (Article 379), the owner or possessor is obligated to
carry out a preliminary declaration that will be used as a basis for annual
taxation. As changes occur on the property over time, the taxpayer must
inform the tax authorities within 30 days about such changes in the tax-
able base.

Valuation

Officials of the tax directorate carry out assessment and valuation on the
basis of technical specifications furnished by the cadastral department and
the declaration made by the property owner. In practice, the tax is collected
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each subsequent year without taking new developments into account,
except where the property owner formally discloses such changes and the
value thereof to the taxation officials.

Collection

The tax is paid directly at the state treasury of the district or province
where the property is located. There is no specially designated or dedi-
cated land tax or property tax revenue collector.

Enforcement

There is no documented information on overall tax compliance or com-
pliance with property tax payments. However, local government officials
in Malabo noted that payment and collection rates for the property tax
are extremely low, partly because of the low level of land registration and
the lack of capacity in the departments dealing with land registration and
taxation (Jayoh 2014).

Penalties for late payments of the property tax are imposed at a rate of
25 percent of the tax owed. However, in cases other than late payment,
such as incorrect declarations, the penalty is 50 percent of the tax due if
no bad faith is established and 100 percent if the taxpayer made a fraudu-
lent declaration. Given the low level of compliance, it is doubtful that these
severe penalties are enforced in practice. Interest is payable on arrears at
a rate of 10 percent per month.

Appeals

The Tax Code defines taxpayers’ legal rights and, in principle, protects
taxpayers from unreasonable treatment by the tax administration or its of-
ficials. Disputes and complaints from aggrieved taxpayers are to be set-
tled by duly constituted tax boards on factual matters and abuses that arise
in the application of tax standards. A taxpayer who is not satisfied at this
level is entitled to seek redress from a higher-level body, the Central
Economic-Administrative Tribunal, which has the ultimate power to rule
on issues arising from the exercise of regulatory authority and also has ju-
risdiction in the area of taxation.

Prospects for the Property Tax in Equatorial Guinea

Despite Equatorial Guinea’s status as an upper-middle-income country, the
distribution of income is extremely unequal, and the majority of the popu-
lation lives below the poverty line. Because of low oil prices, the govern-
ment may refocus its attention on taxation in general as a source of revenue.
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However, given the challenges with land rights and registration and poor
taxpayer compliance, it is unlikely that the property tax will play a mean-
ingful role in the short to medium term.

Notes

1. Decree-Law No. 2/1980 (of March 1980) regarding the administrative and terri-
torial reorganization of Equatorial Guinea.

2. A gré a gré agreement is a contract where consensus is reached willingly, that is,
without one party dictating the terms.

3. However, although the tax law clearly sets out the rules and regulations for oper-
ating in Equatorial Guinea, the oil and gas sector is excluded from its reach because
there is a separate directorate in the MFB that caters to all oil-related revenues. The
government signs individual production-sharing contracts with the oil and gas com-
panies that contain specific tax and royalty arrangements for each deal. The contents
of these arrangements are not made public, and the tax administration is not involved
in them.

4. Article 454 of the Tax Code.
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Gabon

NARA MONKAM

abon is located on the west coast of Africa, with Equatorial Guinea and

Cameroon on the north, the Republic of Congo (Congo-Brazzaville)
on the east and south, and the Atlantic Ocean on the west. It proclaimed
its independence from France on August 17, 1960. Gabon has an area of
about 267,667 km? and a population of approximately 1.7 million (United
Nations 2015; World Bank 2014). The capital and largest city is Libreville.
Approximately 87 percent of the population lives in urban areas (United
Nations 2014). The two main cities, Libreville (with an estimated 707,000
inhabitants) and Port Gentil, constitute 85 percent of the urban population
and 60 percent of the total population. Gabon is classified as an upper-
middle-income country (World Bank 2016a). The 2015 GDP per capita
was estimated to be USD 8,266 (World Bank 2016b). Because of Gabon’s
offshore oil revenue, this figure is exceptionally high compared with the
average GDP per capita in Africa.

Government

Gabon is divided into four levels of administrative units: nine provinces,
47 départements (divisions), 15 subdivisions or districts, and 50 communes
or municipalities. According to the decentralization process regulated
by the Decentralization Law 15/96 (of June 6, 1996), there are two levels
of local government, defined as “public entities distinct from the central
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government and endowed with legal status and financial autonomy”:
départements and municipalities, whether urban or rural. Urban munici-
palities can be subdivided into several arrondissemnents depending on the
size of the territory and the population density. Rural municipalities are
subdivided into one or more villages, and, in general, a village has a pop-
ulation of at least 100 people.

Both département and municipal councils have the authority to approve
local taxes and user fees within the limits of the central government’s
mandate. The decentralization law also regulates the assignment of ex-
penditure responsibilities, the assignment of revenue, and intergovern-
mental transfers among local governments. Beyond the general provisions
contained in the decentralization law, départements and municipalities are
not yet responsible for providing public services other than civil adminis-
tration, a police force, and solid-waste collection. Furthermore, they remain
heavily financially dependent on the central government and lack sufficient
own-source revenues to ensure autonomy, accountability, and efficient pro-
vision of public services. Allocation of financial resources from the cen-
tral government in the form of income tax refunds, which represent about
half of local governments’ total revenues, is significantly biased toward ru-
ral municipalities even though 87 percent of the population lives in urban
areas, where public services should be focused. The tax revenue allocation
formula is fixed by Ordinance No. 005/81/PR (of March 3, 1981), which
largely favors rural areas (73 percent) to the detriment of urban areas
(27 percent) (World Bank 20006).

Land Tenure

Three government agencies administer land management and land de-
velopment in Gabon: the Service des Domaines within the Ministry of
Finance; the Service du Cadastre within the Urban Planning Ministry;
and the Services de la Conservation Fonciére (or land conservation).
Gabon has a dual land tenure system: a statutory system and a customary
system. All land without a title that has not been registered as individual
private property belongs to the national domain (Law No. 15/63, Article
2; Akomezogho 2006; Monkam 2010). Therefore, it is only through the
state that people can have access to land. All land held under customary
land tenure systems is legally state owned. In other words, the current
land legislation encourages individual private tenure through a formal land
registration procedure and does not recognize communally based land
tenure. However, most land remains in the hands of the indigenous com-
munities in rural areas (local land chiefs, family heads, and village nota-
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bles) and is managed through customary land tenure systems (Wily
2012). Because the population is relatively sparse and mostly urbanized,
land legislation is not a priority of the central government.

The procedures for land registration prescribed in Law No. 15/63 (of
May 8, 1963) are particularly lengthy and cumbersome. According to the
Department of Taxation, there is no strict enforcement of land registra-
tion procedures, and as a result, there is significant illegal occupation of
land. For example, in 2006, between 40,000 and 45,000 parcels of land
were identified in the cadastre, but only about 15,000 land titles were dis-
tributed. The Department of Taxation has proposed reforms that would
eliminate the provisional attribution phase and create an administrative
structure that would consolidate all government services currently involved
in the land registration process (Akomezogho 2006; Bruce 1998; Comby
1995; World Bank 2006).

State-owned land is divided into public and private domains. The state
public domain is composed of the country’s rivers, lakes, roads, railroads,
ports, and bridges. The state private domain includes all land that is not
registered as private property and does not have a title. However, the state
can lease any land in its private domain for a term of 50 years, and the lease
can be renewed for up to 49 years (Bruce 1998).

In Gabon, the property market remains imperfect (Monkam 2010).
Because private individual titles to state land can be granted only through
the land registration process, no legal property market exists for unim-
proved land in Gabon. Additionally, only a small portion of the population
in Gabon goes beyond the first administrative phase in the land registra-
tion process because of the considerable fees and time involved in the various
land registration procedures. This situation frustrates the development
of the property market in Gabon.

Taxation

In 2012, total taxes constituted 15.1 percent of GDP (IMF 2015). At the
national level, the largest part of Gabon’s tax revenues (over 50 percent)
comes from the tax on oil companies and the tax on oil-sector subcontrac-
tors. Other important taxes at the national level include (1) the corporate
income tax on nonoil companies imposed on income and profit at a regu-
lar tax rate of 35 percent and a rate of 20 percent for public institutions,
associations, nonprofit community-based organizations, and property de-
velopment companies licensed for that purpose; (2) the personal income
tax, which has 11 tax brackets with rates ranging from 0 to 50 percent; and
(3) the value-added tax (Monkam 2009).
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Property Transfer Taxes

The tax on property in mortmain (faxe sur les biens de main morte) is an an-
nual tax representing the right of conveyance inter vivos or upon death and
is levied on real property belonging to companies and collectivities. The tax
base is the declared gross value of the real property on January 1 of the
tax year, and the tax rate is 0.25 percent of the tax base. Exempt from the tax
on property in mortmain are general or limited partnerships; public limited
companies with the exclusive purpose of buying and selling real property,
excluding their registered fixed assets; property belonging to public service
companies providing social or medical assistance; and property perma-
nently exempt from the property tax on improved and unimproved property
(GDITC 2007, Articles 334-340). The Finance Act of 2015 reduced the
rates on the sale of immovable property from 15 percent to 6 percent.

Property Taxes

The property tax legislation currently in place in Gabon is based on Law
No. 15/63 (of May 8, 1963), which perpetuated the property tax established
by the colonial system at the end of the 19th century (Comby 1995). In
accordance with the Decentralization Law No. 15/96 (of June 6, 1996) and
the General Direct and Indirect Tax Code (GDITC 2007), local govern-
ments are entitled to levy property taxes and other direct local taxes as
part of their own revenue sources. However, the legislation stipulates that
the tax rate and the tax base of each direct local tax and the administra-
tion of the tax collection are fixed by national law, and local governments
are given no discretion. In particular, the legislation requires the central
government to collect direct local taxes and distribute them in their entirety
to local governments. Direct local taxes include the property tax on im-
proved property, the property tax on unimproved property (vacant land),
business taxes and fees, license fees, and the highway tax. The property
tax on improved property, the property tax on unimproved property, and
the land tax are the three types of property taxes levied in Gabon.

The land tax is a national tax levied and collected by the central govern-
ment. Therefore, under the legislation, there is a dual property tax system:
a value-based system, in which assessment is based on the net annual rental
value, and an area-based system, in which assessment is based on prop-
erty size.

The Property Tax on Developed Property

"The property tax on improved property or developed land (contribution fon-
ciere des propriétés bities) is based on the taxable income, which is equal to
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the annual rental value of the improved property on January 1, less
25 percent for maintenance and repairs (GDI'TC 2007). The tax is levied
on improvements, whether registered or not, such as houses, factories,
shops, and warehouses located in a département or municipality. The prop-
erty tax on improved property is also levied on the plant and machinery
within industrial plants that are an integral part of the building. The owner
is responsible for paying the tax.

Valuation and Assessment

The property tax agent assesses the rental value of improved property an-
nually and communicates the assessment by letter to the taxpayer. The
rental value of improved property is determined by means of a bona fide
lease, a declaration of rental value made by the taxpayer, a comparison with
other premises for which rental values are known, or, in the absence of
these instruments, a direct assessment by the property tax agent.

Objections and Appeals

The GDITC provides that an aggrieved taxpayer can challenge the as-
sessment by writing to the Minister of Economy and Finance before De-
cember 31 of the following year. The minister assigns the matter to the
general director of taxation, who follows the matter up with the property
tax agent. If the tax agent totally or partially rejects the claim, the matter
is referred to the Tax Commission. All claimants who have not received a
ruling from the minister within six months of the date of submission of
the claim can bring the case to the Administrative Court.

Tax Rates

The tax rate on improved property is fixed in legislation and is uniform
across all categories of buildings. The property tax on improved property
is levied and collected by the central government, and all collected reve-
nues are remitted to local governments. The tax rate on improved prop-
erty is set at 25 percent of 75 percent of the rental value.

Exemptions, Rebates, and Deductions

A rebate or reduction may be granted if a house is vacant or a commercial
or industrial establishment becomes inoperative for reasons beyond the
taxpayer’s control and the premises remain idle for at least six consecutive
months. The GDITC also allows for permanent and temporary exemp-
tions. Permanent exemptions include the following:

* Buildings belonging to the state, international organizations,
municipalities, chambers of commerce, and, provided that there is
reciprocity, embassies and consulates.
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« Facilities in seaports and infrastructure related to internal navigation
routes.

o Water or electrical power supply infrastructure belonging to
municipalities.

¢ Buildings used for worship, educational, and sporting purposes.

¢ Buildings belonging to missions or to duly authorized public benefit
organizations and used for humanitarian or social purposes.

¢ Buildings serving rural farms or used for agriculture by farming
cooperatives.

 Residential housing and outbuildings built by taxpayers on state
land if it has been assigned to them under a permit authorizing
occupation at no cost and the buildings are not used in whole or in
part for rental to third parties or to operate businesses subject to the
business tax or license fees.

Temporary exemptions from the tax are granted for new construction, re-
furbishment, and additions for three years, starting on January 1 of the
year after completion. The exemption period is five years for industrial fa-
cilities and for buildings used for housing unless the buildings are offered
for lease or are used as vacation homes.

Billing, Collection, and Enforcement

Pursuant to the GDITC, the general director of taxation, on the first of
each month, issues a list of all taxpayers in a certain area (a taxpayer roll)
and transfers the property tax bill notifications to the tax officials in charge
of revenue collection. The tax officials make the necessary arrangements
to notify taxpayers of their tax liability. The GDITC stipulates that no
taxpayer may use the excuse of not receiving the tax bill at the appropri-
ate time to defer payment or claim a reduction or waiver of fines and pen-
alties. The legislation also allows for a one-time payment during the year
of the property tax liability, regardless of its amount. The legislation al-
lows the following enforcement measures against potential tax evaders:

 Interest on arrears equal to 10 percent of the tax liability can be
charged when a tax payment has not been received by the last day
of the second month following the month when the taxpayer roll
and the corresponding property tax bill notifications were emitted.
Subsequently, a 1 percent increase will be applied each month the tax
liability is not paid,

» Property can be seized and sold at a public auction.
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The Property Tax on Undeveloped Property
The Tax Base

The tax on unimproved property or undeveloped land (contribution fonci-
ere des propriétés non bities) is levied annually on all types of unimproved
property. The owner is responsible for payment of the tax. Individuals or
businesses holding a property deed or a temporary or permanent occu-
pancy title and occupying the property in their own right are considered
owners of the relevant property (GDITC 2007).

Valuation and Assessment

In urban areas, the value of unimproved property is the market value on
January 1 of the tax year and is determined by means of comparable sales or
comparison with similar properties in the area whose market values have
been recorded. In rural areas, the market value of unimproved property is
fixed per hectare on an annual basis pursuant to Decree No. 57/460 (of
April 4, 1957) according to the type of agricultural activity, as described
in table 12.1. In both urban and rural areas, the property tax agent assesses
the market value of unimproved property every year. The administration of
the property tax on undeveloped property and the objection and appeal pro-
cess are similar to those enacted for the property tax on improved property.

Tax Rates

The tax rate on unimproved property is set in the legislation at 25 percent
of 80 percent of the rental value. The central government levies and col-
lects the property tax on unimproved property, and local authorities are
entitled to 100 percent of the revenues.

Table 12.1 Fixed Market Value of Unimproved Property in Rural Areas

Fixed Market Value
per Hectare

Type of Agricultural Activity (in XAF)'

Cultivated land producing coffee, palm oil, and rubber 600

Other agricultural activities 250

Second-category land with adjoining factories to process 150
agricultural products

Idle land 150

Land used for livestock farming 150

Source: GDITC (2007).
' On January 21, 2014, USD 1.00=XAF 460.00.
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Exemptions, Rebates, and Deductions

"The tax on unimproved property is subject to a variety of exemptions. Per-
manently exempted properties include streets, public places, roads, and
rivers; property belonging to the state, international organizations, mu-
nicipalities, chambers of commerce, and, provided there is reciprocity, em-
bassies and consulates; land on which buildings have been erected and a
certain portion of the land surrounding these buildings; land belonging
to missions or duly authorized groups and used for educational, sporting,
humanitarian, or social purposes; land with a surface area of less than five
hectares within a radius of twenty-five kilometers of urban developments
that is used exclusively for market gardening; and quarry and mine sites.
Temporarily exempted properties include land outside urban centers that
is used for livestock farming or land that has been cleared, ploughed, and
sowed. Depending on the use of this land, the exemption period ranges
from three to five years.

The Land Tax
The Tax Base

The land tax (taxe sur les terrains) is levied on building lots, building
grounds, and unused land. The assessment of the tax is based on the size
of the property, that is, square meters or hectares of land (an area-based
system). The land tax on undeveloped building lots includes all land within
the boundaries of urban centers. Building grounds include all land
within the boundaries of urban centers that surrounds buildings subject
to the tax on improved property. The tax code defines unused land as any
land outside the boundaries of urban centers that has not been developed
or improved during the five years preceding January 1 of the taxable year.
Persons or businesses holding a property deed or a temporary or perma-
nent occupancy title, license holders, and individuals with a usufruct

right to land are liable for the land tax (GDITC 2007).

Valuation and Assessment

In urban areas, the land tax is based on the surface area in square meters
of the property. In rural areas, the taxable base is assessed according to
the size of the land in hectares. The legislation requires that before March 1
of each year, owners of land in rural areas must send tax officials a state-
ment including the date when the individual land title was issued and the
surface area of unused land.
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Table 12.2 Land Tax Rates

First-class urban land XAF 200 per m?
Second-class urban land XAF 40 per m?
Rural land XAF 1,000 per hectare

Source: GDITC (2007), Chapter 2, Annex.

Tax Rates

Differential tax rates are applied to urban and rural land. Land in urban
areas is further subject to differential tax rates for different property cat-
egories. Tax rates for the various land categories are shown in table 12.2.

Exemptions, Rebates, and Deductions
The tax legislation provides for a variety of exemptions from the land tax.
Permanently exempted properties include the following:

 Land subject to provisional grants.

+ Land exempt from the property tax on unimproved property.

 Land used for commercial and industrial purposes, such as project
sites, warehouses, and similar facilities.

o Land in urban areas with a surface area of no more than 4,000 m?.
Temporary exemptions are available for the following property categories:

» Land temporarily exempt from the property tax on unimproved
property.
 Urban land on which construction is prohibited.

¢ Acquired urban land for two years after acquisition on condition that
the purchaser has expressly communicated the intention to build
on the land to the tax administration before December 31 of the
acquisition year.

The requirements of the tax legislation regarding objections and appeals
and all aspects of property tax administration, including billing, collec-
tion, and enforcement, are similar across all national and local taxes.

The Property Tax System as Practiced in Gabon

Although comprehensive property tax legislation has been enacted, imple-
mentation of the provisions of the law remains a major problem. In ac-
cordance with the Decentralization Law No. 15/96, local governments can
impose only two types of property taxes: the tax on improved property



202 / PART II: COUNTRY REVIEWS

and the tax on unimproved property. Furthermore, property tax rates and
bases are set by law, and local governments have no discretion. In addi-
tion, property tax revenues are collected by the national government and
then passed on to local authorities.

Critical shortcomings persist in the fiscal decentralization process. De-
spite the general provisions in the decentralization law, municipalities are
heavily dependent on central-government transfers. Although fiscal decen-
tralization is demonstrated through guaranteed revenue transfers from the
national government, the devolution of taxing authority would undoubt-
edly confer greater autonomy and accountability on local governments.

Despite rather detailed laws, property taxes as stipulated by the law have
notyet been implemented. In practice, there is an area-based system. Spe-
cifically, two variants of property taxes called redevances domaniales or
land taxes are being used. The first type of redevance domaniale is based
on the assessed rate per square meter multiplied by the size of the unim-
proved land parcel. The second type of redevance domaniale is based on
the assessed rate per square meter multiplied by the size of the improved
land parcel. Both taxes are collected by the national government and
distributed to local governments (Akomezogho 2006). The revenue from
these two taxes is negligible. Various factors have contributed not only to
the low level of tax revenues but also to the delay in the implementation
of the property tax legislation as set forth in the Decentralization Law
No. 15/96.

First, there is a lack of political will and bureaucratic support for such
a change. This can be explained by a strong desire to maintain central-
ized power in order to prevent opposition groups from using decentral-
ization to strengthen their power base. Additionally, because of the amount
of discretion granted to government officials, tax evasion is rampant among
government officials and influential taxpayers who own a large share of
improved and unimproved property. Another factor is the central govern-
ment’s hesitation to impose additional taxes on an already heavily bur-
dened and impoverished population.

Second, in 2008, Gabon’s offshore oil production accounted for ap-
proximately 43 percent of GDP, 65 percent of the national budget, and
81 percent of exports (IMF 2008). Because the oil sector represents such
a large share of total government revenues and has remained the main
driving force of the economy, the central government has tended to over-
look the negligible receipts from property taxes and therefore has put less
emphasis on implementation of the decentralization law. Third, coverage
of the land tax is poor because of problems with property discovery due to
the lack of strict enforcement of land registration procedures. As a result,
there is significant illegal occupation of land. Finally, resources allocated to
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the development of a broader and comprehensive fiscal cadastre are inade-
quate. The cadastre administration is characterized by insufficiently quali-
fied staft, the inefficiency of manual systems used to systematically identify
properties, and the lack of proper tax maps, aerial photography, vehicles for
field surveys, and computers for data management.

The current local finance system can be characterized as follows:

¢ The local-government tax revenue structure is composed of locally
levied taxes and shared taxes. Locally levied taxes include those on
hotel accommodation, nightclubs, taxis, pleasure boats, car-wash
facilities, movie theaters, and special events.

¢ The shared tax revenues are those collected by the central government
and distributed to local governments. They include the property tax
on improved property and the property tax on unimproved property,
the taxes based on land area, business taxes, license fees, the highway
tax, and the municipal tax on fuels.

The Importance of Property Taxes as a Revenue Source

"The largest portion of local-government revenue is transfers from the state
budget. There are two primary sources of these transfers: income tax
refunds, constituting approximately 95 percent of transfers and about
43 percent of local-government total revenues; and annual subsidies, which
represent about 33 percent of municipalities’ annual revenues. As a result,
local taxes that are collected entirely by the central government on behalf
of the local governments do not constitute an important own source of
revenue. Business taxes, in particular, are the largest source of local tax
revenues. Property tax revenues are a negligible portion of local tax reve-
nues because of the small number of registered titles. In general, revenues
from local fees and licenses are lower than those from local taxes, although
the number of fees and licenses imposed by city councils in the largest
municipalities has been increasing.

Table 12.3 shows the total revenues for Libreville, Gabon’s largest city.
Unfortunately, the figures reported do not distinguish the different types
of local tax revenues collected by the central government and refunded to
local governments. As can be seen in table 12.3, total tax revenues decreased
between 2003 and 2005. This decline can be attributed primarily to a de-
crease in local tax revenues collected entirely by the state on behalf of
local governments, which represented, on average, 53 percent of Libre-
ville’s total tax revenue and 34 percent of total revenue between 2001 and
2005. Since business taxes are the largest source of local tax revenues in
Gabon, they obviously drive these numbers and thereby confirm that only
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Table 12.3 Total Revenues in the Commune of Libreville, 2001-2005

2001 2002 2003 2004 2005
(XAF (XAF (XAF (XAF (XAF
Local Taxes and Fees Millions) Millions) Millions) Millions) Millions)
Taxes collected by the 2,258.4 2,178.8 2,095.3 2,255.9 2,197.5
communes'
Taxes collected by the 4,315.6 5,260.1 3,780.6 3,2325 3,558.9
state on behalf of the
communes?
Local fees and licenses 1,331.5 1,011.9 1,349.6 1,811.9 1,308.1
Total tax revenues (A) 7,905.4 8,450.9 7,225.5 7,300.3 7,064.6
Subsidies 4,100.8 3,600.0 3,607.2 4,099.6 3,619.3
Provision of services 220.7 173.6 177.3 186.3 269.3
Sundry revenues 78.5 7.7 1389 44.4 42.6
Past revenues 158.0 116.8 120.5 88.8 87.8
Total revenues (B) 12,4635 124189 11,2694 11,7194 11,083.6
% of local taxes collected 55 62 52 44 50
by the state in (A)
% of local taxes collected 35 42 34 28 32
by the state in (B)
% of local taxes in total 63 68 64 62 64
revenues

Source: Yebe (2007).

' Local taxes collected by the communes include taxes applied to various activities, such
as hotel accommodations, nightclubs, taxis, pleasure boats, car washing, movie theaters,
and special events.

2 Local taxes recovered entirely by the state on behalf of the Commune of Libreville
include business taxes (contributions des patentes), license fees (contribution des licences),
the highway tax (taxe vicinale), the municipal tax on fuels, and property taxes (redevances
domaniales).

a small portion of local tax revenues is derived from property taxes. Ad-
ditionally, local taxes collected by Libreville constituted, on average, ap-
proximately 19 percent of its total revenues during this period. In other
words, refunds from the central government (taxes collected by the state
on behalf of the commune and then returned to the commune) accounted
for nearly two-thirds of total revenues in Libreville. In this context, the
restrictions and limitations imposed on Libreville and all local govern-
ments are twofold. First, their especially weak taxing authority restricts
their ability to collect their own revenue. As stated previously, the rates
and bases of property taxes and other direct local taxes (shared taxes) that
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local governments are entitled to use as part of their own revenue sources
are dictated and fixed by law. In addition, these local taxes are collected
entirely at the national level and then are distributed to local governments.
Second, transfers from the state and poor tax administration deter local
governments in their efforts to efficiently improve the mobilization of the
few locally levied taxes, licenses, and fees they have the power to collect.

For the most part, Gabon’s heavy dependence on oil production and
the nonapplication of the decentralization law because of a lack of politi-
cal will account for the fact that the property tax is not used optimally as
an important own source of revenue for local governments. Development
of the property tax system in urban areas is in an embryonic stage, but
taxation of rural properties as provided for in the law is still quite imprac-
tical. In short, the property tax is not an important own source of revenue
in Gabon. Transfers from the central government in the form of income
tax refunds and subsidies remain the most important source of revenue for
départements and municipalities.
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The Gambia

WILLIAM MCcCLUSKEY AND SAMUEL JIBAO

he Gambia is a very small country, with a total area of only 11,295 km?.

It is surrounded by Senegal to the south, east, and north and has a
coastline of only 80 kilometers on the Atlantic Ocean to the west. The
Gambia is relatively densely populated, with a population of around 2 mil-
lion (United Nations 2015; World Bank 2014), of which 60 percent is ur-
banized (United Nations 2014). The estimated population of the capital
city, Banjul, is 504,000 (CIA 2016). The Gambia is classified as a low-
income country; its per capita GDP was estimated at USD 472 in 2015
(World Bank 2016a, 2016b). After over two centuries of colonial rule under
the British, The Gambia gained internal self-government in 1963 and full
independence in 1965. The Gambia and neighboring Senegal entered into a
loose confederation called Senegambia in 1982, but it was terminated in
1989 when The Gambia refused to move closer to a more formal union.

Government

The Republic of The Gambia is a multiparty democracy; the 1997 constitu-
tion provides for a unicameral legislature. For administrative purposes, The
Gambia is divided into eight local-government areas: Banjul City Coun-
cil, Basse Area Council, Brikama Area Council, Janjanbureh Area Council,
Kanifing Municipal Council, Kerewan Area Council, Kuntaur Area
Council, and Mansakonko Area Council. The local-government areas
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are subdivided into 35 districts administered by local chiefs, and the dis-
tricts are further subdivided into wards. Municipal statutory functions
and responsibilities include solid-waste management, sanitation and clean-
ing services, street maintenance, water supply, municipal investment for
new infrastructure, and operation and maintenance of public infrastruc-
ture and services. The Local Government Finance and Audit Act of 2004
states that the revenue and funds of a council consist of the following:

» Rates (which include the property tax) imposed by the council.
 Licenses, permits, dues, charges, fees, and royalties.

* Receipts derived from any public utility concern or any service or
undertaking belonging to or maintained by a council.

» Rents derived from leasing any building or land belonging to a
council.

 Project funds, donations, and grants other than those from general
revenue.

"This act further states that with presidential approval, each council is en-
titled to a general grant that shall not exceed 10 percent of the capital
budget.

The three main revenue sources available to councils are property rates
(including flat rates), licenses, and market fees. Table 13.1 shows the rev-
enue sources of the three largest councils for the financial year 2014. In
The Gambia, councils cover almost 100 percent of the cost of their ser-
vices from their own-source revenues. The central government rarely gives
grants and subventions to councils.

Table 13.1 Main Revenue Sources of Councils, 2014

Banjul Brikama Kanifing

Administration 1,790,758 124,289 2,389,607
Licenses 22,014,100 17,092,525 33,729,383
Market fees 9,986,172 23,322,878 32,311,655
Rates 10,901,850 15,423,617 45,442,814
Miscellaneous 1,168,150 0 2,897,091
Total 45,861,030 55,963,309 116,770,550
Rates as a percentage 238 27.6 389

of total revenue

Source: Annual reports of the councils (2014).
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Land Tenure

The key land-related laws are the State Lands Act 1991, the Mortgages Act
1992, and the Land (Registration of Deeds) Act 1991. The State Lands Act,
passed in May 1991, provides for the administration of land under a uni-
tary title system in designated areas. Section 4 of the act states that all land
in Banjul and Kombo Saint Mary shall be vested in the state and regarded
as state land except land held in fee simple (freehold land or land that was
acquired during the colonial era). The State Lands Act specifies the con-
ditions under which a lease may be granted for an initial term of 99 years,
with a provision for renewal subject to the payment of land rent and/or
premium and depending on the purpose for which the land is to be used.
Land rent is minimal and is paid yearly.

Section 5(1) of the State Lands Act empowers the secretary of state for
local government and lands to declare any land in the provinces as state
land. This is a gray area of the law because some provincial lands are cus-
tomary lands. The owners of customary lands, locally known as kabilos,
have acquired these lands over the years by farming, or certain families in
the local communities have traditionally used these lands for genera-
tions. The Gambia is far from having a comprehensive land and property
registration system that includes all real property. A major problem is the
fragmentation of information on the transfer of property between the
eight councils and the Department of Lands and Surveys (DL&S), which
prevents a holistic view of ownership and property use patterns across
the country. At present, the DL&S is responsible for the registration of
leasehold parcels and the determination of the leasehold land rent. Each
council is responsible for registering transfers of freehold property. This
in effect creates nine separate property registration systems.

Taxation

Since 2004, the tax system and its administration in The Gambia have
undergone fundamental reform aimed at strengthening revenue mobili-
zation and tax administration because of the inefficiencies of the previous
system. The Gambia Revenue Authority (GRA) became operational in
2004 with the primary objective of administering, assessing, and collecting
revenue. It administers the following national taxes and duties: the personal
income tax; the environment tax on individuals; the corporate income tax;
the capital gains tax; the payroll tax; the domestic sales tax; the entertain-
ment tax; the national education tax; pools betting, casino, gaming, and
machine licenses; business registrations; stamp duties; rents of state
land; and survey fees. The personal and corporate income taxes and the
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domestic sales tax account for the vast majority of the total tax revenue.
In 2012, total tax revenue accounted for 14.5 percent of GDP (IMF 2015),
whereas in 2008, property taxes (as defined by the International Mone-
tary Fund) accounted for 0.53 percent of GDP (IMF 2016).

Property-Related Taxes

Property-related taxes include the capital gains tax (CGT) and stamp du-
ties. In 2006, these accounted for 2.3 percent and 1.5 percent of total tax
revenue, respectively (Estimates of Revenue and Expenditure 2007). The
CGT is assessed on either 5 percent of the declared sale price or 15 percent
of the capital gain, whichever is higher. The GRA is responsible for polic-
ing the CGT, but there appears to be general acceptance of declared fig-
ures and little quality control. In March 2015, the GRA was also given the
responsibility to collect all local taxes, fees, and charges, including prop-
erty rates (the recurrent property tax).

The Property Tax

The primary laws relating to property taxation in The Gambia are four
acts of Parliament: the General Rate Act (Act No. 9 of 1992); the Local
Government Act 2002; the Local Government Finance and Audit Act
2004; and the Local Government (Amendment) Act 2004. A recurrent
property tax, called “rates,” is levied at the local-government level and is
collected annually. Property rates are governed by the Rating Valuation
Act (Act No. 6 of 1987) and the General Rate Act of 1992. Property rates
are payable by property owners, who are defined as including joint owners,
lessees, tenants for life, any other persons entitled to receive rents, and
agents. The General Rate Act of 1992 provides for the rating authorities,
defined as the Banjul City Council, the Kanifing Municipal Council, and
the respective area councils, to make and levy general rates.

The Tax Base

Property rates are based on the assessable value of the land as determined
by the DL&S. The assessable value is the capital value of the owner’s in-
terest in the property, which is either the freehold interest or a leasehold
interest for 60 years (Article 2 of the Rating Valuation Act 1987). The cap-
ital value is either the market value of the property or, if there is insuffi-
cient evidence to determine the market value, the replacement cost of the
improvements.

The assessable value takes into account the value of the land plus the
value of the buildings according to type, location, and use. Each local
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council decides the percentage of this value to be charged as the local rates.
Property rates or the so-called compound rates are levied on premises that
include

¢ any building together with all lands occupied therewith that is a
distinct or separate holding or tenancy;

¢ any land, whether developed or underdeveloped; and
e any wharf, pier, or ramp.

The General Rate Act of 1992 further defines “building” to include any
house, hut, shed, or roofed enclosure, whether it is used for human habi-
tation or otherwise. Currently, only structures and buildings are assessed
for rates. Land has been excluded largely because most land is state owned,
and only leasehold interests are created in the land. There are, however,
privately owned freehold interests in land that originated in colonial times
and persist today. Even though most land is held under leaseholds with re-
newable rights, it is still possible to include land within the tax base. A
more fundamental question is whether urban land should be included, and
whether there are sufficient resources to value this component.

Exemptions

The General Rate Act provides for exemption of certain categories of
p p g
premises from the payment of compound rates, including the following:

¢ Any mosque, church, chapel, meeting house, or other premises or
any part thereof used exclusively for public religious worship.

¢ Premises certified by the chief education officer as being used
exclusively as educational institutions.

* Premises that are used for recreational, sporting, and cultural
activities.

 Premises certified by the director of health services as being used
exclusively as hospitals, dispensaries, or clinics and not used for
purposes of gain.

 Burial grounds and crematoriums.

+ Premises declared by a resolution of the rating authority with the
approval of the minister to be exempted from payment of the rate.

In addition, Section 21 of the General Rate Act states that “the rating au-
thority may, with the approval of the Minister, if satisfied by any applicant
by evidence on oath that on the ground of poverty it is desirable so to do,
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exempt from payment of rate any premises liable for such payment, or
may reduce the amount for which the premises are liable for such rates.”

Liability for the Property Tax

The liability to pay rates rests with the owner of the property. Under the
General Rate Act, government buildings are also liable for this tax. Sec-
tion 22 states that “subject to section 12, all premises which are the prop-
erty of, or are held or let on lease by, the Government shall be liable for
and subject to the payment of rate in the same manner and degree as prem-
ises and property of or held or let on lease by, private persons, and the rate
due on such premises shall be paid by the Government out of the general
revenue of The Gambia.”

Valuation

"The responsibility for the valuation of property for general assessments and
supplementary assessments primarily rests with the DL&S, although the
private sector can be involved. The DL&S is responsible for overall land
administration in The Gambia, including the registration of leasehold
interests in state land. In addition, the DL&S provides advice to the gov-
ernment on land-related matters and undertakes the valuation of govern-
ment property.

The valuation unit within the DL&S has only three valuers, all of whom
have extensive valuation experience but are not yet professionally qualified,
and two valuation technicians. This staff is clearly insufficient to deliver a
general assessment and would be barely adequate to compile supplementary
assessments for the eight councils. The DL&S should be adequately resourced
to enable it to fulfill its valuation obligations. There are private-sector com-
panies that have historically been involved in compiling general assessments,
but this resource has not been used since 2003. There are no university
programs in The Gambia that could support the provision of graduate valu-
ers, so persons with an interest in property valuation are sponsored to
obtain qualifications overseas, such as in the United Kingdom.

The valuation methodology applied in the 2003 general assessment and
the subsequent 2005 supplementary assessment is depreciated cost. This
is considered appropriate given the lack of transactions to support any
value-based system at that time. As previously noted, only structures and
buildings have been assessed; land has been excluded. The decision to ex-
clude land was premised on the fact that when the first general assessment
was undertaken in 1986, there was confusion over actual boundaries of par-
cels. Land was also excluded in the 1994 and 2003 general assessments.
Currently, there is more certainty about parcel boundaries, particularly
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in urban areas. The systematic registration of leasehold interests by the
DL&S has created more confidence in parcel configurations. In addition,
the aerial photography project undertaken in 2003 has provided a map-
based resource that shows parcel delineations (at 1:1,250), but largely for
the main urban areas. There is an urgent need to update these maps.
The law requires that general assessments be undertaken every five years,
and that supplementary assessments be conducted annually. However, nei-
ther general nor supplementary assessments have been undertaken in accor-
dance with the legislation. A “modern” property rates system was introduced
in the mid-1980s, and the first general assessment was undertaken in 1986,!
followed by a further general assessment in 1994, both compiled by the
DL&S or its predecessor. In 2002-2003, with the assistance of the World
Bank, two private firms conducted a general assessment,? which was imple-
mented in 2003. This project involved the valuation of approximately 20,308
high-value properties within the eight councils.’ For example, Banjul City
Council has approximately 2,500 properties, Brikama Area Council 974, and
Kanifing Area Council 1,857. In 2005, the DL&S undertook a supple-
mentary assessment that valued some 864 properties in Basse, Brikama,
and Kanifing Area Councils. However, because no further supplementary
assessments have been undertaken, significant numbers of properties are ef-
tectively excluded from the valuation rolls. Unfortunately, data on valuation
roll coverage in councils are not available, but evidence suggests that the
number of unvalued properties could well exceed 100,000, and a significant
number of these properties could potentially be liable for property rates.

Appeals

The General Rate Act grants property owners the right to appeal the value
or the rates levied by the authorities. The act states that “any person who
is aggrieved by any rate; or has any material objection to the inclusion or
exclusion of any person in or from, or to the amount charged to any per-
son in any rate; or is aggrieved by any neglect, act, or thing done or omit-
ted by the rating authority, may appeal to the court having jurisdiction in
any rating concerned.”

Assessment

Section 4(2a) of the General Rate Act states that “subject to the provisions of
this Act, the general rate for any rating area shall be a rate at a uniform
amount on the rateable value of each premise in that area.” The councils
charge properties not included on the valuation roll (those that have not
been included in earlier revaluations or have been constructed recently) a
flat rate. A flat rate is effectively a prescribed tax amount that the taxpayer
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has to pay. It is not related directly to the value of the property, although
there can be some differentiation for buildings of different quality. Flat-rate
tariffs vary significantly among councils. For example, the Banjul council
applies a standard tariff of GMD 500 for each property irrespective of type,
use, or quality, but Brikama uses a variable-tariff structure to capture the
“value” of properties. For low-quality housing structures, the rate is GMD
100; for high-quality residences and commercial buildings, it is GMD 2,000.

One problem with the property rating system in The Gambia is that
there is no comprehensive database of real properties outside the existing
paper-based valuation rolls. The digitization of all parcels throughout the
country would provide an invaluable resource for administration of the
property tax. Information on the location and size of each parcel of land
provides the basic framework to develop a property tax system. The DL&S
began a project in 2015 to develop capacity in digital mapping and train-
ing in geographic information systems. This important project could sup-
port the future development of property rates.

Tax Rates

The General Rate Act states that “every rating authority shall have the
power to make and levy general rates,” which implies that each council
can set its own rates. It further states that “the authority has the power to
make such rates as will be sufficient to provide for such part of the total
estimated expenditure to be incurred by the authority during the period
in respect of which the rate is made.” This shows that in principle, rates
are set annually as determined by the budgetary requirements of the coun-
cil. Property tax rates in The Gambia are determined by each council
subject to a maximum threshold rate set by the Ministry of Lands and Re-
gional Government. The minister may, by order published in the Gazette,
authorize these authorities to demand payment of rates in their rating area
in installments at specified times.

The Gambia has set a maximum rate of 5 percent of assessed value, but
in practice, tax rates are much lower. Table 13.2 illustrates the tax rates on

Table 13.2 Tax Rates for 2015

Council Residential (%) Commercial (%)
Banjul 04 0.7
Brikama 04 1.0
Kanifing 0.3 1.5

Source: Data supplied by the councils (2015).
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residential and commercial property for 2015. Tax rates are relatively low,
around 0.4 percent for residential property. In addition, tax rates are
changed only after revaluations, which are infrequent.

Collection

Councils have a valuation list of fixed addresses to which to deliver each
rates notice. As of March 2015, the GRA assumed responsibility for the
collection of property rates. This decision was made largely because of the
relative inability of councils to collect rates. According to Section 8 of
the General Rates Act, when a rating authority makes and levies rates on
any premises, it shall demand payment of such rates by issuing demand
notes that specify the location of the premises for which the demand notes
are issued and the ratable value of the premises. The act also allows pay-
ment of the property rates in installments at specified times.

Enforcement

The General Rates Act provides rating authorities with various mecha-
nisms and procedures to enforce the collection of rates. For example, if
the amount of the rate or any installment is not paid within 30 days of the
due date, the rating authority is supposed to give notice to the owner stat-
ing the amount due and declaring that if payment is not made within 21
days, proceedings will be instituted. The act further states that failure to
pay after 21 days will result in imposition of a penalty. It also mandates
that in the event of default, a court may order

« that the goods and chattels of the taxpayer be seized;
« that the taxpayer’s premises be sold by public auction;

o that the taxpayer be imprisoned for a period not exceeding three
months; and

o that the taxpayer pay costs related to the enforcement to the rating
authority.

The councils and municipal courts are trying to be proactive in enforc-
ing compliance; each council has a debt-collection unit. The Gambia is
traditionally strict on the enforcement of the collection of both subnational
and national taxes because the country is not naturally endowed with min-
erals and thus has to rely heavily on taxation for its budgetary support.
There is a relatively high level of public support for this action. This is to
an extent due to a perception that the government is seen to be fulfilling
its social responsibility as manifested by large-scale infrastructure projects,
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electricity projects, garbage collection, schools, and other facilities pro-
vided for the population.

The legislation should be changed to address the current low level of
compliance and the cumulative level of arrears. Elements of the legisla-
tion, such as the enforcement of payment by delinquent ratepayers, are
rarely applied in practice. The primary enforcement measure is to pursue
the debt through the courts to seize goods and chattels, sell the ratepayer’s
property, and ultimately imprison the defaulter. This approach is both time
consuming and expensive and is infrequently used. The legislation should
be revised in two main ways: First, it should allow the authorities, and in
particular the GRA, to apply alternative enforcement measures, such as (1)
attaching liens to property belonging to the ratepayer; (2) linking payment
of property rates to trade licenses, vehicle licensing taxes, planning permis-
sion, and building permits; and (3) requiring businesses that are apply-
ing for tax holidays and tax incentives to include a tax clearance certificate
demonstrating that property rates have been paid. Second, interest should
be levied on outstanding arrears. It is important that taxpayers be sensitized
to the fact that their rate arrears do not disappear but remain as a debt to the
council. Therefore, the debt should incur penalties and interest.

Property Tax Issues in The Gambia

The recurrent property tax in The Gambia effectively has no revenue
buoyancy because of low property tax rates and almost no growth in the tax
base due to the lack of capacity to undertake supplementary assessments.
Greater buoyancy could be achieved if the administration would focus on
expanding the number of properties on the valuation rolls and review the
low tax rates. Own-source revenue administration in The Gambia is beset
with collection and enforcement problems. As a result, the GRA was given
the responsibility to collect all local revenue sources in 2014. Time will tell
how effective and efficient this administrative change will be.

Property rates are levied on valued properties that are assessed in terms
of their depreciated replacement cost. Properties that are not valued, which
are typically the majority of properties within a local-government juris-
diction, should be charged a flat rate. However, many properties escape
flat rates because of the lack of resources.

Revaluations and supplementary valuations are not undertaken regularly,
largely because of the lack of capacity in the central government, which is
responsible for preparing new valuation rolls. Properties liable to flat rating
have slightly greater coverage, and this system is more easily administered at
the local level. Given the complexities of valuation and the lack of valuers
in the country, a jurisdiction-wide system of flat rating should be considered.
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Property tax rates are generally low and remain fixed for several years.
There is little incentive to increase tax rates because of the low levels of
compliance. Enforcement of delinquent accounts is rare, and as a conse-
quence, noncompliance and concomitant arrears are widespread. One of the
objectives of the GRA is to address the amount of unpaid property rates.

Notes

1. Rating Valuation Act (Act No. 6 of 1987), Chapter 34:01.

2. Bayo Associates and Cityscape Associates (Gambia).

3. Data supplied by the DL&S. Properties that had an estimated value of less than
GMD 300,000 (approximately USD 3,000) were excluded from the general assess-
ment and were liable to flat rates.
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Ghana

SAMUEL JIBAO

hana is located on the west coast of Africa and is bordered by three

French-speaking countries: Cote d’Ivoire to the west, Togo to the east,
and Burkina Faso (formerly Upper Volta) to the north. To the south are
the Gulf of Guinea and the Atlantic Ocean. The area is approximately
239,460 km?, and the estimated population is about 27.4 million (United
Nations 2015; World Bank 2014). Accra is the capital; other major cities
include Cape Coast, Kumasi, Sekondi, Tema, and Temale. The country
gained independence from the British on March 6, 1957. About 54 percent
of the country’s population lives in urban areas (United Nations 2014).
The country’s GDP per capita was estimated at USD 1,370 in 2015 (World
Bank 2016b). Of the GDP in 2008, 28.3 percent was from the agricultural
sector, while 21 percent and 50.7 percent were from the industrial and
services sectors, respectively. Although Ghana is classified as a lower-
middle-income country (World Bank 2016a), about 28.5 percent of Gha-
naian population lives below the income poverty line of USD 1.00 per day.

Government

Ghana is a constitutional presidential republic with two tiers of govern-
ment, central and local. It is divided into 10 regions. As of 2011, the Greater
Accra Region comprised six districts (Dangme West, Ga West, Dangme
East, Ga East, Ledzokuku, and Ga South), two metropolitan areas (Accra
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and Tema), and two municipal areas (Ashaiman and Adental). Each dis-
trict and municipal or metropolitan area is administered by a chief execu-
tive who represents the central government but derives authority from an
assembly headed by a presiding member elected from among the members.
The Local Government Act of 1993 (Act 462) retained the 110 councils,
consisting of 3 metropolitan, 4 municipal, and 103 district assemblies.

Land Tenure

The 1992 Constitution of the Republic of Ghana provides for three cate-
gories of land ownership: public land (state land vested in the president in
trust for the people of Ghana); stool or skin lands (community lands vested
in traditional or other community leaders on behalf of the community);
and private and family lands (owned by families, individuals, and clans in
the community). The laws of Ghana do not allow for freehold land. Non-
Ghanaians can have access to residential, commercial, industrial, or agri-
cultural land from any of the three categories of ownership on a leasehold
basis for up to 50 years, subject to renewal. Ghanaians can legally have
leaseholds from any of the three land ownership categories for a period of
99 years, subject to renewal.

The Land Registry Act 1962 (Act 122) has several deficiencies. Chief
among them is prolific litigation, the common sources of which are the
absence of documentary proof that a person in occupation of land has cer-
tain rights in respect of it; the absence of accurate maps and plans to en-
able identification of parcels and ascertainment of boundaries; and the lack
of prescribed forms to be followed in dealings involving land or interests
in land. Consequently, the government decided to introduce a system of
compulsory land title registration throughout the country through the
Land Title Registration Law 1986. The purpose of land title registration
was twofold: first, to give certainty and facilitate proof of title; and second,
to ensure dealings in land that are safe, simple, and inexpensive to prevent
fraudulent actions against purchasers and mortgagees.

Property-Related Taxes

The Gift Tax and the Estate Duty

A giftis taxed at a rate of 5 percent of a value in excess of GHS 50.! The gift
tax is payable by the donee on the total value of taxable gifts received
by that person as gifts within a year of assessment. It is imposed on the
following assets if they are given as a gift: permanent or temporary build-
ings; land; shares, bonds, and other securities; money, including foreign
currency; and businesses and business assets.
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The estate duty was imposed in Ghana by the Estate Duty Act 1965,
which is almost entirely composed of selected sections from the estate duty
legislation of England. The act imposes a charge on property that passes
on death or is deemed so to pass in certain defined situations.

The Stamp Duty

The stamp duty is intended to pass on to the government a part of the con-
sideration for any transaction involving land. The Internal Revenue Ser-
vice (IRS) is responsible for enforcing the duty, although it can appoint
other persons or institutions to collect the duty on its behalf. For land
transactions, the Land Valuation Board (LVB) is responsible for assessing
and collecting the duty on behalf of the IRS. The stamp duty is based on
the ad valorem value of the transaction or, in the case of conveyance or
transfer on sale of property, “the amount or consideration for the sale.” In
practice, the LVB, in assessing the stamp duty, has interpreted the ad va-
lorem value to mean the open market value of the transaction. The stamp
duty previously was 2 percent of the value of the transaction, but the
Stamp Duty Act of 2005 reduced the duty from 2 percent to 0.5 percent.
However, the stamp duty on the conveyance or transfer on the sale of a
property is 0.25 percent where the property value is less than GHS
10,000. For properties valued between GHS 10,000 and GHS 50,000, the
stamp duty is 0.5 percent, and for properties valued above GHS 50,000, it
is 1 percent.

The Property Tax

Under Articles 245 and 252 of the 1992 Constitution of the Republic of
Ghana and Sections 34(7)—(10) of the Local Government Act of 1993, all
district authorities (DAs) are authorized to receive revenue from three
sources: the District Assemblies Common Fund (DACF), ceded revenue,
and own-source revenue raised through local taxation. District authori-
ties thus enjoy some financial independence, but it is limited. The DACF
is the main source of revenue and provides a constitutionally guaranteed
minimum share of government revenue (no less than 5 percent of national
revenue, increased to 7.5 percent effective January 1, 2008).2 Payment of
all staff working in the district currently under the responsibility of min-
istries is drawn from those ministries’ budgets. Ceded revenue is revenue
from several lesser taxes that the central government has ceded to DAs. It
is collected by the Ghanaian IRS and is transferred to DAs as part of the
IRS’s decentralization program. The six main sources of own-source rev-
enue are property rates, land rentals, fees, licenses, trading services, and
miscellaneous income. Transfers from the government account for about
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67 percent of the revenue income of DAs, and 4 percent is from internally
generated revenue (MLGRD 2010).

During the colonial era up to 1953 and then to 1971, property rating
was confined to only four municipalities: Accra, Cape Coast, Kumasi, and
Sekondi/Takorandi. In 1971, the Local Administration Act (Act 359) ex-
tended valuation for rating purposes throughout the entire country. Since
then, all local-authority areas in Ghana have become valuation areas, but
local revenue generation continues to be a challenge for DAs nationwide
(see table 14.1). The distress is even more profound in the Northern, Volta,
Brong Ahafo, Upper East, and Upper West Regions, as well as the south-
ern rural areas, where poverty levels are exceptionally high, and where
many of the DAs have a limited own-source revenue base (table 14.2). The
weak capacity of local DAs to assess, bill, and collect taxes and the lack of
political will to enforce revenue collection explain the low level of inter-
nally generated revenue.

Despite the low revenue yield, the property tax is increasingly becom-
ing an important source of internal revenue for major DAs, such as the
Accra Metropolitan Assembly (27 percent in 2011), the Kumasi Metro-
politan Assembly (17.0 percent in 2011), the Tema Metropolitan Assembly
(20 percent in 2011), the Bibiani-Anwiaso Bekwai District Assembly
(24.0 percent in 2011) in the Western Region, and the Sekyere East Dis-
trict Assembly (35.0 percent in 2011) in the Ashanti Region. In each of the
DA, there has been some effort to automate, albeit partially, the processes
of property identification, assessment, collection, accounting, monitoring
and auditing, and enforcement.

Table 14.1 Property Taxes and Total Internally Generated Revenue,

2006-2011
Property Tax
Total Internally Percentage of Total
Total Property Generated Internally Generated
Year Tax in Cedis Revenue Revenue
2006 68,607,636,859 319,844,449,435 215
2007 79,602,360,439 424,406,169,624 18.8
2008 11,073,348 39,167,729 28.3
2009 15,616,551 62,520,118 25.0
2010 15,972,989 83,525,949 19.1
2011 19,493,994 114,972,832 17.0

Source: Author’s compilation using Local Government Finance Data.
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Table 14.2 Property Tax Percentage of Total Internally Generated
Revenue by Region, 2006-2011

Local Authority 2006 2007 2008 2009 2010 2011

Ashanti Region 254 224 224 16.0 21.2 20.2

Brong Ahafo 15.9 14.7 14.7 16.7 16.2 18.3
Region

Central Region 19.6 235 323 245 51.0 17.3

Eastern Region 18.0 228 18.8 19.8 194 16.7

Greater Accra 239 18.0 194 413 149 159
Region

Northern Region 13.7 13.2 24.2 10.9 27.7 18.7

Upper East 5.0 3.8 13.1 11.0 22.7 15.8
Region

Upper West 10.4 84 84 9.4 30.7 5.7
Region

Volta Region 12.3 17.3 17.8 16.9 135 8.9

Western Region 23.6 18.2 21.6 19.2 19.7 17.0

Source: Author’s computation using the LGFD project database.

Table 14.1 shows that property tax revenue as a share of internally gen-
erated revenue declined from 21.5 percent in 2006 to 18.8 percent in
2007. It increased to 28.3 percent and 25.0 percent in 2008 and 2009,
respectively, before declining again to 19.1 percent and 17.0 percent in 2010
and 2011, respectively. The increased revenue performance of the property
tax in 2008 and 2009 can be attributed to the improvement in record
keeping and the enhanced collection resulting from the introduction of
information and communication technology.’ However, challenges to
delivery of demand notices and effective enforcement continue to under-
mine optimal property tax revenue generation in the 10 regions.

The Tax Base

In Ghana, the property tax is levied on premises comprising buildings or
structures or similar development. It covers all buildings within a locality
(including buildings owned or occupied by the government and the local
council) except buildings used for charitable purposes, public religious
worship, public hospitals and clinics, public educational purposes, and
cemeteries and crematoriums, as well as buildings used for diplomatic
missions, subject to approval by the ministry responsible for foreign affairs.
Legislation further permits the rating authority to reduce the amount of
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any rate because of the poverty of a person liable. Vacant lands do not
incur the property tax. However, from January 2008, different rates (flat
rates) were assigned to undeveloped plots within the Accra Metropolitan
Area.

Assessment and Valuation

Before independence in 1957, the system of valuation for rating purposes
was based on the number of rooms in a house. It was assumed that each
room had one window; therefore, the municipal council officials would
simply count the number of windows in a house to determine the ratable
value. A house with more windows would have a higher ratable value and
higher rates. Prior to independence, the Municipal Councils’ Ordinance
(Ordinance No. 9 of 1951) was enacted, which altered the basis of valua-
tion to annual rental value. The basis of valuation was changed again (Lo-
cal Government Ordinance 1954) from annual rental value to adjusted
replacement cost, which was retained in the Local Government Act of 1993
(Ayitey, Kuusaana, and Kidido 2013). The ratable value of premises is de-
fined as “the replacement cost of the buildings, structures and other de-
velopments comprising the premises after deducting the amount which it
would cost at the time of valuation to restore the premises to a condition
that would be serviceable as new.” The act provides that the ratable value
should be no more than 50 percent of the replacement cost for owner-
occupied premises and no less than 75 percent of the replacement cost in
other cases. Thus, ratable value in Ghana is simply a percentage of the
replacement cost of premises less depreciation.

Section 43 of the Provisional National Defense Council (PNDC) Law
42 0f 1982 mandates the formation of a land valuation board that is respon-
sible for the valuation of properties throughout the country for rating
purposes. This act, however, allows for the participation of private-sector
valuers under the supervision of public-sector valuers. The Accra Metro-
politan Assembly (AMA) employs the traditional land use zones in deter-
mining the rates. [t is assumed that owners of properties in areas of higher
value, for instance, in first-class residential areas, are high-income earners
and thus have a greater ability to pay. The tax liability for any property is
the product of the ratable value and the corresponding tax rate.

During 1986-1987, the government, with assistance from the World
Bank, initiated a revaluation aimed at supporting and strengthening the
developmental capacities of local governments. A component of this
Local Government Development Project was the revaluation of all ratable
properties within a selected local authority in order to update the valua-
tion roll. Accra was selected for the project, and the Land Valuation Board
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was designated as the implementing agency. Some 71,258 properties were
revalued, with a total ratable value of GHS 4,116 billion, an average value
of 57,769 million. In 2007, 120,339 properties were revalued in the AMA,
with a total ratable value of GHS 38,679 billion, an average ratable value
of GHS 321,419 million (AMA 2007). On average, the ratable value of
properties in the AMA increased by about 456 percent.

The ideal frequency of revaluations for ad valorem assessments is con-
sidered to be every five years; however, because of the high cost (some GHS
30 billion for the last revaluation in the AMA), revaluations are conducted
infrequently. Indexation has been adopted as an interim measure in the
AMA. In 2008, pilot projects using computer-assisted mass appraisal
(CAMA), which is believed to bring a degree of fairness and equity to the
valuation process (Moore 2005), were initiated in the Bibiani-Anwiaso
Bekwai District Assembly, the Sekyere East District Assembly, and the
Kumasi Metropolitan Assembly.

The Local Government Act of 1993 provides that a person aggrieved
by a valuation or rate imposed on his premises by a rating authority may
apply to the Rate Assessment Committee for a review. A taxpayer who is
not satisfied with the decision of the Rate Assessment Committee can ap-
peal to the High Court.

The Ghana Institute of Surveyors licenses professionally qualified
valuers and valuation firms in the country. In 2014, the institute had a
membership of 323 professionally qualified valuers and 39 technicians.
The Department of Land Economy of the Kwane Nkrumah University of
Science and Technology produces on average some 70 graduates in land
economy annually, but not all of these graduates specialize in valuation.
The number of valuers in the public sector is not available. In 2008, there
were about 55 professional valuers in the LVB, a number well below what
is required. This has adversely affected the ability of the LVB to perform
its statutory function. The more proactive DAs have tended to rely on pri-
vate valuers to carry out valuation activities. The AMA, for instance,
hired seven firms in 2008 to undertake valuation projects.

Tax Rates

The Local Government Act of 1993 states in Section 94(1) that “the Dis-
trict Assembly shall be the sole authority for the district and subject to
any special provision in the Act or any other enactment; no other author-
ity other than the Assembly shall, notwithstanding any customary law to
the contrary, have power to make or levy rates in the district.” Section 95
of the act mandates that each district assembly levy sufficient rates to
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meet its estimated expenditures. According to Section 96 of the Local
Government Act, rates are classified as general or specific. Specific rates
are rates levied on specified areas for the purpose of specified projects ap-
proved by the district assemblies, while general rates are rates made and
levied on the whole district for the purpose of developing the district.
Although the assemblies are mandated by law to make and levy rates, Sec-
tion 100 of the Local Government Act of 1993 states that “the Minister may
issue guidelines for the making and levying of rates.” Interviews con-
ducted with senior officials of the Local Government Ministry and the
Accra Municipal Assembly in 2008 indicate that the minister has never
given such guidelines to the assemblies. The property tax is paid by the
owner of the property. Property owners in the AMA paid a yearly rate in
2008 ranging between GHS 8.00 (80,000 old cedis) and GHS 50.00
(500,000 old cedis).

Billing, Collection, and Payment

Section 98 of the Local Government Act of 1993 states that when a rating
authority has given notice of a rate, it shall be the duty of every person
liable to pay the rate to pay the amount to a rate collector or other person
duly appointed or authorized by the district assembly to collect and re-
ceive the rate at the time and place specified by the rating authority. Prop-
erty owners are notified of their liabilities through bills delivered by the
assembly.* At the launch of new property rate bills in Accra in August 2007,
the mayor of Accra revealed that private companies had been contracted
to collect the property rates on behalf of the AMA. It was argued that this
action was in line with the policy of private-sector participation and would
give time for the assembly to restructure its revenue-collection machinery
to improve revenue mobilization. In 2008, 13 revenue offices were opened to
give ratepayers additional payment points in the AMA. However, the AMA
required companies, firms, and large property owners to settle their bills
only at the Finance Office of the AMA (Darison 2011).

Enforcement

Section 106(1) of the Local Government Act mandates that if the amount
of the general or specific rate due on any premises is not paid within 42
days, the district assembly may apply to a court for an order for the sale of
the premises. In principle, enforcement would appear to be straightforward
because the government frequently knows the location of the property
owner and has direct access to the property in case of noncompliance. In
reality, enforcement of this tax is weak in Ghana. This in part reflects poor
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record keeping and weak human resource capacity in most DAs, but it is
widely felt that the primary barriers to enforcement are social and politi-
cal factors.

Property Tax Issues in Ghana

One major problem affecting DAs in Ghana, especially the AMA, is in-
effective governance. The root causes range from the lack of political
will on the part of the assembly to poor institutional networks and col-
laboration, inadequate databases and logistics, poorly motivated staff,
and political interference. The results are inadequate revenue mobiliza-
tion and low institutional and financial capacity of the assemblies. Inad-
equate revenue mobilization, insufficient financial resources, and the
low institutional capacity of DAs, including the AMA, have led to inad-
equate public health facilities, poor road infrastructure, poor service de-
livery, nonenforcement of bylaws and regulations, and poor development
control, which add to negative public attitudes toward the environment
and development.

In most DAs, the valuation of property has been adversely affected by
inadequate data, lack of knowledge of the property market, and a property
market that is not well developed. The way forward would be for the Land
Valuation Board and the DAs to minimize valuation complexity by im-
proving data quality and accessibility and to create a sound property
data system to provide uniformity and clarity of open market value for all
properties. Some DAs, however, are making efforts to introduce informa-
tion technology and CAMA approaches within their property tax admin-
istration. The gains made so far should be consolidated, and lessons learned
should be extended to other assemblies.

Notes

1. Ghana rebased its currency in July 2007. One new GHS is equivalent to 10,000 old
cedis.

2. Apart from the DACF, there are other transfers known as recurrent expenditure
transfers, such as payment of salaries and remunerations of staff of DAs and payments
for the operational and administrative expenses of the administrative structure of the
civil service at the district level.

3. From 2000 to 2009, the AMA implemented a pilot project called the Urban Man-
agement Land Information System in collaboration with the Ministry of Local Gov-
ernment and Rural Development, supported by the Swede Survey AB and Geo-Tech
Systems. The system recorded in digital form information on buildings, parcels, use,
value, ownership, and rates.

4. Timely delivery of bills remains a challenge, and lack of it is undermining prop-
erty tax revenues.
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Kenya

WILLIAM MCCLUSKEY, RIEL FRANZSEN,
AND WASHINGTON OLIMA

he Republic of Kenya is bordered by Tanzania on the south, Uganda

on the west, Southern Sudan and Ethiopia on the north, Somalia on
the east, and the Indian Ocean on the southeast. It gained its indepen-
dence from the United Kingdom in December 1963. The country covers
an area of approximately 582,646 km? and has a population of approxi-
mately 46 million (United Nations 2015). Only about 26 percent of the
population is urbanized (United Nations 2014). The capital city, Nai-
robi, has an estimated population of 3.9 million, and the second-largest
city, Mombasa, has an estimated population of 1.1 million (CIA 2016).
The estimated per capita GDP was USD 1,377 in 2015 (World Bank
2016b).

Government

Kenya is a constitutional republic. There are two levels of government:
the national government and 47 county governments. In 2010, the new
Constitution of the Republic of Kenya (hereinafter “the constitution” or
“the 2010 constitution”) was passed and promulgated. The 2010 constitu-
tion paved the way for a new local-government structure, which became
a reality after the first county-government elections held in March 2013.
In this structure, the 47 county governments cover all of Kenya as a single
subnational level of government.

/228 /
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Before the new county governments came into existence, local author-
ities were constituted under the Local Government Act of 1963 (Chap-
ter 265). There were 175 local authorities: 1 city council, 45 municipal
councils, 62 town councils, and 67 county councils. The Local Government
Act allocated local authorities several public service responsibilities, in-
cluding provision of primary education, public health, cultural and social
facilities, and public markets (World Bank 2012). This act was repealed by
the announcement of the election results in March 2013, and the various
administrative structures were absorbed into the new county governments.
"This reform has placed new responsibilities on new, larger, and potentially
more efficient jurisdictions. County governments are the primary provid-
ers of basic infrastructure, including water, early childhood development,
waste-management facilities, and local roads. It is important to consider
whether they have adequate fiscal powers and the capacity to deploy them.

Land Tenure

When Kenya was founded as a settler colony, large tracts of the most fer-
tile agricultural land were set aside for the exclusive occupation of white
settlers under freehold or leasehold tenure. At independence in 1963, the
newly established government inherited three types of landholding: ur-
ban land, which is government owned and is acquired by individuals under
leases for up to 99 years; farm land held by individuals and companies
through freehold tenure; and trust land, which is not registered under any
individual or group but rather is occupied by the community and governed
by customary land law. In December 2009, the government of Kenya
adopted a National Land Policy with the purpose of resolving the many
land tenure problems in the country.

Several new laws pertaining to the administration of land were passed
in 2012, including the National Land Commission Act, the Land Regis-
tration Act, and the Land Act. Under the new laws, land has been reclas-
sified into (1) public land; (2) private land; and (3) community land. Public
land is mainly land that is occupied by the state, including land that has
been transferred to the state, unalienated land, and land for which no heir
can be identified. In addition, the following are regarded as public land:
land containing minerals; forests; reserves; national parks; water catchment
areas; seas, lakes, and rivers; land between the high-water mark and the
low-water mark; and any land that has not been classified as private land.
Community land is typically land that has been registered in the name of
a community, any land transferred to a community, and land declared to
be community land by an act of Parliament. Private land includes land that
has been registered and held under freehold tenure, registered leasehold
land, and other land declared private land by an act of Parliament.
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Before passage of the Land Registration Act No. 3 of 2012, land regis-
tration was governed by various acts. These included the Land Titles Act
1908 (Chapter 282); the Government Lands Act 1915 (Chapter 280); the
Registration of Titles Act 1920 (Chapter 281); and the Registered Land
Act 1963 (Chapter 300). The primary objective of the Land Registration Act
of 2012 is to consolidate and rationalize the registration of land titles in
Kenya. The coverage of the cadastre can be described as piecemeal because
no comprehensive national cadastre has yet been developed. At present,
the cadastre is parcel based and contains mainly privately owned (freehold
and leasehold) land parcels because there has been no systematic attempt
to register and map publicly owned lands. In addition, no buildings or
physical improvements are included in the cadastre. As a result, the cadas-
tre has limited capacity to support a property tax.

Taxation

In 2012, total taxes amounted to 15.6 percent of GDP (IMF 2015), while
property taxes, broadly defined to include transfer taxes, amounted to only
0.01 percent of GDP (IMF 2016). According to the 2010 constitution, read
with the County Governments Act of 2012, the 47 county governments
enjoy significant autonomy from control by the national government.
However, at first glance, they have rather limited own-revenue powers.
Section 209 of the constitution states the following:

209. (1) Only the national government may impose—
() income tax;
(0) value-added tax;
(©) customs duties and other duties on import and export
goods; and
(d) excise tax.
(2) An Act of Parliament may authorise the national government
to impose any other tax or duty, except a tax specified in clause (3)
(@) or ().
(3) A county may impose—
(@) property rates;
(b) entertainment taxes; and
(0 any other tax that it is authorised to impose by an Act of
Parliament.
(@) The national and county governments may impose charges
for the services they provide.
(5) The taxation and other revenue-raising powers of a county
shall not be exercised in a way that prejudices national economic
policies, economic activities across county boundaries or the
national mobility of goods, services, capital or labour.
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Although the constitution guarantees “property rates” as a source of
county revenue, the scope of “may impose” is unclear (Franzsen 2013).
Some counties seem to think that it implies that they have control over all
aspects of the property tax, including determining the tax base.

The Kenya Revenue Authority (KRA) in the Ministry of Finance is pri-
marily responsible for tax administration in Kenya. The KRA collects in-
come taxes, the value-added tax, and all other national taxes. Property-related
taxes and fees collected by the KRA include the stamp duty payable on the
transfer of real estate and the annual land rent on leasehold properties.
Although the KRA is charged with the collection of the stamp duty and the
land rent, the Valuation Division within the Ministry of Lands and Physical
Planning (MLPP) conducts the assessment of the amount payable. County-
level taxes in Kenya include land rates (the property tax) and the entertain-
ment tax plus various development approval charges, business fees (called
the “single business permit”), and various user charges.

Property-Related Taxes

Land Rent

Land rent, or ground rent, is chargeable on all property leased from the
government or county authorities. Properly speaking, it is not a tax but a
rent payable for the right to occupy government-owned land. The MLPP
administers land rent. The leaseholder is responsible for paying the tax.
Billing is done annually, and the KRA currently undertakes collection.
No transfer of rights is permitted before payment of the tax and issuance
of a land rent clearance certificate.

The Stamp Duty

The stamp duty or property transfer tax is governed by the Stamp Duty
Act, 2012, Chapter 480. It is payable on transfers, leases, partitions,
exchanges, and acquisition of immovable property. The person who ac-
quires the property pays the tax. The tax is based on the purchase price,
self-declaration, or the market value of the property as determined by
the government valuer (the chief valuer in the MLPP). There is no cen-
tralized database of transactions that could inform whether the declared
price is the full market value. The current tax rates are 4 percent of mar-
ket value for urban properties and 2 percent of market value for rural
properties.

The Capital Gains Tax

Capital gains arising or deemed to arise in Kenya are subject to tax. Pre-
viously suspended provisions dealing with capital gains were brought back
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into operation, and the capital gains tax (CGT) took effect on January 1,
2015. Capital gains are taxed separately from other income at a rate of
5 percent. The CGT is imposed on securities and land transactions.
Disposals of less than 100 acres of agricultural land outside municipal
boundaries are exempt from the CGT.

Immovable property can potentially incur three separate taxes: the re-
current property rates, the stamp duty, and the CGT. The last two are
transaction driven and are collected irregularly. A person who acquires im-
movable property by transfer of ownership can register the new title deed
only if outstanding property rates have been paid. When a property is
transferred, the MLPP assesses the value of the unimproved site, which
incurs the stamp duty and possibly the 5 percent CGT. The taxpayer must
pay all outstanding taxes and fees owed to the county and, after payment
of the stamp duty, receives the ownership title.

The Property Tax

The most important property-related tax in Kenya is the recurrent prop-
erty tax, commonly called “rates” or “land rates,” which the counties levy.
Under Article 209 of the constitution, county governments are explicitly
assigned the power to impose “property rates.” Land value taxation as pres-
ently practiced in Kenya is a result of British colonial administration in
East Africa dating back to the beginning of the 20th century. The property
tax in Kenya was first introduced in 1900 in Mombasa. The basis was an-
nual rental value. In 1901, the annual rental value basis was introduced
in Nairobi. However, because few properties had been developed, unim-
proved site value rating was introduced in 1928 (Gachuru and Olima 1998;
Olima 2005).

Historically, the property tax has been an important source of revenue
for Kenyan local authorities. For example, before independence in 1963,
the city of Nairobi generated 45 percent of its revenue from rates. Revenue
from rates increased slowly between 2008-2009 and 2012-2013 but de-
creased significantly in 2013-2014 and again in 2014-2015, as shown in
table 15.1.

The Tax Base

Until counties came into existence in March 2013, property rates were the
primary own-source revenue for municipalities (cities and larger towns),
town councils (small towns), and county councils (rural authorities) (Fran-
zsen and Olima 2003). The property tax (rates) is still being levied under
the Rating Act 1986 (Chapter 267) read with the Valuation for Rating Act
1984 (Chapter 266). This legislation provides that a rating authority can
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Table 15.2 Property Rating in Kenya Before Local-Government
Reorganization

Number Number Using Number Using
Type of Local of Rating Valuation Area and
Authority Authorities Rating Valuation Rating
Municipalities 36 36 8
Councils 27 24 9
Counties 39 15 10
Total 102 75 27

Source: Franzsen (2013).

use any of the following assessment bases: area rating; agricultural rental
value rating; unimproved land value rating (unimproved site value rating);
or unimproved land value rating plus improvement rating (separate tax
rates for the land and the building components of a property).

Despite the range of tax base options allowed, most cities and towns
opted for unimproved site value as the tax base (Kelly 2000; World Bank
2012). Of the previous 175 local authorities, 102 used some form of prop-
erty rates; 75 used a valuation-based approach and 27 used a combination
of both area and valuation rating. Most municipalities and town councils
relied on valuation rating, while counties opted for a combination of area
and valuation rating. In other words, rates for rural and agricultural prop-
erties were generally based on area rating, while urban property was
primarily rated according to parcel market values. Table 15.2 provides a
breakdown of the property ratings used by the previous local authorities.

Assessment

In Kenya, land is valued for property rates on the basis of its market value
as provided in the Valuation for Rating Act (although the act does give
other valuation options, such as area rating). The basis of valuation of any
land is “the sum which the freehold in possession free from encumbrances
therein might be expected to realize at the time of valuation if offered for
sale on such reasonable terms and conditions as a bona fide seller might be
expected to impose” (Section 8). Section 8(2) defines the value of unim-
proved land as follows: “The value of unimproved land shall . . . be the sum
which the freehold in possession free from encumbrances . . . might be
expected to realize at the time of valuation if offered for sale on such reason-
able terms and conditions as a bona fide seller might be expected to impose,
and if the improvements, if any, thereon, therein or thereunder had not
been made.”
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A major legislative issue is that county governments are continuing to
levy rates in accordance with the existing rating legislation. Kenya’s con-
stitution assigns lawmaking powers to both national and county govern-
ments. The implication of this is that each county can draft its own rating
legislation to permit it to levy property rates. In 2015, the Nairobi City
County prepared a draft valuation and rating bill that was awaiting con-
sideration by the county assembly. Other counties, including Kiambu and
Mombasa, are preparing draft valuation and rating bills. It is clearly not
in the best interests of property rating in Kenya to have 47 separate rat-
ing and valuation laws (Franzsen 2013). Ideally, national framework legis-
lation should be enacted that would deal with matters of uniformity, such
as definitions of ratable owner and ratable property, objections, appeals, en-
forcement, and the national treatment of properties such as those entitled
to exemptions.

Under the Rating Act, the ratable owner is the person liable to pay the
property rates. This person is defined as (1) the owner of the registered free-
hold interest or the tenant for life of a ratable property; (2) the lessee of a
property holding under a registered lease for a definite term of not less than
25 years, a registered lease that is renewable from time to time at the will of
the lessee, or a registered lease that is for an indefinite term or is renewable
indefinitely; or (3) a lessee of public land held under a registered lease.

Exemptions

Exempt properties include the following: places for public religious wor-
ship; cemeteries, crematoriums, and burial or burning grounds; hospitals
or other institutions for the treatment of the sick; educational institutions,
including the residences of students provided directly by educational institu-
tions or forming part of, or ancillary to, educational institutions; charitable
institutions and libraries; outdoor sports facilities; and national parks.
These properties are exempt from rating only as long as they are not used
for profit-making purposes.

Valuation

In Kenya, land is valued on the basis of market value, and assessment of the
property tax is the responsibility of the county government. The county
government then submits the valuation roll to the county assembly, informs
the public that the list is available for inspection purposes, and handles
objections. The valuation roll becomes final when the county certifies it.

Before 1991, valuation rolls were prepared every five years (Syagga 1994).
Since 1991, the legislation has provided for a 10-year cycle. The law also
provides for the preparation of annual supplementary valuation rolls. In
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practice, valuation rolls are not maintained; several of the current rolls date
back to the early 1980s. Supplementary rolls tend to be undertaken in an
ad hoc manner. This inability to prepare revaluations regularly cannot be
attributed to the lack of valuers, because Kenya has a long tradition of edu-
cating and training valuers (Franzsen and Olima 2003). Nevertheless,
counties do not have the resources to maintain and update valuation rolls.
Historically, the previous municipal and city governments were re-
sponsible for preparing valuation rolls, but the responsibility for undertak-
ing valuation for property rates now rests primarily with the counties.
County governments have options for valuation provision. First, if a county
has a valuation department, valuation can be undertaken in-house. Cur-
rently, Nairobi City County, Mombasa, and Nakuru have valuation depart-
ments, although the number of valuers employed is insufficient to undertake
a general revaluation. Second, counties can subcontract valuation to the
private sector, which appears to have sufficient capacity to undertake county
revaluations. Third, the MLPP has a valuation department that county
governments can request to prepare valuation rolls for their areas (Akello
2008; Olima 1999). The MLPP charges a fee of 0.25 percent of the total
value, discounted to 50 percent of that value, to prepare the valuation roll.
A fourth option that could be considered is a partnership between the
MLPP and the private sector. It is difficult to estimate accurately the num-
ber of properties that should be on county valuation rolls, but it is clear that
many parcels are not included. Although comprehensive data on the cur-
rent status of valuation rolls across the country are not available, existing
evidence suggests that valuation rolls are significantly out of date. For ex-
ample, Nairobi City County is using a valuation roll last revalued in 1982;
Machakos, in 1983; and Mombasa, in 1991. The following counties have
more recently valued rolls: Kisumu (2008), Nyeri (2009), and Kiambu (2014).
Overall, though, the legislative requirement that general revaluations be
undertaken every 10 years has never been achieved.

Tax Rates

The Rating Act authorized the former local authorities to set the tax rate
within a given range. The tax rate could be a per-unit rate under area rat-
ing or a value rate under valuation rating. Either tax rate could be deter-
mined uniformly or differentially. Differential rates could be proportional
or based on value, size, or land use. Local authorities could set a value-based
rate of up to 4 percent without obtaining central-government approval,
which was required for tax rates exceeding 4 percent.

Currently, the new counties largely apply uniform area tax rates or
uniform value-based tax rates. Counties that have higher tax rates are
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primarily those that have outdated valuation rolls. Given the static valua-
tions, the Nairobi County Council can increase revenues only by increas-
ing the tax rate. Although there had been some differentiation between
different property use categories in the past, from 1997, a uniform tax rate
was imposed on all property categories. Table 15.3 provides a history of
tax rates from 1982 to 2015 (since the 1982 valuation roll became operative).
The tax rate that was suggested for 2015 in the 2014-2015 Draft County
Finance Bill was 25 percent.

Billing and Collection

County governments can rely on in-house staff, other government depart-
ments, or the private sector for collection. Several of the previous large
municipal councils experimented with contracting out revenue collection
to firms of lawyers, but the results were somewhat disappointing. In addi-
tion, Nairobi City County contracted with the KRA to collect property
rates, but contractual issues led to abandonment of the arrangement.

Counties send payment notices annually that show the assessed value
and the amount of tax that must be paid. In general, collection rates are
disappointingly low, ranging from 5 to 60 percent of the in-year billed
amount. The reasons for the low collection rates are (1) lack of taxpayer
confidence; (2) poor understanding by taxpayers of how the tax is levied,
collected, and enforced and how the revenues are spent; (3) the absence of
enforcement mechanisms; and (4) perhaps most important, the lack of po-
litical will. There are also problems in actually delivering the bills. Where
notices are mailed, it is not uncommon that 50 percent are returned as un-
deliverable. Hand delivery is also widely used.

Bills are normally prepared in December and sent out in early January.
Taxpayers have until March 31 to make payment. After that date, any un-
paid amount incurs a penalty and interest. Normally, payment is made in
one lump sum. Counties have the power to make special arrangements
with large taxpayers for installment payments. In addition to cash payments
made at county offices, payments can be made by electronic transfers
through banks and M-Pesa' and other similar electronic payment systems.
Counties have been struggling to collect property rates and in particular
to force delinquent ratepayers to comply. For example, Nairobi City County
collects, on average, 45 percent of the billed amount; Kiambu County’s col-
lection performance is poor, only 10 percent; and Machakos County is only
marginally better at around 20 percent. Counties generally have amassed
significant arrears over the years. In order to attempt to persuade ratepayers
to deal with their arrears, counties typically give waivers of interest on ar-
rears, but with limited success.
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Enforcement

The Rating Act deals with procedures for enforcing payment of rates
against defaulters. When a ratable owner fails to pay within the stipulated
period, there are various legal instruments for encouraging and ensuring
compliance, including charging interest on arrears, giving discounts for
prompt payment of the rates, fines, tax liens, foreclosures, and recovery
from tenants. However, these mechanisms are either not employed or are
ineffective in achieving compliance. Instead of taking aggressive enforce-
ment action, county governments tend to rely on ensuring that rate clear-
ance certificates will not be issued. The clearance certificate can be a very
useful enforcement mechanism because it requires the taxpayer to settle
in advance any property tax that is owed before the property can be trans-
ferred. In addition, a clearance certificate must be obtained if a taxpayer
requests a business license or other permit from the county.

Property Tax Issues in Kenya

A critical property tax issue in Kenya is the legislative vacuum, which
means that counties are relying on existing legislation or are in the pro-
cess of drafting their own valuation and rating laws. The government of
Kenya should provide national framework legislation that counties can
customize. Also, there is a severe lack of valuation resources within the
counties, which means that valuation services must be supplied by either
the private sector or the MLPP. Valuation service provision tends to be
targeted at general revaluations. However, there is a need to contract val-
uation service providers to undertake annual supplementary valuations to
ensure buoyancy within the property rating system. This resource gap
has led to shortcomings in the following important valuation tasks: (1) the
identification of subdivisions; (2) the ability to undertake parcel inspec-
tions; and (3) the ability to prepare supplementary valuations.

The problems that county governments face in the administration of
property taxation include incomplete title registration and cadastral cov-
erage, which make the actual identification of parcels a difficult task; lack
of capacity; ineffective and poorly applied enforcement mechanisms; and
a lack of willingness to pay the tax. County governments do not have the
capacity to systematically maintain and coordinate the updating of their
valuation rolls. This seriously inhibits adherence to a regular revaluation
cycle. In addition, the existence of an informal property market and the
requirement to use market values in property assessment make the pro-
cess difficult because of the lack of reliable and fully representative sales
data.
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National and county governments in Kenya must coordinate efforts to
strengthen the capacity and capability of county governments to administer
the property tax to achieve realistic collection and compliance rates. Revenue
collection from the property tax is exceptionally low, primarily because of
noncompliance and ineffective enforcement. The key issues to be addressed
are weak administration and an associated lack of political support. The cur-
rent legislation demonstrates the lack of modern thinking on improving
property tax collection and needs to be updated and revised. Clearly, a legal
framework that supports rather than hinders progress in property tax ad-
ministration is also required. There have been developments that have shown
some promise, for example, linking administrative components such as prop-
erty identification, valuation, billing, collection, and enforcement with other
revenue sources, such as the user charges and single business permits.

A major impediment to improving the property tax is lackluster admin-
istration and the lack of political support for collection and enforcement.
In this regard, the KRA is engaging in discussions with several counties to
take over their collection of property rates and single business permits.

Mobilizing political will and support requires a paradigm shift in how
politicians view the property tax. In addition, taxpayers must be convinced
of the benefits of paying the tax through obtaining better local services
and amenities. The perception that the taxes and fees are being adminis-
tered efficiently and fairly is paramount. Certainty that penalties for non-
compliance will be enforced reduces the sense of unfairness among those
who pay their taxes promptly but feel that others enjoy all the benefits of
public services without contributing to their delivery.

Note

1. M-Pesa (M stands for “mobile”; pesa is Swahili for “money”) is a mobile-phone-
based money transfer and microfinancing service, launched in 2007 by Vodafone
for Safaricom and Vodacom.
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Liberia

RIEL FRANZSEN AND SAMUEL JIBAO

iberia, with an area of 111,369 km?, is bordered by Sierra Leone to the

west, Guinea to the north, Cote d’Ivoire to the east, and the Atlantic
Ocean to the south. It gained its independence from the United States in
1847. The population is approximately 4.5 million (United Nations 2015),
of which about 50 percent is urbanized (United Nations 2014). The capital
is Monrovia, with an estimated population of 1.3 million (CIA 2016). Other
secondary cities and towns include Buchanan, Ganta, Gbanga, Harbel, and
Kakata. Classified as a low-income country (World Bank 2016a), Liberia
had an estimated per capita GDP of USD 456 in 2015 (World Bank 2016b),
the lowest in Anglophone West Africa (World Bank 2014).

Government

Liberia is a unitary sovereign state. The legislative power is vested in two
separate houses, the Senate and the House of Representatives, both of
which must pass all legislation. Administratively, Liberia is divided into 15
counties (CIA 2016), which are subdivided into districts, which are further
subdivided into clans. A district commissioner appointed by the president
governs each district within a county. Below the districts are chiefdoms,
which are governed by paramount chiefs. The chiefdoms constitute Liberia’s

This chapter is in large part an updated version of Jibao 2009a.
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tribal authority and are accountable to the district commissioner. At pres-
ent, there are 215 chiefdoms with 476 clans spread across the 15 counties
(Jibao 2009a).

"The ravages of a protracted civil war, especially damaged infrastructure,
are still evident throughout Liberia and continue to affect governance.
However, the peace accord reached in 2003 is still intact, and institutions
and infrastructure are being rebuilt with significant international assis-
tance. Successful elections in 2005 ushered in a new era for the country
(UNCDF 2006). In 2006, the new government formulated the Interim
Poverty Reduction Strategy Program. Although essential services such as
electricity and piped water are available only in a few urban areas, some pro-
gress has been made toward restoring and even extending these services
(Jibao 2009a). The 2014-2015 Ebola epidemic in the region, however, was
a setback for Liberia.

Liberia is also embarking on decentralization, but given the current in-
stitutional environment and level of development, this is rightly viewed as
a long-term process. However, counties must be able to generate a signifi-
cant proportion of their revenues to perform the functions that have been
devolved to them and to be accountable and autonomous (Olabisi 2013).

Land Tenure

In 1984, most land belonged to the state. A limited amount of land was
held in freehold, almost entirely in urban areas, although some plantation
and other commercial farm operations were also privately owned. The
1984 constitution, which became effective in 1986, excluded private prop-
erty rights in any mineral resources on or beneath the land and in the land
beneath the sea and any waterways. Moreover, only Liberian citizens could
own land, although noncitizen educational, missionary, and benevolent in-
stitutions were allowed ownership as long as the relevant holdings were
used for the purposes for which they were acquired. Property that was no
longer so used reverted to the state. Many foreign businesses have entered
into long-term leases on concessions of agricultural and forestry land
(Jibao 2009b).

Given the history of the country, it is not surprising that security of
land tenure is basically nonexistent in Liberia. The operations of the land
and property markets are largely informal, unregulated, and nontranspar-
ent; most transactions take place outside a formal registration process.
Various factors account for the weak protection of property rights, including
the legacy of the civil wars that led to the destruction of property records
in the deeds registry; the acknowledgment of both statutory and customary
tenure rights and informal arrangements under the law; an unclear legal
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distinction between public and tribal lands; the absence of an institu-
tional framework for land administration and management; numerous
corrupt and fraudulent land transactions; and frequent land disputes and
the institutional inability and lack of political will to solve these disputes.
The illegal sale and resale of land, multiple ownership claims to the same
piece of land, and the absence of many landowners from Liberia for
more than a decade characterize the current unstable land tenure system
(Richards 2006).

In 2009, the government established the Liberia Land Commission.
This commission focuses on four areas: development of an appropriate
land rights policy, land administration, land use, and land disputes. In No-
vember 2012, the Land Commission released a draft Land Rights Policy
Statement for public information, the first comprehensive land policy in
the country’s history. It proposes four primary land tenure categories: gov-
ernment land, public land, customary land, and private land. According
to the Land Commission, the primary goal is the creation of a credible
legal cadastre. This, however, is a long-term project. Secure titles and clear
rights are especially important to formalize the property market and un-
derpin a buoyant tax base for the property tax. The current lack of secure
tenure undermines the tax base of the property tax, market values. The
promulgation of the Land Rights Bill, which was still pending in Septem-
ber 2016, will be a significant step toward the creation of secure tenure
and a formal property market.

Property-Related Taxation

In 2012, total tax revenue amounted to 21.1 percent of GDP (IMF 2015),
and property taxes amounted to 0.12 percent of GDP (IMF 2016). Liberia
does not levy property transfer taxes, a stamp duty, an estate or death tax,
or a gift tax. A capital gains tax that generates an insignificant amount of
revenue is levied, as is a sales tax at a standard rate of 7 percent. As in many
other African countries, there is also a withholding tax on rental income
that, in Liberia, raised slightly more revenue than the recurrent property
tax in 2012 and 2013. The Center for National Documents and Records/
Archives levies a fixed fee of approximately USD 15 for the registration of
deeds.

The only property-related tax is the so-called real estate tax, also known
as the real property tax, a recurrent property tax that, in principle, is im-
posed on real estate (immovable property) such as land, buildings, and
other improvements. It is an annual tax levied under Chapter 20 (Real
Property Tax) of the Liberia Revenue Code of 2000 (the Revenue Code).
Unlike analogous taxes in other Anglophone countries in West Africa, this
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Table 16.1 Real Estate Tax Collection in Liberia, 2006-2011

Year USsD % of Tax Revenue % of GDP
2006 392,434 0.37 0.06
2007 790,394 0.46 0.11
2008 1,386,274 0.66 0.16
2009 1,279,330 0.49 0.11
2010 1,840,207 0.53 0.14
2011 2,590,155 0.63 0.17

Source: Revenue Department, Ministry of Finance, in Olabisi (2013).

tax is levied and collected by the central government. A special division,
headed by a director, and charged with the responsibility of administer-
ing the real estate tax exists in the Ministry for Finance. In 1980, it was
decreed that 30 percent of revenue collected centrally from the real estate
tax and other traditional sources of revenue for local councils (fees and li-
censes) should be allocated to local government. Currently, revenues such
as fees, licenses, and the real estate tax are still collected by the central
government and are paid into the consolidated fund, although these rev-
enues should be earmarked for the counties.

The Property Tax

The Revenue Importance of the Property Tax

"The real estate tax, administered by the Real Estate Tax Division within the
Ministry of Finance, is an insignificant source of revenue (table 16.1). The
property tax is clearly underperforming its revenue potential. Commer-
cial properties in Monrovia, Buchanan, Paynesville, Margibi, and a few other
urban areas are contributing a significant portion of the total property
tax collected. It is noteworthy, however, that there seems to be a steady
increase in the property tax as a percentage of total tax revenue and of GDP.

The Tax Base

The Revenue Code provides for the property tax to be imposed on almost
all properties in Liberia; in other words, in principle, the base coverage is
extensive. In practice, however, the property tax is levied and collected only
in Monrovia and a few other major urban jurisdictions. This is partly due
to the lack of accurate and credible property data. As previously indicated,
tenure security is problematic throughout the country because of the
problems and capacity constraints with the surveying, mapping, and
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registration of deeded land (Bruce and Kanneh 2011). In addition, there is
limited capacity within the Real Estate Tax Division to administer the
property tax. This understatfed division is responsible for the identifica-
tion and assessment of properties, the review of certified appraisals, and
maintenance of the property register, as well as the billing and collection
of the tax.

There is no comprehensive register of residential and nonresidential
properties in Liberia. A further problem is that illegally constructed build-
ings are not recorded and are therefore not taxed. In 2012, there were
only 5,000 properties on the property register for Montserrado County
(Monrovia). According to government estimates, this is only about 30 percent
of the actual number of properties. For a population of about 1.3 million
(CIA 2016), a figure of fewer than 20,000 properties still seems unrealisti-
cally low. In short, the tax base coverage is very poor.

The property tax is imposed on each parcel of land not specifically ex-
empted from taxation in the Revenue Code. It consists of (1) a tax on each
parcel of unimproved land, including underimproved land (as defined), at
rates prescribed in the code and dependent on geographic classification;
and (2) a tax on each parcel of improved land at a stated percentage of its
assessed value. The tax is based on market value, which Section 2000 of
the Revenue Code defines as follows: “The term ‘market value’ is the cap-
ital sum which land, buildings or improvements might be expected to re-
alize as at the date of assessment if offered for sale on such reasonable
terms and conditions as a bona fide seller would require.”

Assessment

Before the enactment of the Revenue Code in 2000, properties were val-
ued on the basis of their cost of construction. Although the Revenue Code
still recognizes this method if property has not yet been reassessed, the
current basis of assessment is market value. Section 2001(b) states: “Each
parcel of land so subject to assessment and taxation shall be inspected and
its assessed value determined on the basis of its market value as at the date
of inspection. Such assessed value shall be carried on the real property as-
sessment record books kept by the Minister for the period of 5 years from
the date such valuation becomes operative.”

Exemptions

Exemptions from the property tax include the following:

« All public lands, buildings, and improvements owned by the central
government.
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¢ Property owned by churches and religious societies.
 Foreign and domestic missions.

 Educational, charitable, and fraternal organizations, provided that
the property is used for religious, educational, charitable, or fraternal
purposes and is not used for profit or that these properties are not
rented or leased except to similar public benefit organizations.

o Properties held by the University of Liberia.

« All properties of foreign governments on lands leased from or
deeded by Liberia.

o All property that is exempt from the real property tax under the terms
of statutes, treaties, or agreements passed or entered into by the
government, provided that the land is used in accordance with the
conditions of such agreements.

 Real property used under a renewable resource contract or property
used within a mineral exploration license area, a mining license area,
or a petroleum area and used for mining or petroleum exploitation
purposes.

The rationale for the last exemption is unclear. Why should these proper-
ties not be viewed as commercial property and taxed accordingly?

Valuation

Section 2001 of the Revenue Code provides that valuations of taxable
properties must be undertaken at least every five years. However, given
the lack of valuation capacity and skills within the Real Estate Tax Division
(and elsewhere in the government), these general revaluations are not
undertaken as required. Before the civil war in 1989, there were about 84
valuers, but by 2008 available statistics showed that there were only 34
government valuers and 17 registered private valuation firms involved in
valuation (Jibao 2009b). This seriously inhibited adherence to the statutory
five-year valuation cycle. Some properties have not been valued for the past
25 years, despite an environment where property values have been increas-
ing rapidly since the end of the civil war, in many instances by more than
600 percent between 1998 and 2008 (Jibao 2009a).

Assessment and valuation are the legal mandate of the minister of fi-
nance. Section 2006 of the Revenue Code states: “All land, whether im-
proved or unimproved, subject to assessment and taxation on the basis of its
assessed value, shall be assessed or reassessed as the case may be by officials
appointed and authorized by the Minister to act as real estate assessors.” In
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practice, however, the government relies on self-declaration of residential
property values. To regularize self-declaration, an administrative regula-
tion was passed in 2009 to allow for self-declaration of values. Adminis-
trative Regulation No. 7.2006-1/MOF/R/28 August 2009 sets out the re-
vised responsibilities of property owners, tax assessors, and enforcers, as
well as all private and public appraisers, in regard to the assessment of
property. The Ministry of Finance determined and published so-called
technical appraisal rates (values per square foot of buildings based on qual-
ity and use) and land values that taxpayers must use. From the 2009 fiscal
year, property owners must file a schedule of their properties with the Real
Estate Tax Division.

The administrative regulation provides that residential property owners
have the option of making a self-declaration of the value of their properties
or acquiring a certified appraisal from a member of the Liberia Chamber
of Architects. The practice within the government is to readily accept self-
declared values and to challenge only values deemed unreasonably low.
However, self-declaration applies only to properties used exclusively as
owner-occupied residences. Residential properties that are rented out are
deemed commercial, and their owners must submit a certified appraisal, as is
required for all commercial and industrial (income-generating) properties.

Owners of commercial or industrial properties must submit certified
appraisals for every property to the Real Estate Tax Division. These ap-
praisals must be conducted and certified by a recognized architectural firm
affiliated with the Liberia Chamber of Architects, which prescribes the
format of appraisals. Every certified appraisal must be supplemented by

o all legal claims to the property;

o the full contact details and address of the taxpayer;
« the location and a description of the property;
e full-view photos of the property; and

¢ the amount of annual rent paid (and copies of leases notarized or
registered and probated), if applicable.

Because of the costs involved in obtaining certified appraisals, residen-
tial property owners generally opt for self-declaration, and certified ap-
praisals are submitted mostly for nonresidential properties. The owners
of nonresidential properties can deduct the cost of appraisals as an expense
for the purposes of income taxation. If the Real Estate Tax Division accepts
the certified appraisal, the value remains valid for five years. As a result, there
is no general revaluation cycle, but rather an ad hoc five-year assessment
period for each individual property. Straight-line depreciation is applied
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to buildings over a period of 15 years at 2 percent per year. Thus, the
maximum allowable depreciation is 30 percent. Given the current system
of self-declaration of values computer-assisted mass appraisal (CAMA) is
not presently contemplated. If it were to be considered in the medium to
long term, CAMA will present challenges in an environment where there
is no homogeneity in any neighborhood or zoning laws to regulate prop-
erty use. The absence of building permits and proper town planning will
also need to be addressed for a CAMA system to become a viable option.

Tax Rates
Different tax rates apply to land and buildings (and other improvements).
The tax rates that had been in place since 2000 were amended, effective
January 1, 2011, as indicated in table 16.2.

For the land component, the tax is determined as follows:

¢ Unimproved land within the corporate limits of a city or municipal
or commonwealth district (a city or town lot) is taxed at 2 percent of
the land’s assessed value.

¢ Urban land (of one acre or more) is taxed at 3 percent of the land’s
assessed value.

» Unimproved urban land used as farmland is taxed at 4 percent of the
land’s assessed value.

¢ Unimproved rural land (outside a city, town, or municipal or com-
monwealth district) is taxed at LRD 5.00 per acre. However, a
minimum tax of LRD 200.00 per parcel is payable.

Table 16.2 Former and Current Tax Rates

Tax Rates Tax Rates
Property Category (2000-2010) (from 2011)
Residential buildings (used exclusively 0.25 0.08
for residential purposes)
Commercial buildings 1 1.5
Industrial buildings 0.5 1.5
Undeveloped city or town lots 7 2
Urban land (one acre or more) 5 3
Urban farmland (land and buildings) 10 4
All undeveloped land (located outside LRD 5.00
city or town limits) per acre

Source: Liberia Revenue Code of 2000 as amended in 2010.
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If a building or improvement is wholly or partly used for commercial
or industrial purposes, the tax rate is 1.5 percent of the assessed value
(table 16.2). This also applies to residential properties used partly for com-
mercial purposes (mixed use). A building used exclusively for residential
purposes is taxed at 0.08 percent of its assessed market value.

Urban properties (land and improvements) used for farming is taxed at
4 percent of the assessed market value. Buildings and other improvements
on public land are taxed at one-seventh of 1 percent of assessed value for
residential use (0.14 percent) and at 1.0 percent of assessed value for com-
mercial purposes.

What is noteworthy from table 16.2 is that in the new tax rate regime,
the tax rate for residential properties was reduced significantly, whereas
the tax rates on nonresidential properties were increased significantly—
for commercial properties by 50 percent and for industrial properties by
200 percent. In 2011, commercial properties on aggregate accounted for
30 percent of the total real property tax bills but contributed 79 percent
of the total revenue. Residential properties accounted for 50 percent of bills
but contributed only 5.9 percent of revenue. Industrial properties and

Box 16.1 ExaMPLES ofF TAX LiABILITY IN MONROVIA

Property assessed value =[(Total square area x technical appraisal rate) —
age depreciation] +land value.

Two residential apartments of 3,000 ft? each and both 10 years old.
Property 1: Class A lot, located in Mamba Point, and building of above-average
quality.

[(3,000 ft2x USD 35.00) — 20%] + USD 50,000.00 =
USD 134,000.00

Real property tax=USD 134,000.00 x 0.08% =USD 107.20 per year.
Property 2: Class C lot, located in Congo Town, Old Road, and building of
below-average quality.

[(3,000 ft2x USD 20.00) — 20%] + USD 2,000.00=
USD 50,000.00.

Real property tax=USD 50,000.00 x 0.08% =USD 40.00 per year.
The Ministry of Finance determines and publishes the “technical appraisal

rates” (values per square foot of buildings based on quality and use) and land
values to be used by taxpayers.
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unimproved land (constituting the remaining 20 percent of the tax bills)
accounted for only 8.2 percent of the revenue. Given that the tax rate for
commercial properties is almost 19 times higher than the rate for residential
properties, this is not surprising. Despite a reduction in the tax rates on
land in 2011, these rates are still significantly higher than the tax rates
on buildings. However, the revenue contribution from the land component
is insignificant. The examples in box 16.1 explain how the property value
and tax are determined for residential properties of different quality in
two neighborhoods of Monrovia.

Billing and Collection

The property tax covers a period of twelve months from January 1 of each
year and is due on July 1 of the year in which it is levied. Every person who
has acquired title to real property subject to taxation under the law must
within 30 days after the effective date or within 30 days after acquisition,
whichever is appropriate, file a schedule of all such property acquired at
the office of the minister nearest to the property. This schedule must
contain a complete description of the property, including its location,
area, lot number, use classification, and the actual consideration paid on
its acquisition.

When the tax is due, a bill stating the assessed value and the tax due is
prepared. The Real Estate Tax Division presently undertakes billing
annually, and in practice, tax bills are delivered manually. One major con-
straint on billing, which results in significant losses of revenue, is the poor
numbering of property in the country. Some houses have no numbers and
cannot be identified to be served with demand notices. There is also a lack
of information on owners. Taxpayers are expected to make payments by
obtaining a “bank payment slip” from a branch office of the Ministry of
Finance located closest to the relevant property and then to make payment
at a branch of the Central Bank of Liberia. The compliance cost of this
procedure is significant (Olabisi 2013), especially where taxpayers are not
close to any of these branch offices. A taxpayer who finds it difficult to pay
the lump-sum amount stated in the tax bill may negotiate to pay in install-
ments.

Interest at market rates may be charged if the tax is not paid during July
of the year in which it is levied. The minister may add an administrative
penalty to the amount due, or to any underpayment, of 5 percent per month
for each month or part of a month after July 31 that it remains unpaid, but
this penalty is not to exceed 25 percent.
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Enforcement

According to Section 2007 of the Revenue Code, taxes on real property,
interest, penalties, and other charges that may be levied on any property
in Liberia continue to be outstanding until they are paid. Such unpaid
taxes take precedence over all other charges on the real property involved.
Delinquencies are reported to the Minister of Justice for collection through
the Tax Court. This adversarial process is costly, cumbersome, and largely
ineffective. Presently, enforcement efforts primarily target commercial
properties. In the long term, this practice may entrench the impression
that residential property owners need not pay their taxes (Olabisi 2013).

Upon receipt of a report of nonpayment of property taxes, the minister
of justice may bring a suit to the Tax Court in the county in which the
property is located to recover the delinquent property tax and all penal-
ties and interest. The ministerial officer of the court gives notice to all
persons concerned of the intention to sell the property at public auction
and convey title to the purchaser. The proceeds from the sale are applied
in the following manner: first, to the payment of taxes, penalties, and in-
terest due; second, to the costs of the court; and last, the balance, if any, to
the owner of the real property. Nothing in the act, however, prevents the
owner of the real property from bidding at the public auction.

Proper enforcement remains a serious problem because application of
the provisions of the law could create social unrest. In reality, this law has
yet to be fully implemented, although tax officials and taxpayers recog-
nize its existence. The main argument put forward by a senior government
official against its use is that most property owners currently lack the funds
to pay these taxes because life has yet to return to normal after years of
civil war. The code, however, makes provision for persons aggrieved by a
decision of the minister about any tax imposed under the Revenue Code
to appeal to the Board of Tax Appeals. Interviews with senior officials of
the Real Estate Tax Department in 2008 indicated that there were no cases
of tax appeals or objections to assessment or valuation. These officials
noted that one of the factors that limit objections by taxpayers is that they
are required to pay 50 percent of the assessed tax before the appeal is heard.
Furthermore, the Board of Appeal was not yet functional, so all objections
were directed to the department for review.

Property Tax Issues in Liberia

Years of conflicts have left the social fabric of Liberia devastated. The nec-
essary physical, economic, and social infrastructure was destroyed during
the intermittent civil wars (UNCDEF 2006). One of the major aspects of the
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peace agreement signed in 2003 was to request the National Transition
Government to adopt solutions to the critical issues that had caused the
internal conflicts. These included important reforms to prevent misap-
propriation of state revenues, improvement of budgetary management and
procedures and procurement procedures and oversight, anticorruption
measures, support for key financial and management institutions, and
improvement of the governance aspects of wide-scale capacity building
(Jibao 2009D).

The political will to decentralize has been acknowledged, and the gov-
ernment’s willingness to work toward decentralization is publicly evident
(UNCDF 2006). However, local-government administration is unlikely
to be effective for many years. Furthermore, the existing legal framework
is obsolete and requires extensive amendments. It is unlikely that compre-
hensive fiscal decentralization can be accomplished soon because of the
low capacity of the local councils and the past high levels of centralization
of revenue administration in the country.

Monrovia, the capital city, is mandated to provide various services, such
as waste management, but it has minimal control over raising and collect-
ing property taxes and an array of other taxes, which the city spends in
partnership with the central government. Although the city, in principle,
has the capacity to generate additional revenues from its property base, it
has no right to levy the property tax, nor does it have direct access to its
share of revenues raised by the central government. This has resulted in
inadequate sanitation facilities, poor institutional capacity to promote pub-
lic health, and poor road infrastructure (Jibao 2009a).

The Revenue Code defines the property tax base broadly, but coverage
across the country is extremely limited. Even within the few jurisdictions
where there is a property tax roll, coverage is generally poor. In addition,
it is difficult to establish the open market value on which the property tax
is assessed under the new regime in Liberia because of inadequate data, a
paucity of relevant skills, and a dearth of knowledge of a property market
that is not yet well developed. Although the current system contains ele-
ments of an area-based system, it is in essence a simplified value-based sys-
tem that relies heavily on ad hoc self-declaration and self-assessment or
certified appraisals by members of the Liberia Chamber of Architects.
Through regulation, the Real Estate Tax Division has effectively freed it-
self from the insurmountable task of determining discrete values for all
taxable properties by shifting the burden to property owners and taking
on the role of auditing the assessed values that owners produce. Reliance
on self-declaration of values by residential property owners is a pragmatic
solution that could be quite successful if there is sufficient administrative
capacity within the Real Estate Tax Division to exercise sufficient oversight
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to ensure that it functions properly. Probably a bigger challenge is to en-
sure that those residential properties that are not currently on the tax roll
get recorded. The system in place regarding commercial properties is a
pragmatic solution to the lack of capacity within the government. Again,
if enough audits are undertaken of the certified values provided by the
property owners, such a system should be able to function quite well.

The differentiation of tax rates may also present problems and cause
distortions. The significant reduction in the tax rate for residential prop-
erty may benefit rich households as well as poor ones. A higher tax rate,
coupled with appropriate hardship relief measures, would be a better
approach but presupposes administrative capacity within the Real Estate
Tax Division.

Property tax collection is also a challenge. Automating billing should be
a priority (Olabisi 2013). Compliance is low because of the low level of
income of many property owners throughout the country. Enforcement
continues to be a problem because Liberia still lacks the legal environment
required to assure dispute settlement based on proper evidence (Jibao
2009a).
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Madagascar
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adagascar is a large island state in the Indian Ocean approximately

650 kilometers off the coast of East Africa, from which it is separated
by the Mozambique Channel. It was a colony of France from 1896 to 1960.
Its surface area is 587,041 km?, and the population is estimated at 24.2 mil-
lion (United Nations 2015). Tananarive, also known as Antananarivo in
Malagasy, is the capital city and has a population of about 2.6 million
(CIA 2016). Malagasy and French are the two official languages. Approxi-
mately 35 percent of the population is urbanized (United Nations 2014).
With a per capita GDP estimated at USD 402 in 2015 (World Bank 2016b),
Madagascar is one of the poorest countries in the world and is classified as
a low-income country (World Bank 2016a).

Government

Since independence in 1960, Madagascar has been beset by political cri-
ses, including a period of military government at the beginning of the
1970s. There are six provinces. The devolved local authorities, regions
and communes, are incorporated bodies with administrative and finan-
cial autonomy granted under Article 134 of the constitution. The local
authorities have access to the following fiscal resources (Article 150 of the
constitution):

/256 /
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¢ Income from duties and taxes approved by the local councils and
paid directly into the treasuries of the local authorities.

» 'The proportion of duties and taxes paid into the state treasury that
the councils receive by law.

¢ Income from subsidies, whether conditional or not, that are agreed
by the state budget for all the local authorities and reflect their
particular situation or are compensation to these authorities for
expenditures on programs or projects that are decided by the state
but implemented by the local authorities.

¢ Income from local authorities’ own assets.

¢ Charges and fees levied for the use of local services.

Land Tenure

Both freehold and community-based tenure systems operate in Madagascar
(USAID 2007). Act No. 2005-019 (of October 17, 2005) defined the princi-
ples governing the status of land in Madagascar and established the right
to property, including the right to nontitled land, allowing the applicant to
choose to secure his right to property either by a procedure based on regis-
tration or by one of certification under Act No. 2006-031 (of October 18,
2006). This act defines nontitled private property and how it is managed. It
thus applies to all lands occupied under customary law and practice that
have not yet been subjected to the properly constituted legal system,
whether these lands constitute a family inheritance passed from generation
to generation or traditional family grazing land that does not include the
extensive grasslands that are the subject of specific legislation.

In accordance with the principle of decentralizing land management,
basic local-authority units are responsible for establishing a land office
within their administration to manage arrangements for these nontitled
properties (USAID 2007). Each basic local-authority unit must set up a
local occupancy plan that shows the locations of property within its terri-
tory, such as public and private property, titled property, and any bound-
aries of occupied lands existing on its territory. The land occupancy plan
is a helpful geographic information tool for sound land management by
the local authority and, in principle, for property tax purposes. A docu-
ment recognizing ownership, known as a “property certificate,” is issued
to the occupier after a well-established, straightforward local-authority
procedure has been completed. The certificate of recognition of a property
right issued at the end of the procedure constitutes proof of ownership
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rights over property, just as the property title in the land tenure system
recognizes rights over titled properties. Mechanisms have been put in place
to settle disputes that might persist after the various measures advocated
in the law have been applied.

In Madagascar, the time gap between the needs of individuals for se-
curity of land tenure and the ability of the central government to issue
property titles severely inhibits development. In March 2004, the Mada-
gascan Ministry of Agriculture, Animal Husbandry, and Fisheries initi-
ated the National Land Program. The principal objective of this program
was to respond to the huge demand for security of land tenure within the
shortest possible time by formalizing unwritten property rights and by
safeguarding existing, written property rights and correcting anomalies
in them. The purpose of this new land policy was to manage land in a way
that favored private investment, agricultural production, the management,
protection, and renewal of natural resources, and the development of lo-
cal authorities by making the tools for local management and taxation
available to them.

Taxation

The Finance Law (Code of Taxes) of 2007 provides for all taxes levied by
the central government. The following property-related taxes are levied
under this act:

e The value-added tax (VAT).
¢ The capital gains tax.
¢ The tax on transactions.

¢ The stamp duty, which was abolished for property-related docu-
ments in 2009 (World Bank 2015).

The most important local taxes in 2014 were the following:
o The land tax.
¢ The land tax on developed property.
¢ The supplementary tax on developed property.
¢ The tax on registration rights.

Tax reforms were introduced in 2008 and 2009. The reasons for reform
included increasing the level of competition among businesses, accelerat-
ing regional growth, combating corruption, attracting direct foreign
investors, and responding to demands for transparency by the people and
for increased professionalism by the government role players involved.



CHAPTER 17: MADAGASCAR / 259

The aim of the tax reform introduced in 2008 by Act No. 2007-033 (of
December 14, 2007) is threefold:

 To make the system simple, attractive, and consistent for businesses.

 To increase people’s purchasing power while at the same time
eliminating harmful taxes.

 To strengthen the resources of district authorities through a genuine
process of decentralization.

For example, the capital gains tax on property has been merged into
the income tax at a single rate of 25 percent. Registration fees have been
significantly reduced and simplified. The rate of the VAT has been in-
creased to 20 percent to compensate for the loss of net resources through
transfer to the regions. The land tax and the tax on built-up property have
been simplified, and more detail has been introduced on how these taxes
must be calculated and collected, with the aim of making more resources
available for the communes. Moreover, the supplementary land tax on de-
veloped property has been abolished (World Bank 2015).

In 2012, total taxes amounted to only 9.1 percent of GDP (IMF 2015).
In 2010, property taxes as defined by the International Monetary Fund
constituted 0.04 percent of GDP (IMF 2016). The percentage has been in
steady decline since 2004, when it was 0.232 percent of GDP (IMF 2016).

Property-Related Taxes
The Capital Gains Tax on Property

A capital gains tax on property exists (as part of the income tax system)
and is paid into the state treasury. Gains accrued by individuals when they
transfer fixed property for payment are subject to this tax. The tax is
25 percent of the taxable gain. It is due from the person disposing of fixed
property who realizes a profit and is paid to the collector of taxes respon-
sible for registering deeds and declarations of property changes at the same
time as the registration fees.

Registration Fees for Deeds and Transfers

Registration fees are allocated to the general budget. They are flat rate or
proportionate, depending on the deeds and transfers to which they are ap-
plied. Proportionate fees are applied to the transfer of property, benefi-
cial rights, or the enjoyment of immovable property either inter vivos or
as the result of death. These fees are based on the cost of the property in
addition to any charges that may be added. Exchanges of property are
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subject to a 4 percent duty. Property of whatever kind is assessed on its
actual market value at the time of transfer, based on a self-declared val-
uation made by the parties.

Recurrent Property Taxes

The Land Tax

The land tax is an annual tax based on the landholding existing on Janu-
ary 1 of the tax year. The revenue from this tax is allocated to the budget
of village settlements. The tax on land is payable at the principal town of the
commune where the land is located. Unless exempted, lands irrespective of
their legal status and the use to which they are put are taxable in the name
of the owners or actual occupiers from January 1 of the tax year.

Exemptions

The following properties are permanently exempt from the land tax:

¢ All land belonging to the state, local authorities, or other public
bodies that provide a public service or a service recognized as being
of public benefit and produce no revenue.

+ Land thatis used free of charge and is exclusively used for charitable
purposes that are free of charge, or for the teaching or practice of
religion.

+ Land that forms a necessary and immediate part of buildings such as
courtyards, passages, or gardens not exceeding 20 acres.

Land recently put under cultivation and constituting an extension of
farmed land is liable for the tax only from the sixth year after the year it
was developed. This exemption is granted for lands where coffee trees have
been planted and where the coffee beans have yet to be harvested, and
lands where trees are to be grown and are newly planted. For reforested
land where the tree density is at least 1,500 live trees per hectare, the ex-
emption period is extended until the end of the year in which the first crop
is actually harvested. To take advantage of the exemptions described, the
owner or the occupant must annually send a declaration to the offices of
the commune where the property is located before October 15, indicating
the location and area of the land, the type of crop, and the date that work
was begun on developing or refarming the land.

Tax Rates

For purposes of determining land tax liability, land is categorized into six
classes according to use (see table 17.1). The taxable amount is derived by
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Table 17.1 Categories of Agricultural Use

Category Agricultural Use

1 Cocoa, coffee, sugarcane, coconut trees, cotton, cloves,
oil palms, aromatic plants, pepper, sisal, vanilla

2 Woods, forests, lakes, swamps

3 Market gardening, fish rearing, and rice and other
plants not listed elsewhere in this article

4 Natural and artificial pasture land, unproductive land,
fallow land

5 Unworked land that could be productive

6 Non-agricultural use

Source: Article 10.01.07 of the Tax Code of 2011.

applying a tariff approved for four years by the town council and expressed
in ariary (MAG) per hectare for land in categories 1 to 5 and a percentage
of the market value for land in category 6. Category 6 applies to all land
use other than agriculture, such as

 undeveloped land within the built-up area of a commune, recognized
by order of the mayor and in keeping with the town-planning
scheme if one exists;

¢ land containing disused buildings; and

¢ land containing traditionally constructed buildings that are not in
keeping with the site or location, excluding those lands used for rice
growing, market gardening, fish rearing or orchards, which remain
subject to the fixed rate for their category.

For category 6 land, the tax rate is 1 percent of the market value of the
land. This market value is determined from the most recent land transfers
or, in the absence of these, by comparison with standard prices established
by the municipal board (described later) set up under the Tax Code.

The owners or actual occupiers of land subject to the tax must send to
the office in the commune where the property is located, before October 15
of each year, a written declaration stating the location of the land or lands;
the area under each type of cultivation or other uses; the names of the
tenants, if any; and the amount of rent payable. However, in rural areas,
these declarations may be replaced by a straightforward verbal declaration
that is recorded in a register kept in duplicate by the mayor or his/her rep-
resentative, who must send the copy to the relevant local tax office before
October 31. If there are any changes to the rental conditions between
October 15 and January 1 of the tax year, the owners are obliged to send
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corrections to the relevant tax office before the beginning of the tax year.
Commune officials or their representatives from the area where the prop-
erty is located may make an on-site inventory of, or carry out checks
on, lands that are liable to tax.

Enforcement

Delays in filing the declaration described in the 2008 Tax Regulations are
liable to a penalty of 5 percent per month of delay, up to a maximum of
100 percent. The penalty for evasion is 50 percent of the tax evaded. The
penalty for repeated offenses is increased to 100 percent.

Tax Relief

In the event of partial or total loss of crops or harvest due to circumstances
beyond the control of the taxpayer, such as storm damage, floods, locust
invasions, fires, or landslides, the taxpayer may ask for tax relief or a re-
duction in the land tax on the lands affected. Claims must be made in the
prescribed manner to the department responsible for the tax administra-
tion within three months of the incident leading to the application. The
relief granted is proportionate to the loss of gross income for the tax year
in question.

If a disaster strikes all or the majority of lands in a commune, the mayor
of the commune affected may apply for collective relief or tax reduction on
behalf of all the taxpayers within the area. A decision on blanket relief from
all or part of the tax burden may then be made according to the procedure
described in the 2008 Tax Regulations.

The Property Tax on Developed Land

The property tax on developed land is an annual tax based on the rental
value of buildings as of January 1 of the tax year and is collected by the local
communes. The person liable for the tax is the owner or the holder of a
beneficial right whose name appears on the register under that of the
bare owner in the case of a beneficial right, or, failing this, of an apparent
owner. Subject to specified exemptions, the following properties are tax-

able:

* Any construction, regardless of the nature of the materials used. If
different parts of a property are completed over a period of time,
each part is taxable independently from the time of its completion.

 Land under industrial or commercial use, such as work yards and
depots for merchandise, materials, or goods, whether they are occu-
pied by the owners or by others in return for payment or free of
charge.
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¢ Industrial equipment that is fixed and permanent or rests on special
foundations that form an integral part of the building, and all
commercial installations comparable to these structures.

Exemptions

The following properties are permanently exempt from the tax on devel-

oped land:

 All property belonging to the state, local authorities, or other public
establishments that is used for a public service or general public
benefit and does not generate income.

¢ Property or sections of property given over exclusively and free of
charge to charitable, educational, or religious entities.

* New buildings and renovations and extensions to buildings, which
are exempt for five years from the year of their completion.

The exemption applies to the person and lapses when there is a change in
ownership, but heirs continue to benefit from an exemption granted to a
deceased person for five years from the date of the property’s construction.
To benefit from the exemption pertaining to new buildings or renova-
tions, the owner must send the residency or occupancy permit, or a dupli-
cate, for the property or part of the property for which he is requesting
exemption to the commune office where the property is located. In built-up
areas where this occupancy procedure is not required, the owner must
produce a certificate from the mayor of the commune where the property
is located, certifying that the building in question has been completed.

Rental Value

As previously stated, the tax is based on the rental value of the property.
This rental value is equal to:

o the rent due for the year, which must not be lower than that obtained

by applying the assessment criteria in the report of the municipal
board described in the Tax Code; or

30 percent of the rental value obtained by applying the assessment
criteria in the report of the board for owner-occupied property, if
the building is the taxpayer’s primary residence.

Administration

The commune makes the assessments on which the property tax on de-
veloped land is based on the advice of a municipal board that is composed
as follows:
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¢ Chairman: the mayor or his deputy.
e The leader of the district or his deputy.

» Two representatives of the people per fifty thousand inhabitants, half
appointed by the mayor and half by the leader of the district.

+ 'Two highway or public service engineers.

A representative of the tax office, who serves as the secretary of the

board.

The board’s decisions are valid if they are taken with at least 50 percent of
its members present. An owner must be informed in good time if the board
wishes to make an on-site inspection visit. The board may also ask high-
way engineers, the public services department, or any other competent
department for their advice when it is setting the rental value.

The board meeting must be held within 30 days of receiving the as-
sessment proposal presented by the office responsible for setting the tax
base. If the board does not approve the proposal, it shall return it with its
comments to the tax office within 15 days of the meeting. The tax office
responsible for setting taxes then has 30 days from receiving this file to
present a new proposal or supply new evidence to support the initial pro-
posal. The board then has 15 days from the date it receives the file to make
its observations. After this period, the tax office can make its final assess-
ment with or without the board’s comments.

The assessments that form the basis of the property tax on developed
land may be revised each year. If there is no revision, an annual increase
of 5 percent in the taxable value will be applied for a further three years.
However, if a revision is carried out during this period, the new assess-
ment will be applied immediately.

Tax Rates

The tax is calculated by applying a proportionate rate to the determined
rental value. The municipal board votes on the rate, which must be be-
tween a minimum of 5 percent and a maximum of 10 percent. However,
the tax due must not be less than MAG 2,000 per property.

Taxpayers’ Responsibilities

Before October 15 of each year, owners of taxable properties must submit
a written declaration on a prescribed form that includes the following
details:

¢ The names of tenants, if any, the nature of the premises let (for
example, whether furnished or not), and the amount of the rent.
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¢ The nature of the premises occupied by the person making the
declaration.

e The name of any persons occupying the property free of charge and
the nature of the premises they occupy.

¢ 'The nature of any vacant premises.

If there are changes in the conditions of the rental between October 15 and
January 1 of the (new) tax year, the owner must submit a corrected declara-
tion before the beginning of the new tax year.

Enforcement

A penalty of up to 50 percent of the tax evaded can be applied but may
not be less than MAG 10,000. Refusal to comply is punishable by a fine
of MAG 200,000.

Economic considerations (population purchasing power and financial
resources for local or devolved authorities) and social considerations
(fraud, corruption, growth in the informal sector) play an important
role in determining tax revenues in Madagascar. Although mechanisms
exist for gathering appropriate valuation information, there is little
technical capacity to analyze or apply a valuation assessment in a uni-
form, robust fashion. Despite this, the main challenges appear to be
lack of administrative capacity and willingness to enforce the existing
arrangements.
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Mauritius

RIEL FRANZSEN AND WILLIAM MCCLUSKEY

auritius is an island nation in the Indian Ocean. It gained indepen-

dence from the British on March 12, 1968, and became a republic on
March 12, 1992. The Republic of Mauritius includes Mauritius Island,
Rodrigues Island, and the small outer islands of Agaléga, Tromelin, Diego
Garcia (Chagos Archipelago), and St. Brandon (Cargados Carajos Shoals).
Mauritius Island has a land area of approximately 2,040 km? with some
177 kilometers of coastline (CIA 2016). The population is estimated at 1.27
million (United Nations 2015); about 135,000 live in the capital, Port Louis
(CIA 2016). The urban population is about 40 percent (United Nations
2014). In 2015, the GDP per capita was USD 9,252 (World Bank 2016b),
which classifies Mauritius as an upper-middle-income country (World
Bank 2016a). English is the official language but is spoken by only about
1 percent of the population (CIA 2016).

Government

There are two tiers of government in Mauritius, the central government
and local governments. The latter are composed of four types of local au-
thorities: cities, towns, villages, and districts. The country is divided into
nine districts. Two districts, Port Louis and Plaines Wilhems, are governed

We gratefully acknowledge the review of this chapter by Yodhun Bissessur, director of Valuation
and Real Estate Consultancy Services, Port Louis, Mauritius.
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by municipal councils. The other seven districts are governed by district
councils. They are Black River, Flacq, Grand Port, Moka, Pamplemousses,
Riviere du Rempart, and Savanne. There are also three dependencies,
Agaléga Islands, Cargados Carajos Shoals (St. Brandon), and Rodrigues
(CIA 2016). There is only one city, Port Louis. There are four towns
(Beau Bassin-Rose Hill, Curepipe, Quatre Bornes, and Vacoas-Phoenix)
and some one hundred and thirty villages.

According to the Local Government Act of 2011, the purpose of a local
authority is to

 promote the social, economic, environmental, and cultural well-being
of the local community;

 improve the overall quality of life of people in the local community;

« ensure that services and facilities provided by the council are acces-
sible and equitably distributed and that resources are used efficiently
and effectively to best meet the needs of the local community;

* ensure transparency and accountability in decision making; and

« provide for the prudent use and stewardship of local community
resources.

The municipal city council, the municipal town councils, and the district
councils perform such functions as are necessary and in particular

¢ develop, implement, and monitor strategic plans and budgets;
* plan for and provide services and facilities to the local community;
* raise revenue to enable the council to perform its functions;

¢ develop, implement, and monitor corporate and financial management
control techniques;

e establish norms and standards in the conduct of affairs;

 perform and discharge the functions and exercise the powers under
any law relating to local authorities; and

 implement actions that are incidental or conducive to the performance
of any of a council’s functions under the Local Government Act.

Land Tenure

In Mauritius, there are two types of land tenure systems, freehold land and
leasehold land. These classifications apply to land held by the government
and to private land (Olima 2010). Government land, which comprises pas
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géométrigues (a stretch of coastal land above the high-water mark) and state
lands, may be leased upon application to the Ministry of Housing and Lands
that specifies the intended use. Upon approval, the ministry issues a letter of
intent, and the Government Valuation Department undertakes a valuation
to determine the rent payable. The Registry of Mortgages within the Minis-
try of Finance and Economic Development collects the rent. Leases of land
by the government are granted for periods of 60 or 99 years depending on
the use and purpose. The operation of the property market is fairly formal
and well developed, and transfers of property rights or interests are generally
effected within a formal registration process. Since 2009 there has been sig-
nificant progress in land management (Deane, Pattison, and Luchoo 2016).

The Ministry of Housing and Lands (MHL) in Mauritius is responsible
for keeping a record of all state lands, whether allocated or otherwise, and
thus helps the decision makers in state land allocation and management.
Land recording and management are critical issues in a country where
land is a scarce resource. Although the ministry has been successful in
recording ownership rights and providing a description of land bound-
aries, it has been unable to keep pace with development and especially
with recording changes in ownership and boundaries. The Land Adminis-
tration, Valuation, and Information Management System (LAVIMS) that
is presently being implemented is expected to address these difficulties
(Vaibhav 2016). The LAVIMS project is an initiative by the government
of Mauritius designed to modernize land administration by improving
different departments’ access to information and creating a complete and
up-to-date national valuation roll. The responsibility for LAVIMS is
shared between the MHL and the Ministry of Finance and Economic
Development. LAVIMS is really four projects in one: development of the
cadastre; implementation of a digital deeds management system; valuation
of properties; and information management.

LAVIMS has collated vast amounts of information and uses a dedicated
information management system (IMS) to store and provide access to these
data. Central to the IMS is the cadastre, which identifies every land par-
cel in Mauritius (Deane, Pattison, and Luchoo 2016). The LAVIMS Real
Property Inventory has surveyed over 450,000 properties, including all
residential and commercial properties in the country. Building on the suc-
cess of LAVIMS, the government of Mauritius is now contemplating an
even broader-based spatially enabled infrastructure, the National Spatial
Data Infrastructure (NSDI). An operational NSDI would contain up-to-
date and accurate spatial data on land, infrastructure, utilities, and the envi-
ronment (Deane, Pattison, and Luchoo 2016).

The Registrar General’s Department is in the process of shifting from
paper-based to paperless operations. One of the major goals is to become
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more responsive to the digitization of documents and to enable esubmis-
sion, epayment, and edelivery using modern information and communi-
cation technologies. The Registrar General’s Department initiated the
Mauritius eRegistry Project to ensure a modern working environment and
to improve customer service. The first phase, the automation of services
within the department, was implemented in 2014. The second phase of this
project was implemented in April 2015, with online submission of docu-
ments commencing on June 30, 2015 (Republic of Mauritius 2015b).

Taxation

The main taxes levied are the personal income tax, the corporate tax, the
value-added tax (VAT), customs and excise duties, a transfer tax on land,
and taxes on financial transactions. In 2012, total taxes constituted about
18.9 percent of GDP (IMF 2015). Table 18.1 shows the relative importance
of taxes collected by various revenue departments in 2002/2003 and
2003/2004.

In 2012 and 2013, property taxes broadly defined, including property
transfer taxes and the tax on financial transactions (mostly transfer taxes)
collected by the national government, exceeded 5 percent of total taxes.
Property taxes also constitute a significant percentage of GDP (table 18.2).
There was an appreciable and steady increase from 2003 to 2008 and then

Table 18.1 National Revenue Collection, 2002/2003 and 2003/2004

2002/2003 2003/2004
MUR MUR

(Millions) % (Millions) %
Customs and Excise Department 8,854.8 35.6 9,793.2 35.0
VAT Department 8,769.9 35.2 9,739.8 348
Large Taxpayer Department 1,889.8' 7.6 2,294.0" 8.2
Indirect taxes 19,514.5 78.4 21,827.0 78.1
Income Tax Department 1,975.5 79 2,636.0 94
Registrar General’s Department 1,376.9 55 1,468.9 5.3
Large Taxpayer Department 2,038.0 8.2 2,032.6 7.3
Direct taxes 5,390.4 21.6 6,137.5 219
Total 24,904.9 100 27,964.5 100

Source: Republic of Mauritius (2005).

' The amount of VAT collected from large taxpayers is included in the figures for

the VAT Department.
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Table 18.2 Property Taxes as a Percentage of GDP, 2003-2012

Year 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Percentage 0.989 0.947 1.003 1.024 1.265 1571 1515 1.442 1.347 1.393
Source: IMF (2016).

a slight decline from 2009 to 2011, most likely the result of the worldwide
economic crisis. In 2012, the percentage increased slightly. In comparison
with most other African countries (see table 2.2 in chapter 2) and devel-
oping countries generally, this is significant.

Property-Related Taxes and Charges

As is evident from table 18.2, property-related taxes and charges are quite
important in Mauritius. Apart from general rates (soon to be replaced by
the local rate) that are collected by local authorities, a number of taxes are
levied and collected at the national level:

o 'The registration duty.

o 'The land transfer tax.

¢ The capital gains tax (the morcellement tax).!

e The campement site tax.

¢ The campement tax.

¢ The tax on the transfer of leasehold rights in state land.
e The stamp duty.

There is also a land conversion tax levied under the Sugar Industry Effi-
ciency Act of 2001 (Republic of Mauritius 2015b).

The Registration Duty

Section 3 of the Land (Duties and Taxes) Act of 1984 provides that a duty
shall be levied on the registration of any deed witnessing a transfer of prop-
erty (irrespective of the date on which the transfer takes place) and on the
creation of a mortgage or a fixed charge (séreté fixe). The registration of
deeds and documents presented to the department incurs either a fixed
registration duty of MUR 50, a proportional duty ranging from 0.1 percent
to 12 percent, or a donation duty ranging from 10 percent to 45 percent,
together with a 10 percent surcharge (Republic of Mauritius 2015b). This
duty is payable on the value of the property at the time of registration and
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at the rate in force at the time of registration, in accordance with the Reg-
istration Duty Act of 1804 (as amended). The buyer pays the registration
duty.

The Land Transfer Tax

The land transfer tax is levied under Section 4 of the Land (Duties and
Taxes) Act of 1984 and is payable upon transfer and acquisition of immov-
able property. The transferor (usually the seller) must pay the land trans-
ter tax. Currently, the transfer tax rate is 5 percent.

The Capital Gains (Morcellement) Tax

The capital gains (morcellement) tax was introduced in the Finance Act
of 2010. It replaced the national residential property tax (NRPT),? which
was governed by the Income Tax Act of 1995 but was repealed by the Fi-
nance Act of 2010 (PKF 2012). The capital gains tax or the land transfer
tax, whichever is higher, is payable by the transferor on the transfer of im-
movable property (Republic of Mauritius 2015b). It is levied on the trans-
fer of any lot in a morcellement and applies to the excess of the sale price
of the lot over the purchase price together with the costs of infrastruc-
ture works and notarial costs at the rate of

* 30 percent when any lot is transferred less than five years from the
date of acquisition of the property;

25 percent when any lot is transferred more than five years but less
than ten years from the date of acquisition of the property; or

¢ 20 percent when any lot is transferred more than ten years but less
than fifteen years from the date of acquisition of the property.

If the transfer takes place within five years from the date of acquisition,
the land transfer tax rate is 10 percent of the sales price. The tax is only
5 percent of the sales price if the transfer takes place after five years from
the date of acquisition (Republic of Mauritius 2015b).

The Campement Site Tax

The campement site tax is levied on any campement, that is, land that is
situated wholly or partly within 81.21 meters from the high-water mark and
has access to the sea but does not include freehold land (Republic of Mau-
ritius 2015b). The coastal region in Mauritius is divided into five zones
specified in the Land (Duties and Taxes) Act, depending on the quality of
the beach and the sea. The campement site tax varies from MUR 2 per
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Table 18.3 Land Value Zones for the
Campement Site Tax

Rate per
Zoning Square Meter
Zone A MUR 6
Zone B MUR 5
Zone C MUR 4
Zone D MUR 3
Zone E MUR 2

Source: Republic of Mauritius (2015b).

square meter to MUR 6 per square meter depending on the zoning of the
campement site (table 18.3). It is payable by either the lessee, the proxy of
the owner, or the occupier and must be paid on or before July 31 every
year. If the taxpayer fails to pay, a surcharge is payable as follows:

* 10 percent of the tax for the first month or part of the month during
which the tax remains unpaid.

2 percent of the tax excluding the surcharge for each subsequent
month or part of the month during which the tax remains unpaid.

The maximum surcharge is 50 percent of the total tax payable. The over-
all revenue from this tax is insignificant.

The Campement Tax

The campement tax was introduced on July 1, 2002, and applies to a campe-
ment site together with any building, structure, flat, or apartment used at
any time as a residence. The tax is levied on the owner of a campement at
the rate of 0.5 percent of the market value of the campement after deduct-
ing the campement site tax and the local rate, if any (Republic of Mauritius
2015b). In relation to a campement, the term owner means the following:

¢ In the case of a bungalow or a group of bungalows or apartments located
on a leasehold campement site located on pas géomiétrigues, the holder of
the title deed of each bungalow or apartment, as the case may be.

¢ In the case of a bungalow or a group of bungalows or apartments
located on a campement site owned or leased by a société or partner-
ship where the associate or partner does not hold the title deed of the
bungalow or apartment, the associate or partner in proportion to
his share in the société or partnership.


http://registrar.mof.govmu.org/English/Pages/Zone/Zones.aspx
http://registrar.mof.govmu.org/English/Pages/Zone/Zones.aspx
http://registrar.mof.govmu.org/English/Pages/Zone/Zones.aspx
http://registrar.mof.govmu.org/English/Pages/Zone/Zones.aspx
http://registrar.mof.govmu.org/English/Pages/Zone/Zones.aspx
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If an owner uses the campement as his sole residence and the market value
is less than the amount specified in the law (presently MUR 5 million),

the owner is exempt from the campement tax.

The Tax on the Transfer of Leasehold Rights in State Land

A tax of 20 percent payable by the transferor and the transferee in equal

proportion is levied on the registration of a deed of transfer of

* leasehold rights in state land;

o shares in a civil society, partnership, association, or company that
b b bl

reckons among its assets any leasehold rights in state land; or

¢ shares in a company that is an associate in a partnership that reckons
among its assets any leasehold rights in state land (Republic of

Mauritius 2015b).

Table 18.4 shows the revenue collected from the registration duty, the
land transfer tax, the stamp duty, the campement site tax, the campement
tax, and the land conversion tax from 2011 to 2014 (Republic of Mauritius
2015b). The importance of the two transfer taxes, the registration duty and
land transfer tax, is clear. Collectively, these two taxes accounted for
88 percent of the property-related taxes collected nationally in 2011 and

61 percent in 2014.

Table 18.4 Revenue Collected for the Financial Years 2011-2014

(MUR Millions)
Taxes 2011 2012 2013 2014
Registration duty 2,242.2 2,1479 1,376.6 1,240.3
Land transfer tax 1,183.6 1,267.3 1,613.6 1,484.7
Stamp duty 78.5 804 80.8 741
Campement site tax 29 3.6 1.3 4.3
Campement Tax 2.8 2.7 25 1.8
Land conversion tax 415 185.0 449 96.3
Other taxes and 3396 316.6 1,408.2 1,558.3
charges'
Total 3,891.1 4,003.5 45275 4,459.8

Source: Republic of Mauritius (2015b).

' “Other taxes” include the tax on the transfer of leasehold rights in state land

and mortgage fees.
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Local Grants and Taxes

In every financial year, there shall be paid to the local authorities (excluding
village councils) a grant from the Consolidated Fund calculated according
to a prescribed formula that gives due consideration to the financial and
development needs of a particular council. To ensure a fair allocation of
the grants, account must be taken of

e the human resource needs of a council;

o the special needs of the area falling under the jurisdiction of a
council in regard to accelerated development;

* the possibility that a council can increase its revenue through local
rates, fees, or charges, and the opportunities for the development of
business, industry, and commerce within the area of the council; and

o the state of public finance and of the economy of Mauritius in general.

Local authorities also generate revenue to provide local services, including
street lighting and waste management, among others. Own-source reve-
nues include the local rate, licenses and permits, and the sale of goods and
services.

The Local Rate

The recurrent property tax, commonly referred to as the local rate, is gov-
erned by Sub-part C of Part IX of the Local Government Act of 2011. This
tax will replace the almost identical general rate (Olima 2010) still levied
and collected under the repealed Local Government Act of 1989. As soon
as the first, country-wide valuation roll is implemented the local rate will
become payable. Therefore, the remainder of this discussion will deal with
the local rate as though it were already collectable.

The local rate is levied annually by the City Council of Port Louis and
the four municipal town councils on the owners of immovable property
situated in the rating area of the relevant council. It is defined to include any
surcharge or interest on the rate and any costs incurred in the recovery of
the rate. A rating area of a city or town means the administrative area for
which itis responsible. Should a new municipal town council be proclaimed,
it is prohibited from levying a local rate in the first three years of its
existence.

The Tax Base

The tax is levied on the “cadastral value” of “immovable property.” The
cadastral value of any property is its market value. Immovable property
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includes (1) land, other than agricultural land, or a flat or an apartment,
whether owned individually or jointly or in which a person has any inter-
est; and (2) a building or part of it that is occupied, whether or not its
construction has been completed.

Market value means the price a property will fetch in a free, unforced
sale in an open, competitive market if it is vacant. Cadastral database
means a database of immovable properties that a council must keep and
maintain electronically. The data that must be captured include the full
name and address of the owner; a brief description of the property (e.g.,
the area of the land and buildings and the street name); use (residential,
commercial, or industrial); net annual value; cadastral value; and any other
particulars the council may require. Owners are obligated under the
law to notify in writing the council of the city, town, or district where the
property is located of any improvement, alteration, or additions made to
the property.

Exemptions
The following properties are exempted:
» Immovable property owned and occupied by the government of

Mauritius or a statutory corporation exclusively owned by the
y corp y y
government of Mauritius.

» Immovable property owned and occupied by any foreign state or any
organization or body accorded diplomatic immunity under any
enactment.

¢ Immovable property owned and occupied by a local authority and
situated within its rating area.

 Agricultural buildings or agricultural land.

» Immovable property belonging to the Curepipe War Memorial
Board or the Austin Wilson Home.

* Any church, chapel, mosque, temple, or similar building used solely
as a place of public worship.

The following properties may be exempted in any specified financial year
if the minister responsible for local government so decides:

» Immovable property owned and exclusively occupied by any religious
institution.

¢ Preprimary, primary, and secondary schools, as well as tertiary
institutions receiving grants from the government.
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¢ Immovable property exclusively used as an orphanage, infirmary, or
creche.

» Immovable property belonging to a charitable institution.

» Immovable property or any part thereof belonging to an association
registered under the Registration of Associations Act and exclusively
used for the purposes of training its members for sporting competi-
tions.

» Unoccupied immovable property owned by a statutory corporation
exclusively owned by the government or agencies of the government.

* Any other property for which exemption is considered expedient.

Liability for the Tax

The owner of the property is liable for the tax. Under the law, the term
owner, in relation to any property, includes (1) the lessee of immovable
property situated on state land; (2) the person who receives or, if such prop-
erty were to be let, would be entitled to receive the rent, whether for his own
benefit or that of any other person; and (3) if the owner cannot be found
or ascertained, the occupier.

Valuation

The central government is responsible for valuation. The chief executive
of a council must ensure that the values of all the immovable property in
the rating area of the local authority, as determined by the government
valuer, are retrieved from the digital cadastral database kept and main-
tained under Section 4 of the Cadastral Survey Act of 2011.

A ratepayer who is aggrieved by a notification that specifies the value
of his property may lodge a written notice of appeal with the secretary of
the Valuation Tribunal. The notice must state the grounds of the appeal.
The Valuation Tribunal consists of a chairperson (who must be a barrister
who holds or has held judicial office) and two other persons, all appointed
by the president for three-year terms. An appeal on a point of law may be
lodged with the Supreme Court.

Tax Rates

"The law empowers the city and municipal town councils to determine their
own tax rates. Councils are entitled to levy different rates based on differ-
ent cadastral values and different rates based on use, whether residential,
business, commercial, or industrial.
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Table 18.5 Tax Rates for the General Rate in Port Louis, 2010

Tax Rate Number of Percentage of

NAV Bands (%) Properties Properties
0-480 0.00 1,282 34
481-1,050 0.00 3,572 9.6
1,051-1,575 0.00 3,714 10.0
1,576-1,750 0.00 974 26
1,751-2,100 0.00 1,244 3.3
2,101-2,450 0.00 1,190 3.2
2,451-3,875 5.50 6,112 16.4
3,876-6,375 6.90 7,257 19.5
6,376-8,500 9.00 3,394 9.1
8,501-10,625 9.60 2,060 5.5
10,626-12,750 9.90 1,343 3.6
12,751-17,000 10.50 1,707 4.6
17,001-23,125 15.30 1,134 3.0
23,126-30,000 18.00 574 1.5
30,001-35,000 19.20 250 0.7
35,001-44,000 20.40 290 0.8
44,001-54,000 21.60 191 0.5
54,001-75,000 24.80 236 0.6
75,001-100,000 26.50 151 0.4
Greater than 100,001 28.00 555 1.5

37,230 100.0

Source: Olima (2010).

The City Council of Port Louis groups properties into value bands.
Each band incurs a different rate. Table 18.5 presents the general rates
levied by the City Council of Port Louis for the year 2010. Approxi-
mately 32 percent of the properties have a net annual value (NAV) of
MUR 2,450 or less and are therefore exempt from this tax; 13,369 prop-
erties out of 37,230, or 35.9 percent, have an NAV between MUR 2,451 and
MUR 6,375.

Tax Relief

Subject to ministerial approval, a council may remit in whole or in part
the local rate payable on account of poverty. The council must be able to
provide the names of those who received relief, as well as the amount re-
mitted and the reason for remission.
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Billing and Collection

"The municipal councils carry out billing and collection. When the tax is
due, demand notices are sent to taxpayers. The law is very explicit on col-
lection procedures and provides that any local rate levied for any year is
due on January I of that year and is payable in two equal installments, due
by January 31 and July 31. Nonreceipt of a tax bill is not an excuse for non-
payment. A payment notice must specify the location of the property and
provide a description sufficient for identification. It must also state the
value of the property, the percentage rate of the tax, the amount pay-
able, and the period for which it is payable. If a surcharge or interest is
payable, this must also be stated.

In general, collections are low, and delinquent taxpayers and untraceable
property owners contribute to the accumulation of arrears. Because debts
older than five years are written off, taxpayers have little incentive to pay.

Enforcement

The Local Government Act specifies procedures for enforcing and ensur-
ing local rate payments. For any local rate not paid within the prescribed
period, Section 99(1) provides for a surcharge of 10 percent of the rate due
and payable. Section 100 states that if the sum due for a local rate or sur-
charge is not paid in the financial year in which it is due and payable, it
shall incur interest at a rate of 15 percent.

A council, through the financial controller, must take action for recov-
ery of the rate by summary process under the Recovery of State Debts Act
within one year of the date on which the rate becomes due. Financial con-
trollers are held personally responsible for any failure, without reasonable
excuse, to start proceedings for recovery of the tax. A council may also
request in writing that the director general of the Mauritius Revenue Au-
thority collect and enforce the local rate on its behalf. In collecting and
enforcing the local rate, the director general exercises the powers conferred
on him by the Mauritius Revenue Authority Act and the Income Tax Act,
with necessary adaptations and modifications as required by circumstances.
Any amount collected by the director general must be remitted to the
relevant council within 10 days after the month in which it was collected.
The director general may retain an administration fee prescribed by the
minister of finance.
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The Revenue Importance of Property Taxes

In both 2010 and 2011, the general rate (the predecessor of the local rate)
constituted 14.4 percent of the revenue of Port Louis. As is clear from
table 18.6, grants from the central government are the major source of rev-
enue, although the general rate’s contribution has been increasing slightly

Table 18.6 Revenue in Port Louis, 2013 and 2014

2013 2014
Revenue Source MUR % MUR %
Grant-in-aid 505,871,271 64.8 494,114,603 64.7
General rate 116,766,499 15.0 121,983,475 16.0
Investment Income 2,847,654 04 3,487,456 05
Rentals 38,383,391 4.9 37,383,720 4.9
Trade fees 72,763,720 9.3 76,858,548 10.1
Permits 23,678,284 3.0 15,504,489 2.0
Other income 2,742,657 04 9,768,104 1.3
Transfer from the Theatre Fund 225,283 0.0 9,033 0.0
Transfer from the General Fund 17,583,434 2.3 4,039,034 05
Total 780,862,193 100.0 763,148,462 100.0
Source: City Council of Port Louis (2015).
Table 18.7 Tax Revenue, 2012 and 2013
2012 2013
(MUR (MUR
Revenue Millions) Millions)
Taxes on property
Recurrent property taxes (the general rate) 4 6
Tax on capital transactions 4503 4,380
Nonrecurrent property tax 49 96
Total taxes on property 4556 4,482
Total tax revenue 75,047 79,753
Property taxes as a percentage of total tax 6.1 5.6
revenue
Recurrent property taxes as a percentage 0.005 0.008

of total tax revenue

Source: Republic of Mauritius (2015a).
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since 2010. Property taxation plays an important role as a source of reve-
nue for both the central government and local governments in Mauritius.
Revenue from all property taxes, broadly defined, represented 6.1 percent
and 5.6 percent of total tax revenue in 2012 and 2013 in Mauritius (table 18.7).
However, the general rate as a percentage of total tax revenue is insignifi-
cant, constituting only 0.008 percent of tax revenue in 2013.

Notes

1. Morcellement is the division of a plot of land into two or more lots.

2. The NRPT was charged on all residential properties across the country and was
payable by an owner of residential property with an annual income exceeding MUR
400,000 and all companies, societies, and nonresident individuals irrespective of their
income. The tax was based on the surface area of the land, residential buildings, and
apartments.
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Morocco

RIEL FRANZSEN AND MARIA ELKHDARI

orocco, located in northwestern Africa, is bordered by the Atlantic

Ocean to the west and north, Western Sahara (which it occupies) to
the south, and Algeria to the east. A former French protectorate, it became
independent in 1957. Morocco covers an area of 446,550 km?, and its popu-
lation is estimated at 34.4 million (United Nations 2015), of which about
2 million live in the capital, Rabat. The largest city is Casablanca, with
an estimated population of 3.5 million (CIA 2016). Other important cities
are Fes, Marrakech, and Tangier. About 60 percent of the population is
urbanized (United Nations 2014). The GDP per capita was estimated at
USD 2,878 (World Bank 2016¢). Although Morocco is classified as a
lower-middle-income country (World Bank 2016a), about 15 percent of
the population lives below the poverty line (CIA 2016).

Government

Morocco is a parliamentary constitutional monarchy. The most recent
constitution was approved by popular referendum in 2011. In 2015, the
number of regions was reduced from 16 to 12. Morocco also occupies and
claims about 80 percent of the territory of Western Sahara (also known as
the Sahrawi Arab Democratic Republic), a vast territory covering 266,000
km? (CIA 2016).

/283 /
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King Mohammed VI came to the throne in 1999. He presides over a
stable economy marked by steady growth, low inflation, and gradually fall-
ing unemployment, although poor harvests and the post-2008 economic
difficulties in Europe contributed to an economic slowdown. In response
to the deteriorating economic climate and fiscal trends, Morocco has em-
barked on a major fiscal consolidation effort since 2013. On average, real
GDP grew by 3.8 percent from 2013 to 2015, underperforming its trend
of 4.6 percent per year during 2003-2012 (World Bank 2016d).

Morocco has been effecting wide-ranging reforms that have formed the
basis of a more open and democratic society, a more modern state of law
and institutions, greater separation of powers, and increased decentraliza-
tion (World Bank 2016d). The law is a hybrid civil law system based on
French and Islamic law. The country held regional and local elections in
September 2015 whose results should deepen the decentralization agenda
and local governance. Even before 2011, the institutional evolution of lo-
cal government in Morocco went through several reforms. Various laws
and decrees were passed to expand the jurisdiction and resource system
of subnational governments (Burn, Jaida, and Zirari 2005).!

Subnational governments in Morocco are structured as follows: 12 re-
gions, 62 provinces, 13 prefectures, 221 urban communes, and 1,282 rural
communes. Regions are primarily responsible for economic development
and environmental protection. The provinces and prefectures are in charge
of rural investment and oversight of the activities of the communes but
provide no local services (Burn, Jaida, and Zirari 2005). Since the Com-
munal Charter of 1976, the communes have been the most important
component of decentralized government. Communes are managed by
communal councils, elected for a period of six years, that handle the routine
business of the communes and decide measures necessary to ensure the
full economic, social, and cultural development within their jurisdictions.

Land Tenure

Morocco’s land tenure regime is characterized by legal and administrative
plurality and the lack of comprehensive land legislation (Balgley 2015;
USAID 2011). The current legal framework governing land is a mix of
customary law, Islamic law, French civil law, and a series of decrees. About
42 percent of Morocco’s land is held collectively by tribes under the trust-
eeship of the state. Land is also commonly held in joint ownership by mul-
tiple and often multigenerational family members. In both cases, the land
tenure systems constrain the development of formal land markets (US-
AID 2011) and result in social strife (Balgley 2015). There are five distinct
categories of land, which are administered in completely different ways:
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(1) privatized, titled land (called mzelk), which accounts for about 28 percent;
(2) religious land endowments (called habous) that can be leased but not
sold; (3) land granted to members of the military by the monarchy (called
guich); (4) collective tribal land (called soulaliya); and (5) state-owned land,
which accounts for about 30 percent (Balgley 2015; USAID 2011). Guich
and habous land accounts for only about 310,000 hectares (USAID 2011).

Land administration in Morocco is complicated by parallel systems of
registration, the formal cadastral system (instituted by the French in 1913)
and a traditional system. Within the formal system, land rights must be
registered with the Land Registry (Conservation Fonciére), situated in the
Ministry of Justice (USAID 2011). Traditional systems recognize infor-
mal documentation of land rights. These rights are typically evidenced by
Islamic title deeds or by witnesses, and landholders and traditional leaders
maintain records. This informality poses major challenges to formalizing
land tenure in the country. However, a formal and quite sophisticated land
market exists in Morocco’s urban areas (USAID 2011).

Morocco ranks 76th of 189 economies in the ease of registering prop-
erty (World Bank 2016b). In 2013, Morocco increased property registra-
tion fees, but in 2014, transferring property was simplified by reducing the
time required to register a deed of transfer at the tax authority. In 2016,
electronic communication links among different tax authorities were es-
tablished to further simplify and speed up registration processes (World
Bank 2016Db).

Taxation

The National Tax Structure

The General Tax Administration (Direction Générale des Impéts) in the
Ministry of Economy and Finance administers the following taxes:

* All national taxes, including the corporate tax, the personal income
tax, the value-added tax (VAT), customs duties, and registration and
stamp duties.’

¢ Certain local taxes managed for the benefit of local authorities (the
residence tax, the tax on communal services, and the business tax).

The General Tax Administration functions through a regional tax director-
ate in each of the administrative regions. Its regional structure also assists
with the collection of the local-government taxes administered on behalf
of local authorities. At the territorial level, the General Tax Administration
is organized by type and size of taxpayer rather than by tax types. Each
taxpayer thus has a single point of contact that deals with all taxpayer issues
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relating to the various taxes. The taxation system is basically declarative;
therefore, control and audits are critical functions. Tax audits follow strict
procedures that uphold the rights of taxpayers (Tax Administration 2016).

"Table 19.1 provides an overview of the distribution of taxes. What is no-
table is the importance of stamp duties and registration fees in the overall
fiscal landscape of Morocco. In 2015, property transfer taxes (registration
duties and stamp duties) constituted the most significant share of overall
property taxes. Other tax revenues, which likely include the three local
taxes collected on behalf of local authorities, constituted only 1.3 percent
of overall tax revenue.

In 2012, total taxes constituted 24.5 percent of GDP (IMF 2015). As is
evident from table 19.2, property taxes, as broadly defined by the Interna-
tional Monetary Fund, have amounted to more than 1 percent of GDP
since 2007, significantly above the 0.6 percent average for developing coun-
tries (Bahl and Martinez-Vazquez 2008; Norregaard 2013). As is clear
from table 19.1, recurrent taxes are not important in the overall fiscal land-
scape. Thus, the most significant part of the percentage of GDP reflected
in table 19.2 is the revenue from the various property transfer taxes. A major
spike in revenue in 2007 was followed by a noticeable decline in 2008, but
thereafter, there was a steady annual increase.

Table 19.1 Distribution of Taxes, 2015 Fiscal Year

Tax Type MAD (Billions) Percentage
Income tax 36,540 19.6
Corporate tax 42,780 22.9
Value-added tax 56,197 30.1
Domestic consumption tax 26,646 14.3
Customs duties 7,250 3.9
Stamp duties and registration fees 14,876 8.0
Other tax revenues 2,430 1.3
Total 186,719 100.0

Source: Citizen Budget (2015).

Table 19.2 Property Taxes as a Percentage of GDP, 2005-2010

Year 2005 2006 2007 2008 2009 2010

% of GDP 0.74 0.75 1.60 1.33 148 1.53
Source: IMF (2016).
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Subnational Taxes and Charges

An important reform of the subnational fiscal regime commenced in 2007
with the enactment of Law No. 47/06 (published in the Official Gazette,
no. 5583, December 3, 2007), supplemented by Law 39/07 (published in
the Official Gazette, no. 5591, December 31, 2007). These laws were intro-
duced to simplify local taxation and to improve its administration; align
local taxation with the decentralization program by strengthening fiscal
autonomy; and harmonize state and local taxation and amalgamate dupli-
cate taxes (Local Tax Guide 2008). According to Law No. 47/06, subna-
tional authorities have the following taxing powers:

¢ Regions have the power to levy the tax on hunting licenses, the tax
on mining, and the tax on port services.

* Provinces and prefectures may levy the tax on driving licenses, the
tax on motor vehicles, and the tax on the sale of forest products.

¢ Urban and rural communes may levy the following taxes and fees:
the residence tax, the tax on communal services, the business tax, the
tax on vacant urban land, the tax on building operations, the tax
on housing estate operations, beverage taxes (including the tax on
mineral and table water), the tourist tax, the tax on public passenger
transport, and the extraction tax on quarries.

In rural communes, the residence tax, the tax on communal services, and
the tax on housing estate operations are due only in the delimited centers,
peri-urban areas, and holiday resorts and spas. The tax on vacant urban
land is due only in the delimited centers, as determined in a planning doc-
ument.

Table 19.3 provides an overview of local taxes collected centrally and
locally, as well as transfers received from the central government, from
2011 to 2014. Local taxes constituted more than 34 percent of total revenues
for local authorities in each of these financial years. The revenues of local
authorities collected in 2014 were MAD 31.9 billion, an increase of
0.4 percent over 2013, due to an increase of 6.4 percent in revenue trans-
ferred by the state in 2014, coupled with a decrease of 1.2 percent in reve-
nue administered by local authorities and 17.1 percent in revenue managed
by the state on their behalf. However, it is evident from table 19.3 that
from 2011 to 2014, each component remained relatively stable. Table 19.4
shows the importance of taxes and transfers by type of local authority. Not
surprisingly, urban communes generate more of their own tax revenue
than their rural counterparts. Table 19.5 provides an overview of the
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Table 19.4 Revenue Sources by Type of Local Authority, 2014

Urban Rural Provinces/

Communes Communes Regions Prefectures
Own sources 53.9 21.7 47 54
Transfers 46.1 78.3 53 94.6

Source: General Treasury (2014).

revenues collected or received by type of local authority. Table 19.6 states
the relative importance of specific taxes for local authorities collectively.
It is notable that the three local taxes administered by the General Tax
Administration (the tax on communal services, the business tax, and the
residence tax) were collectively quite significantin both 2013 (26.7 percent)
and 2014 (18.1 percent). However, the residence tax (the recurrent prop-
erty tax on residential property) is rather insignificant, only 1.4 percent
(2013) and 0.9 percent (2014).

Property-Related Taxes and Charges

Various taxes may be imposed on the transfer of immovable property: a
capital gains tax, the registration duty, and various stamp duties. There is
no gift tax or estate tax in Morocco (IBFD 2016).

The Capital Gains Tax (Taxe sur les Profits Immobiliers)

The capital gain is determined by calculating the difference between the
sale price (less concomitant costs) and the acquisition price (including fees
pertaining to the acquisition, any duly justified investment expenses, and
interest). The acquisition price, acquisition costs, capital expenditures, and
interest are revalued by applying a coefficient corresponding to the year
of acquisition, established annually by ministerial order. The purchase
price of a property acquired by inheritance is

o the original purchase price paid by the deceased for the property
inherited, plus investment spending, including expenses of restora-
tion and equipment, or the building cost if built by the deceased; or

o the market value of the buildings at the time of transfer by inheritance
or donation in favor of the deceased, which is declared by the ceding
heir, subject to adjustments in land profits under the Tax Code.
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Table 19.6 Tax Revenues of Local Authorities, 2013 and 2014

2013 2014
MAD MAD
Tax Revenue Billions % Billions %
Direct taxes
Tax on communal services 3,327 12.2 2,685 9.9
Business tax 2,227 8.2 1,984 7.3
Residence tax 375 1.4 248 0.9
Tax on undeveloped urban land 1,121 41 901 3.3
Share of the corporate tax 373 1.4 509 19
Share of the personal 359 1.3 248 0.9
income tax
Subtotal: direct taxes 7,782 28.6 6,576 24.3
Indirect taxes
Share of VAT revenues 16,902 62.0 17,800 65.9
Tax on construction operations 720 2.6 718 2.7
Tax on estate operations 260 1.0 265 1.0
Beverage taxes 161 0.6 156 0.6
Tax on quarry mining products 175 0.6 178 0.7
Tourist tax 178 0.7 191 0.7
Tax on port services 150 0.6 168 0.6
Other indirect taxes 929 34 976 3.6
Subtotal: indirect taxes 19,475 71.4 20,452 75.7
Total: local tax revenue 27,257 100 27,029 100

Source: General Treasury (2014).

Note: Law No. 47/06 on the taxation of local governments, promulgated by
Decree 1-07-195 30/11/2007 (B.O. No. 5584 of December 6, 2007), as
amended and supplemented by Law No. 05-10, enacted by Decree No. 1-10-22
of 11/2010 (B.O. No. 5822 of March 18, 2010), replaced the municipal adminis-
tration tax (taxe d’édilité) with the tax on communal services (taxe des services
communaux), the patent tax (Iimpét de la patente) with the business tax (taxe
professionelle), and the city tax (taxe urbaine) with the residence tax (taxe
d’habitation). The receipts from the municipal administration tax, the patent tax,
and the city tax have been allocated to the receipts for the tax on communal
services, the business tax, and the residence tax, respectively.
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The following exemptions apply to capital gains:

o The sale of a residential building occupied as a principal residence
for at least six years from the date of acquisition (this exemption also
applies to the land on which the house is built if the land area is less
than five times the area covered by the building).

o The first sale of social housing where the building area is between 50
and 80 m? and the sale price does not exceed MAD 250,000, excluding
VAT, and the building was occupied by its owner as a principal
residence for at least four years before the date of the sale.

¢ The gain realized by any person on the sale of buildings with a total
value of less than MAD 140,000 in the relevant calendar year.

 The gratuitous (that is, for no consideration) transfer of immovable
property or real rights between spouses, between parent and child,
or between siblings.

For capital gains from the disposal of undeveloped urban land or of real
property rights relating to such property, the rate of withholding tax is
set according to the time between the date of acquisition and the alien-
ation of such buildings as follows:

20 percent if the property was owned for less than four years.
25 percent if the duration is four or more years but less than six years.

30 percent if the duration is six years or more.

Any gain realized from the disposal of immovable property other than
properties mentioned above, including buildings or agricultural land, is
subject to a tax of 20 percent. However, the tax payable shall not be less
than 3 percent of the sale price. Nonresident companies are liable for cor-
porate tax on any capital gains arising from the sale of immovable prop-
erty situated in Morocco at a standard rate of 30 percent (IBFD 2016).

The Registration Duty

A registration duty is payable when real property is transferred. The tax
rate depends on the type of transfer or the transacting parties. The high-
est rate is 6 percent, and the lowest rate is 1.5 percent.

When a building is acquired for residential, commercial, business, or ad-
ministrative purposes, a registration fee at a reduced rate of 4 percent is
payable. The 4 percent rate also applies to the land on which these buildings
are constructed if the land area is not more than five times the built area.

"The first sale of any public housing or a unit in a low-value housing estate
acquired from the developer by a natural or legal person who has concluded
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an agreement with the state as provided by the Tax Code is subject to a re-
duced tax rate of 3 percent. Social housing means any housing unit with a total
covered area between 50 and 80 m? whose sale price does not exceed MAD
250,000. Low-value housing means any residential unit with a covered area
between 50 and 60 m? whose first sale price does not exceed MAD 140,000.

The acquisition of vacant land is subject to a reduced rate of 4 percent,
as is the acquisition of land with structures to be demolished or land for
subdivision and earmarked for the construction of residential, commercial,
business, or administrative buildings within a maximum of seven years
from the date of acquisition of the land. To avoid penalties and surcharges,
the required documentation must be filed with the tax inspector in charge
of registration within 30 days from the date of acquisition.

As of 2007, taxes from several authorities must be cleared before a transfer
takes place, and it is the responsibility of the notary to assure that the money
for the transaction is sufficient to cover any unpaid taxes. The so-called
attestation fiscale is required by law. The tax-collection authority enters the
request for tax clearance in its automated system; this triggers requests for
clearance from the Direction Régionale des Impo6ts to verify the payment
of the house tax (taxe d’habitation) and the tax on communal services (taxe des
services communaux) and from the Commune Urbaine de Casablanca (in Cas-
ablanca) to verify the payment of the urban tax. Once clearance is obtained
from both agencies, the tax-collection authority delivers the tax clearance
certificate showing that the seller has cleared all taxes (World Bank 2016b).

The Stamp Duty

The public notary certifies the signatures of the parties in the sales deed
only if a notarial deed is established. Since January 2011, the stamp duty
has been paid directly at the Land Registry. It is no longer necessary to
purchase the stamps and stamp each page, as previously required. The par-
ties, in some cases assisted by their lawyers, can prepare the deed. At this
point, the parties usually pay all fees and taxes to the notary, who then
pays all taxes and fees to the authorities on behalf of the parties (World
Bank 2016b). Listing of the registered sales deed in the land registry is an
additional formality that is separate from registration. The buyer applies
for the listing of the registered deed on the land registers. According to
Law 14-07, which entered into force on May 23, 2012, such listing must be
completed within three months from the date the deed was drafted. The
buyer must also apply for the inscription of the registered deed in the land
registers (the Conservation Fonciere, du Cadastre et de la Cartographie).
A fixed fee of MAD 75 and a stamp duty of 1 percent of the property value,
with a minimum of MAD 450, are payable (World Bank 2016b).
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Recurrent Property Taxes

There are several recurrent property taxes at the local level. The General
Tax Administration collects the residence tax (taxe d’habitation), the tax on
communal services (taxe des services communaux), and the business tax (taxe
professionnelle) on behalf of local authorities. The two relevant locally levied
and collected taxes are the tax on vacant urban land (taxe sur les terrains
urbains non-bitis) and the tax on building operations (taxe sur les operations
de construction).

The Residence Tax

In 2007, the residence tax replaced the urban property tax, also known as
the city tax (faxe urbaine). The residence tax applies to buildings of any kind
occupied in whole or in part by their owners as a principal residence or as a
secondary residence, or occupied without consideration by the owner’s
spouse, ascendants, or descendants. The residence tax is applied within the
jurisdiction of an urban commune and in its peri-urban areas, as well as to
properties identified as summer and winter resorts or spas. The tax is pay-
able by the owner or the usufructuary, but if the owner is unknown, it can
be collected from the occupier. Where land and a building on that land are
owned by different persons, the owner of the building is liable for the tax
(Local Tax Guide 2008).

The Tax Base

The residence tax is based on the annual rental value (ARV) of buildings.
However, a reduction of 75 percent is applied to the rental value of occu-
pied buildings for the following persons:

» The owner or usufructuary, or the owner’s spouse, ascendants, or
descendants.

» The members of real estate companies.

¢ Moroccan citizens living abroad if the building is a primary residence
and occupied for free by their spouse, ascendants, or descendants.

This reduction also applies to the value of a holiday (second) home.
Exemptions
The following properties are fully and permanently exempt:

» Royal residences.

¢ Buildings belonging to the state, local authorities, charities, or public
benefit organizations.



CHAPTER 19: MOROCCO / 295

¢ Buildings available free of charge at the disposal of some organizations
specified by law.

¢ Buildings belonging to foreign states as offices or housing for
diplomatic missions, subject to reciprocity.

¢ Buildings belonging to international organizations with diplomatic
status and used as offices or housing for the mission chiefs.

¢ Buildings used exclusively for public worship or education or as
historic monuments if they are not used commercially.

New buildings and additions to buildings constructed by individuals as
principal residences are exempt for five years after the date of their com-
pletion. Buildings in the former province of Tangier enjoy a permanent
reduction of 50 percent. The five-year tax holiday for the owners of newly
completed construction materially erodes the tax base.

Valuation

In each municipality, the ARV of a building is determined by a commis-
sion that annually conducts an inventory of properties. Values are deter-
mined with reference to the average rents for similar homes in the same
neighborhood. The rental values are revised every five years by a 2 percent
increase. The governor of the prefecture or province appoints the com-
mission’s members for a term of six years. The commission must include
an inspector of taxes proposed by the General Tax Administration and a
representative of the local tax services of the municipality proposed by the
president of the municipal council. The commission can be divided into as
many subcommissions as are necessary to perform its work. Each subcom-
mission must include an officer of the General Tax Administration and a
representative of the tax services in the municipality. The census com-
mences on a date that must be publicly advertised at least 30 days in advance
through posters, newspapers, and other appropriate advertising modes
used in the locality. Properties are listed by street in the order of their lo-
cation. At the close of census operations, the commission must publish a
grid of rental values on the basis of average rents of similar properties in
the area.

Tax Rates

The graduated residence tax rates are set out in table 19.7.

Administration

The residence tax is collected centrally, and the revenue is apportioned,
with 90 percent transferred to the relevant commune’s budget and the
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Table 19.7 Tax Rates for the Residence Tax

Annual Rental Value Tax Rate (%)
Below 5,000 MAD 0
5,001-20,000 MAD 10-MAD 500
20,001-40,000 MAD 20-MAD 2,500
Above 40,000 MAD 30-MAD 6,500

Source: Adapted from Deloitte (2015).

remaining 10 percent retained in the general budget of the state as a fee
for the cost of management.

The Tax on Communal Services

The tax on communal services replaced the municipal administration tax,
and the base has been broadened to cover households and business (Local
Tax Guide 2008). The tax on communal services is a tax to pay for commu-
nal services in urban and rural communes and is charged annually in addi-
tion to the residence tax. The tax is levied on the owner or usufructuary. If
the owner or usufructuary cannot be identified, the occupant is liable.
However, if the building is the owner’s principal residence, the 75 percent
discount of the rental value used in the calculation of the residence tax ap-
plies. The tax is payable on existing buildings and constructions of any kind,
regardless of their use, as well as equipment, tools, and any other means of
production specifically covered.

For property subject to the residence tax or the business tax, including
properties that benefit from permanent or temporary exemptions, the tax is
based on the rental value used to calculate those two taxes. For property not
subject to the business tax or the residence tax, it is based on the actual rents
where such a property is leased, or on its presumptive rental value if the
property were freely available to a third party. The applicable tax rates are

* 10.5 percent of the rental value for buildings located within the
municipal boundaries of urban municipalities, as well as spas and
summer and winter resorts; and

» 6.5 percent of the rental value of properties located in the peri-urban
areas of urban municipalities.

Taxpayers are subject to the same obligations for the tax on communal
services as they are for the residence tax in case of completion of construc-
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tion or change of ownership of the property. However, the five-year exemp-
tion provided for the residence tax does not apply to the tax on communal
services. The revenue from the tax on communal services is divided as
follows: 95 percent to the communes and 5 percent to the region (Local
Tax Guide 2008).

The Business Tax

"The business tax replaced the patent tax in 2007 and is payable annually
by natural or legal persons, whether Moroccan or foreign, engaged in busi-
ness or professional activities for profit. Business and professional activi-
ties subject to the business tax are classified according to their nature in
one of the classes of occupations as determined by law.

The business tax is based on the gross annual rental value of normal and
current tangible assets that the taxpayer uses for business activities. For
business and professional activities other than hotel establishments, the
rental value is determined by reference to actual leases or rentals, by way of
comparison, or by direct reporting without using the correction procedure
under the law (Local Tax Guide 2008). However, the rental value may not
be less than 3 percent of the overall cost of land, buildings, fixtures, equip-
ment, and tools. For hotel establishments, the rental value is determined by
applying fixed coefficients to the cost of buildings, equipment, tools, fix-
tures, and fittings of each establishment depending on the overall cost of
tangible elements of hotel establishments, provided that the establishment
is operated by the owner or the tenant. The coefficients are defined by law
as follows:

* 2 percent if the cost is less than MAD 3 million.

¢ 1.50 percent if the cost is at least MAD 3 million but less than MAD
6 million.

o 1.25 percent if the cost is at least MAD 6 million but less than MAD
12 million.

¢ 1percentif the overall cost is at least MAD 12 million through leases
and rental actions.

The tax rates based on the rental value as determined by law are as
tollows:

+ Class 3 (C3): 10 percent.
 Class 2 (C2): 20 percent.
 Class 1 (Cl): 30 percent.
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However, there are minimum amounts payable for each of the three
classes and for urban and rural communes. A taxpayer who does not file a
registration for business tax within 30 days after the date of commence-
ment of business is liable to a surcharge of 15 percent of the amount due
or that would have been due in the absence of an exemption or reduction,
with a minimum of MAD 500.

The revenue from the business tax is divided as follows (Local Tax
Guide 2008):

80 percent of the revenue is remitted to the council of the commune
where the business is operated.

10 percent is remitted to chambers of commerce, industry, and
services, craft rooms, and rooms of marine fisheries and their
federations. The distribution of this portion among these chambers
and federations is fixed by regulation.

* 10 percent of the tax revenue is retained for the benefit of the general
budget as a management fee.

Other Taxes on Immovable Property

Local authorities levy a number of other taxes or charges relating to im-
movable property.

The Tax on Undeveloped Urban Land

The tax on undeveloped urban land is levied for the benefit of urban com-
munes. It applies to undeveloped urban land within the boundaries of
urban municipalities or delimited centers (with a town-planning docu-
ment), but it excludes undeveloped land already allocated for use of any
kind. It is payable by the owner. Joint owners can request to be charged in
proportion to their shares of ownership. However, each joint owner re-
mains liable to pay the entire tax (Local Tax Guide 2008).

The tax is an amount per square meter of the land area; any fraction of
a square meter is rounded up to a whole square meter. The tax rates on
vacant urban land are fixed as follows:

¢ Building area: MAD 4 to 20 per square meter.

 Villa area, individual housing area, or other areas: MAD 2 to MAD
12 per square meter.

The tax on undeveloped urban land is due for the entire year on the basis
of the factual situation as of January 1 of the tax year. The municipal taxa-



CHAPTER 19: MOROCCO / 299

tion service conducts an annual census of properties subject to the tax on
undeveloped urban land.

The Tax on Building Operations

The tax on building operations is levied for the benefit of urban and rural
communes. It is a one-time tax on any new construction, reconstruction,
or expansion of any kind before a building permit is issued to the taxpayer.
The tax is calculated on the basis of the total area in square meters to be
covered by the construction. As is the case with the tax on undeveloped
urban land, a fraction of a square meter is rounded up to one square meter.
Should any part of the construction protrude on any public area, a
100 percent surcharge will be applied to the protruding area. The tax is
due at the time building permit is issued, and proof of payment must be
produced before any construction work may commence. The tax rates per
square meter are set out in table 19.8.

Table 19.8 Tax Rates for the Tax on Building Operations

Type of Building Operations Tax

+ Collective residential buildings or housing MAD 10 to MAD 20/m?
developments

* Industrial, commercial, or administrative buildings

+ Single units MAD 20 to MAD 30/m?

Source: Local Tax Guide (2008).

The Social Solidarity Contribution on the Construction

of Housing Units

If a person constructs a housing unit for personal residential use and the
built area does not exceed 300 m?, the social solidarity contribution is
not payable. However, if the constructed area is over 300 m?, the owner
is liable for this contribution on the entire area covered. The amount of
this contribution is MAR 60 per square meter covered by the housing
unit.

For buildings whose area exceeds 300 m?, payment of the tax at the rel-
evant tax office must be accompanied by a written statement specifying
the area covered by the new construction and the amount of the contri-
bution, as well as the building and occupancy permits. This declaration
must be filed within 90 days after the date of issuance of the occupancy
permit by the competent authority.
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Property Tax Issues in Morocco

Subnational elections were held in 2015, and the decentralization program
is well under way. However, the Moroccan tax system is still largely
centralized, and the General Tax Administration still collects some of the
local taxes, albeit through decentralized regional offices.

Although property taxes constitute a significant percentage of GDP (the
highest on the African continent), recurrent taxes on property represent
a relatively small proportion of these taxes. The residence tax has an ex-
tremely narrow base because of the significant 75 percent value reduction
for primary residences and the five-year exemption for newly constructed
property.

Raising recurrent property taxes (while protecting low-income prop-
erty owners) would increase revenues and also overall fairness, since this
move would mainly affect the better-off (Jewell et al. 2015). Because the
overall tax percentage of GDP is already at 24.5 percent, however, there
may not be much room to increase revenue from recurrent property taxes
unless relief is given elsewhere in the tax system.

Notes

1. These include the first Communal Charter (Law of June 3, 1960, Decree of De-
cember 2, 1959); the second Communal Charter (Law of September 30, 1976); a new
communal reapportionment adopted in 1992 (Decree of June 30, 1992) that doubled
the number of communes; and a further new Communal Charter (Law No 78-00 of
October 3, 2002).

2. The central government redistributes 1 percent of the corporate tax and the personal
income tax to the regions.
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Mozambique

WILLIAM MCCLUSKEY AND VASCO NHABINDE

M ozambique is a former Portuguese colony that gained independence
in 1975. Located in southeastern Africa, it borders the Indian Ocean
to the east, Swaziland and South Africa to the south and southwest, Zim-
babwe to the west, Zambia and Malawi to the northwest, and Tanzania to
the north. The land area is 799,380 km?, and the population is estimated
at 28 million (United Nations 2015). The level of urbanization is about
32 percent (United Nations 2014). The capital city, Maputo, has a popula-
tion of about 1.2 million (CIA 2016). It is an important port city not only
for Mozambique but also for neighboring landlocked Zimbabwe and the
northern provinces of South Africa. In 2015, the estimated GDP per cap-
ita in Mozambique was USD 529 (World Bank 2016b). Mozambique is a
low-income country (World Bank 2016a).

Government

There are 11 provinces, including the capital city of Maputo. There are
128 districts within the provinces that primarily cover rural areas (CIA
2016), and there are 51 municipalities covering urban areas. The 2004 Con-
stitution of the Republic of Mozambique acknowledges two types of local
authority, municipalities and settlements.

Immediately after independence in 1975, Mozambique reorganized its
administrative structures and reestablished municipalities. The majority of

/302 /



CHAPTER 20: MOZAMBIQUE / 303

municipalities were institutionalized by Law No. 7/78 and were referred to
as executive councils. At this time, all sources of revenue were controlled by
the central government, including property taxes. Most municipal services,
such as sanitation, public health, and street cleaning, were provided free to
citizens. Executive councils effectively functioned as agents of the central
government, and direct central-government budget transfers financed al-
most all their expenditures. Because they had no control over the transfers
and could not predict them, local budgeting was problematic. Revenues
were often depleted long before the end of the fiscal year, and the delivery of
municipal services was significantly weakened. However, the establishment
of municipalities and the redefinition of their legal and financial status in
1997 significantly enhanced their leeway in determining their own revenues
and expenditure priorities. Under the central government’s new policy to
reduce its role in local service delivery, it initiated plans allowing munici-
palities to levy some own sources of revenue, including property taxes.
Since 2004, imposition of the property tax has been a municipal compe-
tency for those municipalities with the administrative capacity to charge,
collect, and enforce the tax. However, only Maputo Municipality and a few
of the larger urban municipalities, such as Beira, Matola, and Nampula,
have the necessary administrative capacity to take on this responsibility.

Land Tenure

Land tenure in Mozambique has had a major impact on the evolution, or
lack of it, of land and property taxes in the country. When Mozambique
became independent in 1975, the government assumed ownership of all
land. Article 82 of the 2004 constitution explains that the state recognizes
and guarantees the right of ownership of property. The constitution fur-
ther provides in Article 109 that all land is owned by the state, and land
may not be sold or otherwise alienated or disposed of, nor may it be mort-
gaged or subjected to any form of attachment (Land Law of 1979, Law
No. 6/79) (GoM 1997; Kanji et al. 2005; Nhabinde 2009). The Land Law
of 1979 had four principal objectives:

¢ To rationalize and regularize land allocation.
 To legitimize grants already made.

 'To simplify the process somewhat through provision of criteria and
standard procedures.

o 'To reaffirm the rights of peasant landholding communities.

This law also established a new property right in land, the so-called
DUAT (direito de uso e aproveitamento dos terras), also referred to as the “land
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use and benefit right.” There are three main ways in which a person or
entity may obtain a DUAT:

» Through occupancy of land according to customary norms and
practices.

¢ Through good-faith occupation of land for a period of ten years.

» By application to the state. In this case the state grants DUATS for
renewable periods of 50 years.

DUAT: obtained by occupancy are perpetual and do not require plans for
exploitation of the land. Delimitation and registration are voluntary, and
local communities are not obliged to delimit or register their land to prove
their DUAT ownership. However, local communities can register their
DUAT. This is important where communities want to transfer their DUAT
to an investor. Members of local communities can also obtain DUATS for
individual plots within the community land.

The Land Law established that land has no sale (or market) value or
rental value. Because land is deemed to have no market value and cannot
be included in an individual’s patrimony, it cannot be used as collateral for
credit, nor can revenue based on its value be raised. There are two impor-
tant legal instruments that regulate the use of land in Mozambique. De-
cree No. 66/98 is more general and is applicable nationwide, while the
subsidiary regulation, Decree No. 60/06, is applicable to cities, municipali-
ties, and villages. These two legal instruments determine how individuals
can have access to land as defined in the Land Law. As noted, access to land
for economic activity is granted for a period of 50 years and is renewable
for another 50 years. According to the Land Law, the right of land use
(granted by the title) is transferable, but only the constructed improvements
can be used as security for credit purposes.

Land is the basis of subsistence for most Mozambican families living
in rural areas and is probably the most important asset people in rural areas
have. In this regard, Law No. 19/97 introduced an important innovation
in the right to land in this traditional (customary law) system of land tenure
by giving communities the right to participate in the process of land alloca-
tion for investment projects. In urban areas, land can be publicly auctioned
if the objective of the auction is to promote the construction of buildings
for residential, commercial, or services use.

Although land in principle has no value, Law No. 19/97, Decree No. 66/98,
and Decree No. 60/06 provide for the payment of an annual fee on the
grant of titles for land use and charges for land acquisition. These an-
nual fees are payable in two installments, the first by the end of March and
the second before the end of June. One problem with these annual fees is
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that they are fixed, low amounts, so they are not buoyant, and the revenue
is negligible and, in most cases, less than the cost of administration.

The law provides for penalties for those who try to evade the payment
of fees on land titles to ensure that they use the land for the permitted
purpose. However, in most cases, the penalties are not enforced. Perhaps
a more serious problem is the lack of mapping and identification of prop-
erties subject to these annual land fees. As a consequence, Mozambique
has taken a significant positive step regarding its system of land manage-
ment by introducing the Land Information Management System (LIMS),
which allows for the exact identification of a land parcel, its location, its
owner, and its use at the provincial level.

Because land is deemed to have no market value and the land use fees
are administratively determined, the actual value of land in the market is
distorted; therefore, land revenue is lower than it could be. In addition to
low tax rates, many properties are exempt because they are owned by the
state or by associations of public utilities recognized by the Council of
Ministers (Law No. 19/97). These exemptions exclude significant areas of
land and also serve as an incentive for individuals to register their businesses
as associations or cooperatives to gain the advantages of exemption.

Furthermore, the formula for redistribution of the revenue collected
(40 percent to the national treasury, 12 percent to the districts, 24 percent
to mapping services, and 24 percent to the National Directorate of Land)
penalizes areas that are more efficient in tax collection. Moreover, the
Treasury keeps the largest part of the revenue instead of returning it to
the districts and provincial governments where it was collected, and where
increased levels of expenditure are needed.

In general, most provinces have improved their levels of revenue col-
lection from land titles, largely because of the implementation of a new
system of land management that helps identify parcels subject to the land
tax. The government believes that when the new system of land manage-
ment is fully operational and the number of exemptions is reduced, tax rev-
enue from land titles will be significantly higher. Mozambique also needs
to consider the market value of land in calculating tax revenue from land
titles. This will increase the level of revenue for the country and especially
for districts and provinces, but it can happen only when the law recognizes
that land has value.

Taxation

A corporate income tax is levied at a standard rate of 32 percent (a reduced
rate of 10 percent applies to agricultural enterprises). A value-added tax is
levied at 17 percent.
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A DUAT must be registered in the LIMS, the land use charge must
have been paid (for which a tax clearance certificate must be obtained), and
the owner and the purchaser must be registered for tax purposes. A sisz
(property transfer tax) receipt must be obtained from the tax authority and
submitted with the sale and purchase agreement to the notary along with
the name of the buyer. The sisa is based on the declared transaction price
or whatever price the tax authority determines. Decree 46/2004 reduced
the sisa from the previous level of 10 percent to 2 percent of the declared
price (PWC 2016). Revenue from the sisa is allocated to municipalities.
Currently, there are no formal processes whereby transaction details are
recorded in Mozambique. All transactions are liable for the sisa, which
must be paid before a notary can fully complete the legal processes. How-
ever, there is no recording of the agreed price in a central database or even
in electronic format, such as a spreadsheet.

The transfer for monetary value of the right of ownership of real prop-
erty or of other equivalent rights is subject to the sisa as provided for in
Article 94(1) of the Civil Tax Act (CTA). Article 102 of the CTA establishes
a rate of 2 percent that is charged on the value declared for the purposes of
the sale and purchase or on the official taxable value of the property, which-
ever is higher. The sisa is payable by the person who acquires the right of
ownership of the property and must be paid before the signing of the
deed of sale and purchase or any other act equivalent to it or leading to an
eventual sale and purchase transaction (Nhabinde 2009).

Property and Land Taxes

Before 2003, the central government collected the property tax and redis-
tributed the revenue to municipalities according to a fixed formula that
took into account the population of the municipality and revenue from
other sources. However, in 2004, municipalities deemed to have sufficient
administrative capacity were given the opportunity to levy and collect
property taxes. Districts (rural areas), however, as administrative arms of
the central government, have no taxing authority. Land is charged a land
use fee, only part of which is reallocated to the district. Property tax rev-
enue nationally is generally lower than the revenue from the taxes on real
estate transfers and donations. This can be explained in part by the low
assessed values, primarily on residential properties.

"Table 20.1 illustrates the adjustment factors for land in districts. Some
of the key adjustments relate to location (protection zones and develop-
ment zones), size of parcels, use of land for charitable purposes, and owner-
ship of the land.
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Table 20.1 Adjustment Factors for
Land in Districts

Location or Category Index
Maputo Province 2
Other provinces 1
Partial protection zones 1.5
Development zones 0.5
Up to 100 ha 1
101-1,000 ha 1.5
>1,001 ha 2
Charity use 0.5
Nationals 0.8
Nonnationals 1

Source: Ministerial Diploma 144,/2010.

Table 20.2 illustrates land use rates. The land use charge was intro-
duced in 1999. In 2010, the rates were revised to reflect the revaluation of
the Mozambican currency (effected in July 2006, whereby 1,000 old
Mozambican meticals became equal to 1 new Mozambican metical). Rates
are relatively low, particularly for protected types of farming, such as cattle
and wildlife. In addition, land used for tourism, such as hotel land within

Table 20.2 Land Use Rates per Hectare for Districts

Rate per
Hectare, Rate per Rate Per
Rate per 2010 Hectare, Hectare,
Hectare, (Current) July 2010 December
Parcel Use 1999 (MZN) (USD) 2015 (USD)
Nonagricultural land 30,000 75 2.16 1.47
Agricultural land 15,000 38 1.08 0.74
Cattle farming 2,000 5 0.14 0.10
Wildlife farming 2,000 5 0.14 0.10
Permanent crops 2,000 5 0.14 0.10
Land up to 1 ha within 200,000 500 14.39 9.80

3 km of coastline

Source: Authors’ calculations; Land Law Regulations 77/1999; and Ministerial
Diploma 144/2010.
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three kilometers of the coast, is charged MZN 500 per hectare. There-
fore, a hotel parcel of one hectare would have an annual land use charge of
less than USD 10.

The Municipal Property Tax

"The municipal property tax (insposto predial autdrquico, IPRA) is levied annu-
ally on the value of buildings situated within a municipality (PWC 2016).
The IPRA is part of the municipality tax base. According to Law 1/2008,
this tax is based on the “book value” of urban properties located within a
municipality, which is defined as the value recorded in the cadastral records.
"The tax is levied on the value of an urban building that is regarded as infra-
structure. If the value is not recorded in the cadastral record, the tax is lev-
ied on the self-reported value. An urban property is defined as land on which
a fixture has been attached. The methodology for estimating the market
value of a building usually takes into consideration the following criteria:

* Basic construction value or cost per square meter.
* Gross construction area (building).

 The application coefficient (type of use, such as housing, commerce,
services, warehouse, or industry).

 The location coefficient (e.g., rural, peri-urban, urban).
» The age coefficient.

The regulations require the taxpayer to register the building in the
municipal tax register. A municipal building valuation committee is sup-
posed to undertake assessment of the value of all buildings. The law stip-
ulates an annual tax rate of 0.4 percent of the value of residential buildings
and 0.7 percent of the value of buildings used for commerce, industry,
storage, or services.

The IPRA must be paid annually in two installments, by June 30 and
December 31. Properties exempt from the IPRA include buildings of the
state; municipal buildings; diplomatic missions; officially recognized non-
profit entities of humanitarian, cultural, scientific, artistic, or charitable
character; museums and educational institutions; and buildings constructed
by the state Housing Fund (Fundo de Fomento de Habita¢io). New residen-
tial buildings are also exempt for five years from the date the housing per-
mit is issued in the name of the owner. Idle municipal land is not subject
to the IPRA. This exemption results in a considerable loss of potential
revenue on vacant urban land and may encourage inefficient land use and
speculation.
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The main challenges municipal governments face in collecting the
IPRA are (1) creation and maintenance of building registers and (2) deter-
mination of the value of each building included in the building register.
Municipalities are responsible for maintaining the building register, but
there are serious problems in determining the assessed value. Currently,
the values recorded in the building register are extremely outdated and are
considerably lower than current market values.

The finances of municipalities in Mozambique are regulated by Law
No. 11/97 and by the Local Government Tax Code (Decree No. 52/00). In
exercising the rights allowed by these two laws, Maputo collected on aver-
age 78 percent of its budgeted revenue, which financed 99 percent of its
budget, during the period 2004 to 2006. During the same period, gov-
ernment transfers represented 51 percent of local revenue. Total revenue
represented 0.28, 0.32, and 0.32 percent of Mozambican real GDP be-
tween 2004 and 2006 (Nhabinde 2009). Although the weight of this
municipality in the country’s GDP is increasing gradually, there is still
significant potential to be exploited. For example, if properties were re-
valued and there was a serious attempt to incorporate more properties
into the tax base, Maputo could significantly increase revenue from the
property tax.

The Municipality of Maputo

Maputo, as the capital city and most important commercial center in Mo-
zambique, has diverse economic activities and includes some of the most
expensive residential and commercial property in the country. Although
it is one of the most developed urban areas in the country, there are still
many properties within the city limits that have not been identified and
registered for property tax purposes. A study conducted with the support
of the World Bank found that only 14,700 out of an estimated total of
225,000 properties were registered (less than 7 percent). In order to max-
imize the potential of the property tax, it is essential that the ownership
of buildings be systematically identified and recorded. The cited study rec-
ommended a land survey of Maputo in order to identify, map, and register
all property, including property entitled to an exemption. The survey could
also be accompanied by a campaign to inform people of the importance
of paying taxes.

In addition to the property registration problem, the majority of prop-
erties in Maputo that are on the valuation roll are not valued at a level
close to their market prices. On average, the property taxes on buildings in
Maputo represented only about 10 percent of total revenue for the period
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2004 to 2006. If charges on land tenure are added to the property tax rev-
enues during the same period, this figure increases to 36 percent of total
revenue. Besides adding previously untaxed properties to the system, the
municipality should consider valuing properties according to their mar-
ket value. Valuation could be done either by the Maputo Municipal Com-
mission or by a private entity.

Of the expected 2014 revenue from property taxes for the Municipal-
ity of Maputo, 27 percent was derived from commercial and business
properties, and 73 percent was derived from residential properties. The
mapping and identification of untaxed properties will increase the rev-
enue potential of the property tax (see table 20.3). The current tax rate
for residential buildings is 0.4 percent; for commercial buildings, it is
0.7 percent.

By law, all state-owned residential properties that are rented out to in-
dividuals are exempted from the property tax. Therefore, residents oc-
cupying such residences are not liable for payment of the property tax since
the whole property is regarded as state owned. A possible solution would
be for the state to sell these properties; thus, the buyer or user would be-
come liable for property taxes. However, the state would then forgo the
rental income. A more feasible option would be to deem these properties
owner occupied by the tenants and to levy property tax on the tenants.
One recommendation regarding such residential properties is that they
should be mapped and identified for property tax purposes (in most cases,
data are available from files constructed during the sales process), even at
their low property value.

Table 20.3 Potential Growth in Taxable Properties in Maputo
Municipality, 2007-2014

Residential Other Registered Total
Year Properties Properties Plots Properties
2007 21,961 1,725 104 23,790
2008 30,248 2,123 133 32,504
2009 41,738 2,622 174 44534
2010 57,721 3,247 229 61,197
2011 80,029 4,033 305 84,367
2012 111,300 5,028 412 116,740
2013 155,354 6,292 566 162,212
2014 217,781 7,902 785 226,468

Source: Department of Revenue, Maputo Municipal Area.
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Prospects for the Property Tax in Mozambique

The end of the civil war in Mozambique in 1992, along with the introduc-
tion of the program of economic rehabilitation, sparked the drive for the
land reform. At that point, most municipalities in Mozambique were still
arms of the central government. The central government enacted many
laws and resolutions to regulate the lives of citizens and the municipal ser-
vices to be delivered to them.

Most local-government structures existed only as central-government
agencies and had no clear responsibilities for local service delivery. It was
only in 1998, with the first democratic elections at the local-government
level, that the importance of local governments for service delivery became
apparent. This was manifested in changes to the law, for example, the re-
turn of property taxes to municipalities.

The development of new municipal structures required a new balance of
funding through central-government grants and transfers, on the one hand,
and new local-government sources of revenue, on the other. Mozambique
initiated significant fiscal reforms at the municipal level, including the
(re)introduction of property taxes. Property taxes on improvements con-
stituted 0.7 percent of GDP in 2011 (IMF 2015). These figures are low
compared with international standards in developing countries (Bahl
and Martinez-Vazquez 2008; Norregaard 2013) confirming that Mozam-
bique still has a long way to go to fully exploit the recurrent property tax
as a source of revenue. Especially in regard to specialized valuation and
municipal tax administration, including transparency and accountabil-
ity, much can be done to enhance locally collected revenues from the
property tax.
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Namibia

RIEL FRANZSEN AND WILLIAM MCCLUSKEY

N amibia is located in the southwestern corner of Africa and covers an
area of 834,295 km?. Established as a German colony, it was adminis-
tered by South Africa from 1917 to 1990. The country gained independence
from South Africa on March 21, 1990. Namibia’s population is estimated
at 2.5 million (United Nations 2015), of which an estimated 370,000 live in
the capital, Windhoek (CIA 2016). The urban population is estimated to
be around 47 percent (United Nations 2014), but despite rapid urbaniza-
tion, Namibia is still mainly a rural society. In 2015, the estimated per
capita GDP was USD 4,677 (World Bank 2016b). According to the World
Economic Forum, Namibia will be the most competitive economy in
the Southern African Development Community by 2017. Namibia is clas-
sified as an upper-middle-income country (World Bank 2016a).

Government

Namibia’s current constitution came into force on March 21, 1990, and
provides for a three-tier system of governance: the central government,
regional councils, and local authorities. Legislation governing subna-
tional governments includes the Regional Councils Act No. 22 of 1992
and the Local Authorities Act No. 23 0of 1992. Local authorities are estab-
lished in urban areas; regional councils cover the rural areas. Under the
Local Authorities Act, there are four types of local authorities: Part I
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municipalities, Part II municipalities, towns, and villages. There are 3
Part I municipalities, 15 Part II municipalities, 26 towns, and 18 villages
(CLGF 2015; Local Government Act 1992). Municipal councils are the most
autonomous local authorities. There are 14 regional councils and 57 unitary
local authorities.

The central government provides subsidies to village councils, regional
councils, and newly established town councils. Regional councils do not
generally provide services directly, but local councils’ responsibilities in-
clude water and sanitation, waste management, electricity, and local eco-
nomic development (CLGF 2015; Kuusi 2009).

Local-Council Revenue Sources

"The local authorities’ own-source revenues consist of property tax (rates),
charges and fees, and revenue from leasing or selling immovable property
such as land. Because of their size, the Part I municipalities (Swakopmund,
Walvis Bay, and Windhoek) generally have a solid financial basis and en-
joy considerable autonomy in the determination of the property tax and
in obtaining loans under the provisions of the Local Authorities Act. The
significantly smaller Part II municipalities have a more fragile financial
basis and are subject to control exercised by the Ministry of Regional and
Local Government, Housing, and Rural Development in setting property
rates and obtaining credit facilities (Fjeldstad et al. 2005; Jibao 2010; Kuusi
2009). Both regional councils and local authorities are empowered to levy
local taxes. Each local authority must transfer 5 percent of its property tax
(rates) income to its regional council (CLGF 2015).

Most of the smaller councils cannot balance their budgets without sub-
stantial transfers from the national government, as is evident from table 21.1,

Table 21.1 Aggregated Revenues for Local Authorities, 2014/2015

Estimated Revenue NAD %

Government transfers

Restricted/conditional grants 524,068,364 134
Unconditional grants 288,428,420 7.3
Locally raised revenue

Property rates 321,721,977 8.2
Licenses and fees 23,448,484 0.6
Other (e.g., electricity and water provision) 2,767,389,118 705
Total income 3,925,056,363 100

Source: CLGF (2015).
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which provides an overview of the revenues of local authorities for the
2014/2015 fiscal year. The current trend under the Decentralization En-
abling Act No. 33 of 2000 is that the local authorities are being pushed
toward financial self-sufficiency to obtain a more autonomous status. The
government of Namibia has started to develop a system of recurrent and
development grants to local authorities aimed at improving service provi-
sion and capacity building (Kuusi 2009).

Property rates constitute less than 10 percent of the aggregate revenue
of all local authorities. The most important own revenue sources are so-
called trading services, that is, the sale of commodities, especially electric-
ity and water, in bulk to end consumers (see table 21.1). Property taxes
broadly defined, including the stamp duty and the transfer duty, consti-
tuted 0.17 percent of GDP in 2010 and 0.26 in 2011 (IMF 2016), whereas
overall taxes as a percentage of GDP were 31.0 percent in 2012 (IMF 2015).
Because Namibia is an upper-middle-income country (World Bank 2016),
there is likely scope for generating more revenue from the recurrent
property tax.

Land Tenure

Article 16 of the 1990 constitution protects the rights of Namibians to
acquire, own, and dispose of all forms of immovable and movable prop-
erty. Under the constitution, all communal land is vested in and formally
controlled by the government. In addition, the constitution stipulates that
all land that is not “otherwise lawfully owned” belongs to the state. Two
important laws regulate land tenure of rural land, the Agricultural (Com-
mercial) Land Reform Act No. 6 of 1995 and the Communal Land Reform
Act No. 5 of 2002.

The Agricultural (Commercial) Land Reform Act provides for the
acquisition of agricultural land by the state for the purposes of land reform
and for the allocation of such land to citizens who do not own or otherwise
have the use of any agricultural land or of adequate land, especially those
citizens who have been socially, economically, or educationally disadvan-
taged by past discriminatory laws or practices. This law also vests a prefer-
ential right to purchase in the state, provides for the compulsory acquisition
of certain agricultural land, and regulates the acquisition of agricultural
land by foreign nationals.

The Communal Land Reform Act provides for the allocation of rights
to communal land, establishes communal land boards, and provides for the
powers of chiefs, traditional authorities, and the land boards in regard to
communal land. The communal land boards exercise control over the al-
location and cancellation of customary land rights by chiefs or traditional
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authorities, decide on applications for the right of leasehold, and establish
and maintain a register and a system of registration for recording the al-
location, transfer, or cancellation of customary land rights and rights of
leasehold. In essence, all rural land in the communal areas is held and man-
aged according to customary tenure systems. Generally, traditional lead-
ers allocate land rights. An allocation of residential or arable land confers
use rights, usually for life. Upon the death of the holder of a customary
land grant, the rights either revert to the traditional leader for realloca-
tion or are passed on according to terms of customary laws.

The form of tenure in urban areas known as “permission to occupy” that
was introduced by the South African government has been converted to
freehold. The Deeds Registry records legal rights in land, such as ownership,
mortgages, and servitudes, under the Deeds Registries Act No. 47 of 1937.
The Deeds Registry is based on the cadastral identification of the land
parcels (a unique cadastral number).

The Valuation Profession

The valuation profession is not well developed and regulated in Namibia.
In 2001, there were fewer than 15 registered valuers in Namibia (Franzsen
2003), and this is still the case (Mutema 2016). Farmers and other stake-
holders apparently rarely receive professional advice, and many individuals
who are not professional valuers, such as estate agents, attorneys, quantity
surveyors, and engineers, provide valuation-related services. However,
some of the current problems should be rectified when the regulations of
the Property Valuers Profession Act No. 7 of 2012 are implemented, which
will allow for the proper determination of qualifications and the categori-
zation and registration of valuers as professional valuers, associate profes-
sional valuers, valuers in training, and student valuers in training. There
is a valuer general in the Ministry of Land Reform. Valuation education
has commenced at the Namibia University of Technology in 2015.

Property-Related Taxation

Capital gains are not taxable in Namibia, and there are no estate or in-
heritance and capital acquisition taxes. An estate duty and a donations tax
were mooted in the 2003/2004 budget but have not been enacted to date
(Deloitte 2015).

A stamp duty is imposed on various instruments, such as transfers of
shares, transfer deeds, and partnership agreements, at scheduled rates. Ef-
fective June 1, 2013, the stamp duty on acquisitions of immovable prop-
erty by individuals is 0 for property valued at NAD 0 to NAD 600,000 and
NAD 10 for every NAD 1,000 or part thereof of the value of immovable
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Table 21.2 Transfer Duty Payable by Natural Persons

Property Value Tax Rate

NAD O-NAD 600,000 0%

NAD 600,001-NAD 1 million NAD O plus 1%

NAD 1 million-NAD 2 million NAD 4,000 plus 5%
Over NAD 2 million NAD 54,000 plus 8%

Agricultural land acquired by natural persons and financed by
the Agricultural Bank of Namibia

NAD O-NAD 1.5 million 0%
NAD 1.5 million-NAD 2.5 million NAD O plus 1%
Over NAD 2.5 million NAD 10,000 plus 3%

Source: Transfer Duty Act 14 of 1993.

property valued at NAD 600,001 or more. For legal entities and trusts, the
stamp duty is NAD 12 for every NAD 1,000 or part thereof of the value of
the immovable property (Deloitte 2015).

The transfer duty (which is primarily based on the South African system
of transfer duty) is levied on the acquisition of immovable property and is
based on the value of the property. Table 21.2 shows the effective tax rates
from June 1, 2013, for any property, including mineral rights, acquired by
natural persons. Any property, including mineral rights, acquired by per-
sons other than natural persons (e.g., a company), including trusts, is taxed
at 12 percent of the value of the property. The Inland Revenue Department
reviews cases where undervaluation by the contracting parties is suspected.

The Land Tax

Namibia historically had no tax on farmland. In 2004, as part of the postin-
dependence efforts to achieve land reform, the government introduced
the commercial farm agricultural land tax under the Agricultural (Com-
mercial) Land Reform Second Amendment Act No. 2 of 2001 (amending
the Agricultural (Commercial) Land Reform Act of 1995). A comprehensive
set of regulations was published to enable the administration of all aspects of
the land tax. The regulations currently in force are the Land Valuation and
Taxation Regulations of 2007. The first valuation roll, with a 2002 valua-
tion date, was completed and implemented in 2004.

The law states that every owner of commercial agricultural land must
pay a land tax based on the unimproved site value (USV) of the land. The
value of the land is recorded in the valuation roll, and the tax is calculated
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at a flat rate or a progressive rate, as provided for in the law. The revenue
generated from the land tax is earmarked for the Land Acquisition and
Development Fund, that is, primarily for land reform purposes (Franzsen
and McCluskey 2008).

Valuation

The minister of land reform appoints a valuer from the public or private
sector to prepare a provisional valuation roll for the land tax. To date, the
appointed valuer has been an employee of the Directorate of Valuations
and Estate Management (DVEM) within the Ministry of Land Reform
(MLR). The appointed valuer may assign or delegate some of the functions
but remains ultimately responsible and accountable. The provisional valu-
ation roll must contain at least the following data:

A description of the agricultural land in question.

¢ The name and address of the owner of the land.

e The area of the land in hectares and its carrying capacity.
» The unimproved site value of the land.

"The law provides for very specific valuation criteria. In determining the
value of any agricultural land, the valuer

» must consider the carrying capacity of such land (as supplied by the
Ministry of Agriculture, Water, and Forestry at the date of valuation);

* may use a mass appraisal approach to value the land and may for this
purpose (1) divide the Republic of Namibia cadastral map into value
zones to create an isovalue map showing the values of agricultural
land per hectare, and (2) create value zones, each of which may contain
agricultural land with the same carrying-capacity classification;

» may conduct random inspections of any agricultural land but is not
obliged to conduct physical inspections of all farms; and

+ must disregard in respect of such agricultural land (1) the value of the
improvements on such land; (2) any depreciation in the value of such
land caused by excessive grazing, bush encroachment, and other bad
farming practices on, or poor management of, such land; (3) any
mortgage or other judicial encumbrance on such land; (4) any
appreciation of the land value attributed to proximity to a town;

(5) any appreciation of the land value attributed to tourism or mining
potential; and (6) any depreciation or appreciation of the land value
resulting from a public road or railway line crossing through the land.
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The main valuation roll is valid for five years. The current law does not
provide for an extension of this period. Since it is impractical to physically
visit more than 12,000 farms, a mass appraisal approach has been adopted
in practice for the valuation process. The DVEM is understaffed because
its valuation-related responsibilities include not only valuations for land
tax purposes but also, for example, valuations for expropriation purposes
and support to and oversight of local-authority valuation rolls for the
urban property tax.

The law allows for objections to the provisional valuation roll, which
are adjudicated by a valuation court. The valuation court must also exer-
cise overall quality control of the valuation roll. However, it is inappro-
priate and impractical for a court to deal with quality control of the roll
in its entirety, and in practice, the valuation court merely deals with
objections.

"Table 21.3 provides an overview of the three valuation rolls to date. As
indicated, the 2002 provisional valuation roll was the first for the land tax.
Therefore, the 2.8 percent objection rate is surprisingly low. Out of a to-
tal of 342 objections to the 2002 roll, 74 were withdrawn, and 203 values
were upheld by the valuation court. Only 38 values were changed, 29 re-
ductions and 9 increases in values. The 1.7 percent objection rate in 2007
is also low. Especially noteworthy in 2007 is the large number of with-
drawals of objections. This suggests that once the valuation methodolo-
gies were explained, many objectors were satisfied that their farms had
been valued fairly. It should be noted, however, that some farmers were
apparently reluctant to have their farm values reduced, fearing that lower
values might result in less compensation should the Namibian government
buy their farms for land resettlement purposes.

When the 2012 provisional roll was published, farm values had dramati-
cally increased since 2007; increases ranged from 120 to 990 percent. Not
surprisingly, the objection rate increased sharply, to 21.1 percent. A total
of 2,584 objections were filed. The grounds for objections provided by

Table 21.3 Provisional Valuation Roll Objections, 2002, 2007, and 2012

2002 Roll 2007 Roll 2012 Roll
Description Number % Number %  Number %
Agricultural properties 12,395 - 12,467 - 12,271 -
Objections 342 2.8 215 1.7 2,584 211
Withdrawals 74 0.6 147 1.2 - -

Source: Ministry of Land Reform (2015).
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objectors, many of whom based their objections on more than one ground,
were noteworthy: 1,159 of the objection grounds were related to valuation;
1,245 were related to socioeconomic issues; and 3,811 were related to legal
issues, 508 of which referred to the possible unconstitutionality of the land
tax. The tax rate was raised by 614 objectors. Under the law, only valuation
issues can be raised as valid grounds for objections. The key factor that
resulted in the explosion of valid and invalid objections was that there was
no indication that the tax rates were going to be adjusted when the pro-
visional roll was implemented. The 2012 provisional roll, however, was
never implemented because the constitution of the valuation court was
found to be invalid. Given the public outcry, the ministry thought it
prudent to review all aspects of the land tax, especially the criteria for the
determination of USVs.

Tax Rates

The land tax rates are progressive. The rationales are, first, to persuade
individuals to give up some of their land units because they cannot afford
to pay the tax, and second, to raise much-needed revenue to buy more com-
mercial agricultural land for the resettlement program. By implementing
a commercial land tax, the government aims to influence the market by
imposing higher tax rates on large or excessive landholdings or on farmland
that is not being used. Environmentalists have criticized the introduction
of the land tax for its potential to place additional strain on a sector already
experiencing financial difficulties.

The current tax rates for the land tax on commercial farmland, which
have not been amended since its introduction in 2004, are the following:

+ For a single farm owned by a Namibian, the rate is 0.75 percent of USV
per hectare.

+ For a single farm owned by a foreigner, the rate is 1.75 percent of
USV per hectare.

 For any additional farms owned by the same owner, the rate shall be
increased by 0.25 percent of the USV per hectare for each farm
progressively, according to the number of farms owned.

The tax on commercial agricultural land is levied in proportion to its size
and USV. There are more than 30 value zones across Namibia that provide
the NAD value per hectare of all commercial farmland. Box 21.1 provides
an example of how the tax is calculated. Table 21.4 shows the collection
levels of the land tax since its introduction.



Box 21.1 CALcuLATING THE LAND TAX IN NAMIBIA

If a farm of 6,000 ha is situated in the valuation zone of NAD 250/ha of
unimproved land, the USV is simply calculated as follows:

6,000 haxNAD 250/ha=NAD 1,500,000.
If this unit is the owner’s first or only unit, the tax payable per annum will be

NAD 1,500,000 x0.75=NAD 11,250.

Table 21.4 Revenues from the Land Tax Since Its Inception in

2004/2005
Actual
Total Amount of Amount
Land Tax Assessments  Assessments Collected Percentage
Fiscal Year Issued Issued (NAD) (NAD) Collected
2004/2005 - - 3,689,351 -
2005/2006 7,715 33,564,305 24,791,783 73.9
2006/2007 8,571 34,017,004 28,921,226 85.0
2007/2008 8,505 33,506,418 27,154,590 81.0
2008/2009 8,612 47,523,580 38,162,866 80.3
2009/2010" 8,695 47,381,823 38,162,866 80.5
2010/2011 8,328 46,366,315 37,223,136 80.3
2011/2012 8,400 46,296,217 36,800,000 79.5
2012/20132 8,292 46,052,314 22,307,003 48.4
2013/20143 8,092 44,739,787 23,531,757 52.6
2014/2015% 8,131 44,512,943 38,954,777 875
Total 83,341 423,960,706 319,699,355 745

Source: Adapted from Ministry of Land Reform (2015).

" The identical amounts in column 4 for 2008/2009 and 2009/2010 seem
unlikely.

21n 2012/2013, a general exemption applied because of a severe drought,
which may explain the significantly lower collection rate.

3 The amounts collected for 2013/2014 and 2014/2015 show a significant
upward trajectory.

4 The 87.5 percent collection rate (of amount paid as percentage of amount
billed) in 2014/2015 is the highest since the tax was introduced.
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Administration

Under the law, the commissioner of inland revenue must issue land tax
assessments, and the Department of Inland Revenue (DIR) must administer
the land tax. In practice, however, the DIR merely receives land tax
payments. Compliance with the letter of the law may be confusing for tax-
payers. It is also problematic for the MLR, a ministry with limited or no
tax expertise, to administer the tax (issuing payment notices and clearance
certificates), as is the practice at present. Furthermore, using qualified
valuers to administer the tax is a perverse allocation of scarce skills. Tax
collection involves much more than issuing a payment receipt, as is cur-
rently the case. The DIR was originally involved only in the design of
invoices.

The introduction of the land tax in Namibia in 2004 can generally be
described as a success. It was introduced only after significant consultation
with and general agreement among all role players. Especially noteworthy
was the willingness of the Namibia Agricultural Union, representing
predominantly white farmers, to support the introduction of this tax.
Despite the issues that resulted in the abandonment of the 2012 provisional
valuation roll, all role players, including taxpayers, still seem willing to
support this tax if the valuation criteria are revised and if tax rates become
more responsive to assessed values.

Presently, the minister of land reform and the MLR are too involved
in the administration of the land tax. The collection and enforcement of
the land tax should be the sole responsibility of the commissioner of in-
land revenue and the DIR because the DIR is specifically set up to collect
and enforce taxes. However, this does not happen in practice. The cur-
rent lack of coordination and cooperation between the DVEM and the
DIR, as well as noncompliance with the letter of the law regarding the ad-
ministration of the tax, raises concern.

The Property Tax

The property tax system (called “rates”) in Namibia is historically
based on the system operative in the former Cape Province of South
Africa (Franzsen 2003). The tax is levied only within urban local author-
ities. Generally, local authorities can decide on any of the following tax
bases:

A general rate on the value of the whole property.

 Asite value rate on the value of the land only.
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An improvement rate on the value of the improvement.

A site and improvement rate on the value of the land and the value of
improvements, calculated separately.

An area rate in settlement areas in rural areas.

Section 79 of the Local Authorities Act rather pragmatically provides that
a town or village council may, with the prior approval of the responsible
minister for such a financial year or years as the minister may specify, de-
termine and collect a rate (property tax) on taxable property in its area on
a basis other than valuation.

Exemptions

The following properties are exempt from the payment of property
rates:

Any land or building or any part of such land or building used
exclusively for the principal activities of any church, mission, hospital,
school, hostel, or amateur sporting organization and not used for
profit or gain, whether directly or indirectly.

Any land or building or any part of such land or building used
exclusively for the principal activities of any state-aided institution or
institution aided by any charitable institution.

Any land or building used wholly and exclusively for the residence
of any priest or minister employed full-time by any church or
mission.

Any land used for the boarding and lodging of persons employed
full-time on the medical, nursing, and maintenance staff of any
hospital.

Any land used for the boarding and lodging of any pupils or persons
employed full-time as teachers or other members of the staff of any
school or hostel.

Any land or building of which the ownership vests in, or that is
occupied by, any nonpolitical youth organization that has as its aim
the education of the youth or any particular group of youth and
development among such youth of the qualities of citizenship.

Although state-owned properties are taxed, a 20 percent rebate applies
(other than to dwellings). A rebate of between 60 and 75 percent applies to
small holdings of agricultural land within municipal boundaries.
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Valuation and Assessment

Municipalities are responsible for identifying and valuing real property for
the purposes of taxation. The valuations are compiled into a valuation roll
and are used to calculate the rates bill for each property owner in the mu-
nicipal area. The Local Authorities Act requires that properties be valued
every five years for rating purposes. The act stipulates that a valuer shall
value any ratable property as follows:

 For the land portion of such ratable property, at a price that in his
opinion a willing buyer will be prepared to pay and a willing seller
will accept, both acting in good faith.

+ For any improvements on such land, on the basis of the estimated
costs of the construction or erection of such improvements with due
regard to any structural depreciation, obsolescence, or any change of
circumstances in the vicinity of such improvements.

In arriving at the land value, the valuer analyzes sales of vacant land and
improved properties to determine the likely selling price in each locality.
The City of Windhoek has an in-house valuation department. There are
about 57,000 ratable properties in Windhoek, and the values for the valu-
ation roll currently in use were last determined in 2010 (City of Windhoek
2016). Private-sector valuers are contracted in all other instances.

Objections and Appeals

"The valuer submits the provisional valuation roll to the minister. Any inter-
ested person can then inspect the roll at a place and time made known by
the minister in the Government Gazette. If owners (or the local authority) do
not agree with the valuations, they can lodge an objection in writing within
21 days with the valuation court. The valuation court certifies the valuation
roll once all objections have been adjudicated. If a taxpayer feels aggrieved by
a decision of the valuation court, he can appeal to the High Court.

Tax Rates

Valuations are determined every five years, but the tax rate is determined
by municipalities every financial year. Part I municipalities have consid-
erable autonomy in setting their tax rates. They require ministerial ap-
proval only if the effective tax rate on the total value exceeds 2.5 percent
(Franzsen 2003). Part II municipalities and town and village councils are
subject to stricter controls by the Ministry of Regional and Local Gov-
ernment; thus, the tax rates set by these councils must be approved by the
responsible minister.
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Table 21.5 Tax Rates in the City of Windhoek, 2015/2016

Rate Expressed Rate Expressed

as a Monthly as an Annual Rate as a
Base Tariff Tariff Percentage
Land (“ground value”) NAD 0.000914 NAD 0.010968 1.10968
Improvements NAD 0.000471 NAD 0.0056521 0.56521

Source: City of Windhoek (2016).

The City of Windhoek taxes land and improvements separately and sets
the tax rate on site value much higher than the rate on the value of improve-
ments as a strategy to encourage property improvement in the municipal-
ity (Franzsen 2003). The 2015/2016 tax rates for the City of Windhoek are
provided in table 21.5. It is noteworthy that the city expresses and mar-
kets the rate as a monthly tariff. A solid-waste-management charge is also
levied monthly on every plot in Windhoek. It is based on the collective
value of land and improvements, and the 2015/2016 monthly tariff is
NAD 0.000186.

In addition to the normal rates, the Local Authorities Amendment Act
of 2000 provides for the payment of penalty rates for land that remains
unimproved after prescribed periods. It states that

a local authority council shall levy, in addition to any rate for the
financial year and with the prior approval of the minister, a penalty
rate—

* Not exceeding two times the rate levied under section 73(1), on
rateable property which remained unimproved for a period of
two years or more.

* Not exceeding four times the rate levied under section 73 (1), on
rateable property which has remained unimproved for a period
of five years or more.

It is noteworthy that where councils use classified tax rates, the tax rates
for the land component are significantly higher than the rate on improve-
ments. This is in line with land taxation theory, which espouses the use of
land taxes to encourage more intensive use of scarce land resources. This
practice does, however, load a tax onto an unproductive asset that may not
be able to be profitably developed because of prevailing market forces or
the inability of the taxpayer to plan, fund, or deliver development.
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Billing and Collection

The Local Authorities Act provides for monthly billing and collection of
rates. The City of Windhoek used to have an early payment incentive dis-
count of 10 percent, but this has been discontinued because of political
pressure (Franzsen 2003). Payment of rates has been made simple in Wind-
hoek. The following options are available (City of Windhoek 2016):

+ Over-the-counter payments can be made at any First National Bank
branch or at any post office countrywide, but a copy of the municipal
account being settled is required for this payment option.

 Internet payments can be made through all commercial banks in
Namibia.

» Payments of First National Bank clients can be made at automated
teller machines.

¢ Credit and debit card payments can be made at customer care centers
at the municipal office in Katutura Township or the city center.

¢ Payments can be made over the counter at other commercial banks
but must reflect the banking details of the city.

Enforcement

To ensure compliance, tax clearance certificates are required before for-
mal transfer of property is allowed. In addition, the Local Authorities Act
provides that a local authority may charge interest on any rates not paid
on or before the prescribed date at a rate not exceeding the rate prescribed
under the provisions of the Prescribed Rate of Interest Act No. 55 of 1975.
The law also allows for the seizure and public sale of properties that have

been in arrears for at least three years. This measure is apparently not used
(Franzsen 2003).

Despite the legal and technical issues with the 2012 provisional valuation
roll, the introduction of the land tax on commercial farms was well planned
and communicated and must be viewed as a success. In contrast, property
rates, on aggregate, provide less than 10 percent of revenue for local au-
thorities and seem underused. Because of the lack of valuation capacity in
Namibia, valuation of property remains a challenge, especially for Part IT
municipalities and smaller councils. Therefore, the pragmatic provision
in the Local Authorities Act for a tax base other than value is understand-
able for small towns and village councils, where an area-based approach is
a more feasible and cost-effective option.
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N iger is a Sahelian country in eastern West Africa, bordered by Algeria
and Libya to the north, Chad to the east, Nigeria and Benin to the
south, and Burkina Faso and Mali to the west. A former French colony and
part of French West Africa, Niger gained its independence in 1960. Its area
is approximately 1.267 million km?, and the estimated population is 19.9 mil-
lion (United Nations 2015). Niger is a low-income country and is also clas-
sified as one of the least developed countries (World Bank 2016a), with a
GDP per capita estimated at USD 359 in 2015 (World Bank 2016b). Only
19 percent of the population is urbanized (United Nations 2014).

Government

Niger is a unitary state. Since the country acquired independence, several
political regimes have followed one another, along with political upheav-
als. The 2010 Constitution (of November 25, 2010) replaced the 1999 Con-
stitution. Because of its historic links with France, Niger has continued
to maintain the French administrative tradition.

Early in the twenty-first century, Niger embarked on a decentralization
process that led to the creation of new territorial units: regions, départements,
and communes. Urban and rural communes were established after the first
local elections, held in 2004. There are 266 communes in total. However,
the traditional chiefdom system is also recognized in Niger, and its status is
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defined by law. As auxiliaries of the government, traditional chiefs are
key players in local governance. They have a significant supporting role
in administration, dispute settlement, and the collection of local taxes.

Land Tenure

The legal system is strongly influenced by the French system but coexists
with customary law, which continues to prevail in certain areas. Property
rights in the sense of the French Civil Code are recognized, as is custom-
ary tenure, which is formalized through the Rural Code (1993).

A major problem is the lack of thorough property identification to
ensure greater coverage of the tax base. The existing land registry is in-
complete and largely ineffective. Large tracts of land, especially in rural
areas, are governed by customary law, with uncertainties about the nature
of the underlying real property rights. This presents a problem with ten-
ure security that adversely affects property values and the development of
a formal property market. The Rural Code adopted in 1993 attempted to
formalize and clarify customary land rights. Since that time, a simplified
procedure in rural areas has allowed for the allocation of rural land deeds,
which have the value of real property deeds. However, implementation of
this new system has been slow and in many instances ineffectual. Taking
into account the complexity and cost of drawing up land deeds, the gov-
ernment initiated a new system of simplified land deeds in 2006. It is hoped
that these will improve tenure security.

Property and Land Taxes

Niger’s current tax system is a legacy of colonization by the French, who
introduced certain taxes, such as property taxes. This system was adopted
when the country gained its independence. The most recent reform, en-
acted in 2007 and implemented in 2008, consisted of merging the tax on
developed land levied on individuals and the property tax applied to
legal entities. At the same time, the previous tax on land and property
rights (impot forfaitaire sur le droit de propriété fonciere et immobiliere) was
abolished.

The land and property taxes currently imposed in Niger are the prop-
erty tax and the special tax on capital gains from property transfers. Apart
from these two taxes, other levies on property include the following: land
registration duties, which cover all duties payable on property transfers
and leases, concessions, changes, title deed establishments and mortgage
registrations; stamp duties; and the land registrar’s fees. The land regis-
tration fees were reduced in 2009 and again in 2014 (World Bank 2015).
Property taxes as defined by the International Monetary Fund constituted
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0.137 percent of GDP in 2005, 0.148 percent in 2006, and 0.144 percent in
2007 (IMF 2016) but only 0.06 percent in 2010 (IMF 2015).

The Property Tax

"The property tax (taxe immobiliere) was introduced by the Finance Law of
2008 and fuses the two preexisting property taxes, the property tax levied
on individuals and the property tax applied to legal entities. The following
properties are taxable:

¢ Developed land: houses, factories, workshops, shops, warehouses,
garages. Included in this category are structures that are permanent,
semipermanent, improved, or ordinary adobe and permanently
attached to the ground.

¢ Uncultivated land and commercial, industrial, or small parcels of land.
This category essentially refers to building sites and other similar
properties and notably excludes cultivated land, fields, gardens,
and orchards. This option appears to be dictated by the specific
situation of the country, which is based on agriculture in small farming
operations, especially in rural areas. It is believed that the taxation of
such operations would hinder the development of agriculture,
which already faces many difficulties, and would be a serious obstacle
to the attainment of food self-sufficiency, a national priority in
Niger. Of course, failure to raise local revenues in rural areas hinders
the provision of infrastructure and public services in these areas,
which are needed for rural development.

The Tax Base

Although some simplification occurred under the new law, taxable property
belonging to individuals is still distinguished from that belonging to legal
entities. For individuals, the tax is based on the rental value of buildings
or land. Individuals subject to the property tax include the owners of
buildings, usufructuaries in case of usufruct, and, in certain cases, lessees.
The tax rate for properties owned by individuals is 10 percent for commer-
cial, industrial, professional, and other rented premises and 5 percent for
premises used for other purposes, such as residences. For legal entities, the
tax is based on the fixed asset value. Property owned by legal entities incurs
a tax of 1.5 percent of the value of the fixed asset.
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Exemptions

There are several permanent or temporary exemptions. Permanent exemp-
tions include the following:

¢ Buildings used for public worship, schools and universities, medical
assistance or social welfare works, or agricultural operations to house
animals or to store crops.

¢ Buildings belonging to foreign governments and official residences
of diplomatic and consular missions accredited by the government of
Niger, subject to reciprocity.

¢ Buildings used as principal residences.

¢ Ordinary or improved adobe buildings that are not used to generate
income.!

¢ Buildings or structures that belong to the state, territorial units, or
public administrative institutions and do not generate income.

* Facilities in river ports, airports, or domestic waterways that are
subject to public utilities concessions granted by the government to
chambers of commerce or municipalities.

¢ Facilities established to distribute drinking water or electricity
belonging to the state or territorial units.

* Buildings belonging to nonprofit organizations and used in carrying
out their activities.

¢ Cemeteries.

¢ Buildings belonging to property-development companies whose
exclusive objective is the construction and sale of buildings.

Temporary exemptions include new structures for two years. In order to
benefit from this exemption, the owner must make a formal declaration to
the tax authority.

Valuation

The rules for the valuation of property differ depending on whether the
property belongs to individuals or to legal entities. The taxable base of
property belonging to legal entities is the value of the fixed asset, that is,
the value of the building as it appears on the balance sheet in the accounts
of the relevant entity. The system is defined by accounting law. The system
for valuing the property of legal entities is based on comparing actual leases
reflecting rents as of January 1 of the tax year with the rental value of
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similar properties and administrative estimates. This is an example of
piggybacking the difficult valuation aspect of the property tax on an es-
tablished process and is a pragmatic solution. In practice, however, esti-
mation of the rental value of properties is difficult because the formal rental
market is underdeveloped. Most leases are verbal agreements, and formal
leases are infrequent. Administrative estimates made by the tax authority
are subjective and potentially open to abuse.

Administration

The property tax is a national tax administered by the central government
through decentralized offices of the General Tax Directorate. The central
government sets the tax rates and controls the collection process. The
territorial units, particularly the communes, have no jurisdiction in this
regard. The Finance Law provides that the collected revenue is to be shared
between the state and the territorial units, 80 percent for the state and
20 percent for the communities. This formula confirms the low level of
decentralization in Niger. The notable consequences are the lack of visi-
bility of property taxes at the local level and their low impact on local de-
velopment and service delivery. Too little revenue trickles down to local
government to support local service provision.

Property Tax Issues in Niger

The revenue from property taxes is nominal, constituting less than
2 percent of total revenue from taxes (table 22.1). Despite the low level, in-
come from property taxes is a large proportion of the revenue of the ter-
ritorial units, for whom mobilization of resources is a serious problem. For
example, the revenue remitted to communes accounts for approximately
40 percent of the revenue of the Niamey I Commune, one of the five com-
munes of the capital city, Niamey.

The land and property tax system could constitute a significant source of
revenue, particularly for a developing country like Niger, and at the same
time support the ongoing decentralization process. However, the recur-
rent property tax is not presently an important source of revenue. The
property tax system in Niger is subject to several problems and constraints.
Before 2007, the tax rates on property owned by individuals varied according
to the use of the property. The 2008 Finance Law instituted the single
property tax and reduced rates to 5 percent or 10 percent of the rental value
of property belonging to individuals and 1.5 percent of the fixed asset
value of property belonging to legal entities. The current tax rates, as well
as the narrow tax base due to excessive exemptions, are areas of concern.
Furthermore, taxpayer compliance is an issue. The administration has
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Table 22.1 Revenue from Land and Property Taxes (XOF Millions)

Land and Property Taxes 2004 2005 2006 2007

Tax on property belonging to legal 1,154.5 1,149.7 1,252.4 1,227.7
entities!

Tax on developed land belonging 2615 440.1 687.6 7349
to individuals?

Special tax on capital gains related 39.8 50.8 374 27.6
to property transfer

Fixed tax on land and property 0.0 0.0 9.6 40.8
rights3

Total 1,455.8 1,640.6 1,987.0 2,031.0

Land and property tax as a per- 1.8 19 1.9 15
centage of revenue from taxes* (79,146) (84,554) (104,630) (130,433)

Land and property tax as a 0.1 0.1 0.1 0.1
percentage of GDP® (1,468,393) (1,777,043) (1,906,837) (2,035,386)

Source: Hassane (2009), based on data from the National Institute of Statistics (Institut National
de la Statistique) and the General Tax Directorate (Direction Générale des Impots).

' This category refers to direct land and property taxes and excludes other levies related to
real estate, such as registration fees and land registry duties.

2 The Finance Law 2008 instituted a single property tax, which is a fusion of the property tax
for legal entities and the tax on properties belonging to individuals.

3 This tax was collected only in 2006 and 2007 and was abolished in 2008.

4 The total revenue in XOF millions from taxes for each year is indicated in parentheses.

5 The gross domestic product (GDP) in XOF millions for each year is indicated in parentheses.

targeted properties belonging to legal entities because they are easier to
identify and generally of higher value than properties belonging to indi-
viduals. Collection and enforcement efforts are focused on properties lo-
cated in urban areas, particularly in industrial areas where factories and
businesses are located.

A serious problem in Niger is the low level of collection of property
taxes. There are several reasons for this: first, identification of taxable
properties is difficult because few title deeds are drawn up; second, tax ad-
ministration is inadequate, and tax officers lack motivation to collect the
taxes; and third, public engagement in paying the tax is lacking because
of a low benefit correlation. These problems are exacerbated by the ab-
sence of effective enforcement measures.

The compliance rate of payment of property taxes is closely linked to
the problems in identifying taxable properties and taxpayers. Collection
rates for individuals are particularly low and are estimated to be between
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15 and 20 percent. For properties belonging to legal entities, the collection
rate is estimated at around 95 percent. A further problem is that the tax
authority prefers to concentrate its efforts on more profitable taxes such as
the single wage tax, the value-added tax, and the corporate income tax.
Although the narrow collection focus is administratively defensible and is
likely an example of proper allocation of limited resources, it is unfair and
may result in taxpayer resentment and even noncompliance.

"The tax administration is overstretched and beset by insufficient person-
nel, inadequate equipment, and logistical problems. The legislation has pro-
vided for enforcement processes, but they are rarely implemented. The lack
of political commitment, the low level of the tax authority’s capacity, the
low-compliance culture of the citizens, and corruption among tax officers
constitute a substantial obstacle to the collection of property taxes in Niger.

Note

1. Adobe mud blocks are one of the oldest and most widely used building materials.
Adobe is a low-cost, readily available construction material, usually manufactured by
local communities.
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he Republic of Rwanda is located in central Africa and is bordered by

Uganda to the north, Tanzania to the east, Burundi to the south, and
the Democratic Republic of the Congo to the west. It has a land area of
26,338 km?. It is one of the most densely populated countries in Africa, with
an estimated population of 11.6 million (United Nations 2015), of which
only about 29 percent is urbanized (United Nations 2014). The capital is
Kigali and its population is 1.1 million (National Institute of Statistics of
Rwanda, Fourth Population and Housing Census 2012). In 2015, Rwanda’s
estimated per capita GDP was USD 697 (World Bank 2016b), thus the
country is classified as a low-income country (World Bank 2016a).

Government

Rwanda was part of German East Africa from 1890 until it was occupied
by Belgium in 1916. Rwanda gained independence on July 1, 1962, when it
was separated from Burundi. The first republic began immediately after
independence. Political power changed with coups d’état and military take-
overs. The assassination of the president in 1994 unleashed the Rwandan
genocide, in which more than 800,000 people were killed. Parliamentary
elections were held in 2003, and a new constitution was adopted.

Local government is provided for by the Organic Law of 29/2005 and is
enshrined in Chapter 1 of the constitution. There are five provinces. The
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Ministry of Local Government is responsible for local government, which
comprises four levels: 30 districts, 416 sectors, 2,148 cells, and 14,837 vil-
lages. Sources of local revenues include the property tax, the trading license
tax, the tax on rental income, and other local nontax revenues such as vari-
ous user charges, fees, fines, and penalties (IPA 2011; Cyan, Karuranga, and
Vaillancourt 2013). The local authorities have been given powers to admin-
ister, collect, and set rates or tariffs for both local taxes and nontax sources.!

Land Tenure

During the precolonial period, land tenure in Rwanda was characterized
by collective ownership of land. During colonial times, land tenure was
transformed into a dual system of written statutory law and customary ar-
rangements. The Rwandan National Land Policy, adopted in February
2004, emphasizes an appropriate land administration system as a key to
land tenure security through registering and transferring land. The land
policy states that “clarification of land rights is required through the de-
velopment of appropriate land administration systems, which can guaran-
tee the security of land tenure and promote investments in land” (Na-
tional Land Policy 2004). The Organic Law (Property Act) No. 08/2005 of
July 14, 2005, Determining the Use and Management of Land in Rwanda
specifically calls for registration of land rights. The land policy requires
that land be governed by one legal framework, and that the dual legal sys-
tem based on written law and customary arrangements be abolished.

Article 3 of the Organic Law (Property Act) No. 08/2005, which deals
with the property system in Rwanda, states that land forms part of the
common heritage of all citizens of Rwanda. Notwithstanding people’s ac-
knowledged rights, only the state has a preeminent right to administer all
land situated within the national boundaries. Thus, the state alone has the
power to grant rights of occupancy and use of the land. Rights to prop-
erty are granted by the state in the form of a lease. The period of a land
lease cannot be less than three or greater than ninety-nine years. The same
organic law protects those who acquire land by custom, by a permit granted
by the competent authorities, by purchase, or by a long-lease contract in
line with the provisions of the organic law. The organic law therefore of-
fers protection to land rights, whether these arise from custom and prac-
tice or from written law.

In Rwanda, a distinction is made between urban and rural land. Urban
land is land within the jurisdiction of urban districts, as defined by the
law. All other land is defined as rural. Private land belonging to individuals
comprises land acquired by customary or written law and not included in
public lands or in state, district, or town lands. State public property is
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made up of all land that is given over to public use or public service, to-
gether with public lands reserved for environmental protection for the na-
tion’s benefit.

The land tenure regularization process under the Rwanda Natural
Resources Authority (RNRA), which began in 2008, has now been com-
pleted. It is estimated that some 10.3 million parcels have been digitized,
demarcated, and adjudicated. Parcel data are contained in the Land Tenure
Regularization Database, which has 8.4 million titles, 6.1 million of which
have been physically collected. Approximately 90 percent of titles have
been collected by owners within the three districts of Kigali: Gasabo,
Kicukiro, and Nyarugenge.

The digitization of all parcels throughout the country represents an in-
valuable resource for the administration of the property tax. Information
on the location and size of each parcel of land provides the basic frame-
work for developing a property tax system. The land tenure system is a
modification of the Torrens system that is used in Australia and New Zea-
land (McCluskey 2005). The Register of Titles records the certificates of
registration that identify the object that is owned (the parcel), the owner,
and the legal ownership rights.

The Lands and Mapping Department within the RNRA has primary
responsibility for the registration of land titles. The objective is to estab-
lish a decentralized office of the department within each district linked to
the Land Administration Information System. The department authorizes
a unique property identifier that is allocated to each parcel using the fol-
lowing protocol: province, district, sector, cell, and parcel. It is mandatory
that landowners register their land. An order from the minister respon-
sible for land management defines the methods by which land is to be reg-
istered. The legal provisions governing the use and management of lands
within urban areas, require that a land registry office responsible for land
registration is established in each district (Nzewanga 2009).

The Property Tax

As in most African countries, the earliest tax legislation in Rwanda was
a legacy from colonial days. For example, the Order of August 1912 set
up a proportionate tax system and a property tax. Among the legislative
instruments that were altered to adapt to changes in the economic envi-
ronment was the Act on Property Tax of 1973. The Ministry of Finance
and Economic Planning was responsible for administering taxes and
customs duties until 1997, when the Rwandan government instituted the
Rwandan Revenue Authority and gave it the responsibility for national tax
collection.
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The government of Rwanda developed the Fiscal and Financial De-
centralizations Policy (2006, revised in 2012) and the Law on the Organ-
ization and Functioning of the District (2006), which empowers districts
to determine rates and collect local taxes and fees, as well as other nontax
revenues. The Law No. 17/2002 put in place two taxes and one fee: the
property tax, the rental income tax, and business licenses. In order to es-
tablish the sources of revenue, strengthen management, and streamline
implementation of fiscal decentralization, the following legal instruments
were put in place:

e Law No. 5172011 of December 31, 2011, Establishment of the Sources
of Revenue and Property of Decentralized Entities.?

e Ministerial Order No. 005/12/10/T'C of June 26, 2012, Determination
of the Modalities for the Implementation of Law No. 59/2011 of
31/12/2011.

 Presidential Order No. 25/01 of July 9, 2012, which established the
list of fees and other charges levied by decentralized entities and
determination of their thresholds.

Table 23.1 illustrates the main revenue sources available to districts and
their relative importance in RWF millions.

Table 23.1 Districts’ Own-Source Revenues, 2011-2012

Revenue Source Collection Importance (%)
Land lease fee 4,200 195
Rental income tax 3,362 15.6
Trading tax 3,342 15.6
Market fees 3,051 14.2
Public cleaning fee 2,852 13.3
Official document fee 1,464 6.8
Quarry and forest fee 905 4.2
Fixed asset tax 891 4.1
Parking fees 555 2.6
Land and plot fee 310 1.4
Billboard fee 309 1.4
Burning fee 112 0.5
Communication tower fee 94 04
Number plate fee 44 0.2
Total 21,491 100.0

Source: Cyan, Karuranga, and Vaillancourt (2013).
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A formal property tax in Rwanda was imposed under Law No. 17/2002,
which essentially introduced an area-based tax. This tax remained in force
until 2012, when Law No. 59/2011 provided for a value-based property tax
called the fixed asset tax (FAT).

The Tax Base
The tax base of the FAT is

o the market value of land parcels;

* the market value of buildings and all improvements on the
land that have been registered with the Land Registration
Office and for which the owner has obtained a frechold title
deed;

« the value of land used for quarry purposes; or

o the market value of a usufruct with a title deed.

The legislation defines market value as the “amount of money for which
a property should be sold on the date of its valuation in the open market
by a willing buyer”; improvements are defined as “immovable structures
or amenities that are not buildings but increase the actual value of a par-
cel of land or a building”; and a building is defined as “an immovable and
stable construction that protects humans properties, animals or machinery
permanently, or in the long term, from disasters. Buildings also include
houses.”

Liability for the Fixed Asset Tax

The FAT is assessed on and paid by the owner or deemed owner. The law
defines the following persons as deemed owners:

e The holder of a fixed asset where the title deed has not yet been
registered in the name of the owner.

A person who occupies or deals with an asset for at least two years as
if he is the owner and as long as the identity of the legally recognized
owner of such asset is not known.

A proxy who represents an owner who lives abroad.

* A usufructuary.



CHAPTER 23: RWANDA / 341

Exemptions
The following assets are exempt from the FAT:

¢ Fixed assets used exclusively for medical purposes or caring for
vulnerable groups, and those meant for educational and sporting
activities, where no profic-making activity takes place.

o Fixed assets exclusively intended for nonprofit research activities.

* Fixed assets belonging to the government, provinces, or decentral-
ized entities, as well as public institutions, except those used for
profit-making activities.

o Fixed assets used primarily for religious activities, except those used
for profit-making activities.

o Fixed assets used primarily for charitable activities.

* Fixed assets belonging to foreign diplomatic missions in Rwanda if
their countries do not tax fixed assets of Rwanda’s diplomatic missions.

» Land used for agriculture, livestock, or forestry if the area is not
more than two hectares.

o Fixed assets and usufructs used primarily for residential purposes if
the assessed value does not exceed RWF 3,000,000. If the assessed
value exceeds this threshold, only the excess value is taxed.

The Tax Rate

The annual tax is 0.1 percent of the taxable value.

Valuation

If the fixed asset is a developed parcel, the market value is the land value
plus the depreciated value of the buildings and other improvements. If a
parcel of land, a building, an improvement, or a usufruct has been pur-
chased, the purchase price is taken as the tax base unless it is patently clear
that the purchase price is below the market value. The following method-
ologies for determining the value of the fixed asset have been suggested:
(1) If the fixed asset was valued by a valuer certified by the Institute of Real
Property Valuers in Rwanda within the past five years and no major
changes to the building structures leading to an increase or decrease in
value by more than 20 percent have occurred, this value should be re-
corded. (2) If the fixed asset was bought within the past five years in the
open market and no major changes in the building structures leading to
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an increase or decrease in value by more than 20 percent have occurred,
the purchase price should be recorded. (3) If the building was constructed
within the past five years, the construction costs plus the value of the land
should be recorded. (4) In all other cases, an estimation of the market
value should be recorded, which should represent the price for which the
owner would be willing to sell the fixed asset to a third party.

Assessment

Every taxpayer must file a tax declaration on the official form in the dis-
trict where the asset is located not later than March 31 in the first tax year
(effectively self-assessment). The district, in addition to collecting the
amount of the tax due, shall levy a fine not exceeding 40 percent of the tax
due if the declaration form is not submitted, is submitted late, is substan-
tially incomplete, or contains incorrect or fraudulent information with an
intent to evade the tax.

The district reviews the tax declaration within six months starting from
April 1 of the year the tax declaration was filed. If the tax declaration was
filed late, the six-month period starts on the date the district receives it.
The review is based on the nature and general state of the fixed asset, its
location, and its actual or zoned use. The tax assessment notice contains
at least the following information:

 The tax base calculation.

o The calculation of the market value of the relevant fixed asset.
¢ The calculation of the tax.

¢ The name of the owner or his proxy.

e The address of the owner, the proxy, or the usufructuary.

* The due date for the tax payment.

» The mode of payment.

o The consequences of late payment or nonpayment.

A statement of the taxpayer’s right to object and appeal.

Market values are reassessed every four years. An owner must file a new
fixed asset tax declaration not later than March 31 of the first year of each tax
assessment cycle. The tax based on the new self-assessed value should be paid
for four consecutive years without the need to file a new tax declaration.

If, because of changes to a fixed asset, the value of that asset increases
or decreases by more than 20 percent within an assessment cycle, the tax-
payer is required to file a new tax declaration with all details of the changes
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in the district where the asset is located within one month after the value
has changed. Upon receipt of the tax declaration, the decentralized office
reviews the new tax declaration and, where applicable, issues a new assess-
ment. Reasons for an increase in value include the upgrading of a building
or the addition of floors to a building, general renovation, or extension or
improvement of a building. Reasons for a decrease in value include the de-
molition of a building, in whole or in part, after a natural disaster. A fluc-
tuation of the market value between two general revisions is not a reason
for a new assessment.

Objections and Appeals

A taxpayer, his proxy, or a usufructuary may file an objection disputing the
calculated market value stated in the tax assessment notice in the decentral-
ized office where the asset is located within one month after receipt. The
objection must be in writing, justified, clear, and signed by the taxpayer, the
proxy, or the usufructuary. Within two months after receiving the letter
of objection, the district must notify the objector of its decision. If the dis-
trict is satisfied that the objection was justified, it must reimburse the over-
paid tax with interest within one month after notifying the taxpayer of the
decision. If the district does not notify the objector of its decision within
two months, the objection is deemed to be well founded. If a taxpayer
remains dissatisfied with the decision of the district, he can lodge an ap-
peal with the competent court. If the court finds that the taxpayer’s appeal
is justified and that the tax was unfairly imposed, the district must reim-
burse the overpaid tax and pay accrued interest within one month after the
decision has been handed down.

Payment

The tax, as assessed by the taxpayer, must be paid to the district where the
fixed asset is located not later than March 31 of the tax year. An objection
or appeal against the assessed tax does not relieve the taxpayer of the ob-
ligation to pay the tax assessed. When taxpayers exercise their right to
object or appeal, they must still pay the total amount of the assessed tax by
the due date.

A taxpayer may request that the district authorize payment in install-
ments. Payment in installments cannot exceed a period of 12 months. The
taxpayer must submit to the decentralized entity a tax installment payment
plan that indicates an immediate payment of at least 25 percent of the tax
due. Failure by the taxpayer to make payments in accordance with the con-
ditions of the tax installment payment plan results in the immediate obli-
gation to pay the entire outstanding tax due.
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A tax not paid when it is due incurs interest at the rate of 1.5 percent.
Interest is calculated on a noncompounding monthly basis, starting from
the day the tax should have been paid and including the day of payment.
Every part of a month counts as a complete month. A surcharge equiva-
lent to 10 percent of the tax due must also be paid. However, this surcharge
shall not exceed RWF 100,000.

If a taxpayer is temporarily unable to pay the tax due because of special
circumstances, the council of the district, upon a written request by the
taxpayer or his proxy, may grant a deferral of payment for up to six months
without any fine. In this case, interest shall be paid on the amount out-
standing.

Enforcement

An unpaid FAT is a debt that can be claimed before competent courts. The
district where the fixed asset is located has the right to

« attach rent owed by a tenant to the taxpayer up to the amount of tax
outstanding;

+ attach money owed to or held on behalf of the taxpayer by third
parties;

* seize and sell movable assets belonging to the taxpayer; or

« seize and sell fixed assets belonging to the taxpayer.

The Land Lease Fee

The land lease fee (LLF) is an important source of revenue that is fully
administered at the district level. It is charged on a parcel of land that is
held under a lease and is payable to the district. The amount payable varies
according to the land use (residential or commercial) and by district. LLF
payers do not receive a written bill but rather are informed through various
media that they should make payment within the prescribed time limits.
This approach can confuse fee payers and hinder achieving good com-
pliance.

Each district is required to determine the fees to be paid annually on
land leases based on the infrastructure in the area where the land is lo-
cated and according to the land’s use. Every four years, the district must
publish a document indicating annual fees to be paid on parcels held
under land leases in each village within the district. A parcel located in an
urban area generally has a levy of between RWF 30 and 80/m?; rural par-
cels generally have a much lower levy of around RWF 5 to 10/m?; parcels
located in a trading center are levied at RWF 10 to 30/m?; and parcels on
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which trading or industrial activities are carried out are levied at RWF 50
to 80/m?.* These classifications give the district some flexibility in assess-
ing the land fee. Most districts typically rely on the application of only a
limited number of rates. This has the advantage of keeping administra-
tion simple.

If the area of a parcel is greater than two hectares and it is used for ag-
ricultural purposes, an LLF of RWF 4,000/hectare is applied. Parcels of
land used for quarry exploitation are also subject to the LLF at a rate
between RWF 10 and 30/m?. The following types of land are exempt
from the LLF: (1) land used for agricultural and livestock activities that is
less than two hectares in area; (2) land reserved for the construction of
houses in rural areas where no basic infrastructure has been installed,;
and (3) any other land determined exempt by the council of the district.

Tax Collection

In 2013, the government of Rwanda assigned the Rwanda Revenue Author-
ity (RRA) the responsibility to collect decentralized taxes on behalf of
districts (RRA 2012). Since 2002, districts had been responsible for col-
lecting own-source revenue from trade licenses, the fixed asset tax, and
the rental income tax. However, because of insufficient tax collectors and
other challenges, revenues have been lost through an inefficient collection
process. The RRA has gained extensive experience in tax collection and
has developed efficiencies through the use of technology.

Apart from using the RRA’s experience to collect decentralized taxes,
the move also aims to establish a one-stop tax center where a taxpayer, a
public institution, or any other organization can get information about any
tax (Kagarama 2010). Because the law establishing the sources of revenue
and property of districts and governing their management has not yet been
updated, the Tax Administration and the Ministry of Local Government
have signed a memorandum of understanding that gives the RRA the right
to collect these taxes on behalf of the districts.

Taxes and fees collected are the primary source of income of districts
and must be used in accordance with the districts’ budget plan. Districts,
for their part, have the responsibility to sensitize taxpayers within their
jurisdiction and to develop and implement an education program in asso-
ciation with the Tax Administration.

Property Tax Issues in Rwanda

The relatively low revenue derived from the FAT in Rwanda is primarily
related to the few properties that are liable for the tax. Those legally obli-
gated to pay the FAT are those with freehold title to the land. People who
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develop their land are eligible to apply for a freehold title. However, few
people actually claim one because they would then have to pay the FAT.
There are clearly problematic issues involving those who pay the FAT and
those who currently pay the LLF but should be paying the FAT. There
is a strong argument that all owners within urban areas should pay the
FAT irrespective of whether they have freehold or leasehold title IMF
2014).

The FAT relies on owners’ self-assessment and self-declaration. Such
declarations are normally accompanied by certified appraisals undertaken
by valuers approved by the Institute of Real Property Valuers of Rwanda.
The valuation reports are comprehensive and in some cases much more
detailed than they are required to be. The valuation is based on depreci-
ated costs. Several firms of valuers are used, but they adopt a fairly consis-
tent reporting style. It is difficult to measure the level of uniformity in
valuations across similar buildings, largely because of the lack of standard-
ized building costs within specific locations.

The districts and sectors have insufficient skills to effectively manage
a value-based property tax system such as the FAT. Even given the small
numbers of properties liable for the FAT, there are structural problems
with administration: the lack of diligent recording of self-declarations
received, inappropriate filing of declarations, failure to capture key infor-
mation electronically, and the application of incorrect information in
determining the amount of the tax. District and sector staffs are not suf-
ficiently trained in valuation to be able to comprehensively understand
technical valuation reports.

The FAT rate is 0.1 percent of market value, about a tenth of the com-
monly levied international rates. This tax rate is extremely low and, because
the annual tax revenue is fixed for the four-year assessment cycle, signifi-
cantly detracts from the importance of the tax. A gradual increase of this
rate toward the 1 percent benchmark in the short term would increase local
revenues substantially (Kopanyi 2014).

The World Bank (2011) estimates that 67 percent of land in Rwanda
(17,647.8 km? out of a surface area of 24,340 km?) is given over to subsistence
agriculture; therefore, it will be difficult to raise significant tax revenue
from property taxes, particularly in rural areas. The focus of the FAT should
be on urban areas where significant high-value property development is
occurring.

Owners of property held under freehold title are obliged to self-assess
their property. This process can work efficiently but requires quality
control to verify the submitted values. The government should establish
valuation procedures and protocols with advice from the Institute of Real
Property Valuers in Rwanda.
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The decision to shift tax-collection responsibility from the districts to
the RRA is a positive move. Districts have generally been struggling to
administer the FAT. The RRA has capacity and experience in tax collec-
tion, as well as the data and resources to provide synergies between the
property tax and other national taxes. This should improve tax collection
and reduce arrears.

Notes

1. Law No. 17/2002, modified by Law No. 33/2003, and currently Law No. 59/2011,
which establish the sources of revenue and the property of decentralized entities and
govern their management.

2. These are essentially districts.

3. The actual amount of the fee can vary from district to district because of districts’
authority to decide fee rates.
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Senegal

NARA MONKAM

he Republic of Senegal is located in West Africa and has been an in-

dependent republic since 1960. It is bordered on the north by Mauri-
tania, on the east by Mali, on the west by the Atlantic Ocean, and on the
south by Guinea and Guinea-Bissau and surrounds The Gambia on three
sides (The Gambia’s fourth border is the Atlantic Ocean). The capital
and largest city of Senegal is Dakar. Senegal has an area of 196,190 km?
and a population of approximately 15.1 million (United Nations 2015). The
urban population is approximately 44 percent (United Nations 2014). In
2015 the estimated per capita GDP was USD 900 (World Bank 2016b). Thus,
Senegal is classified as a low-income country (World Bank 2016a).

Senegal’s key industries include groundnuts, chemical production,
tourism, fisheries, and services (IMF 2008). Most of the population is
concentrated in regions of Dakar, Touba, Thies, Rufisque, Kaolack,
M’Bour, and Saint-Louis (United Nations 2008). The city of Dakar has
an estimated population of 1 million while the Dakar metropolitan region
has a population of about 2.5 million (World Atlas 2015). The other largest
cities in Senegal by population are Pikine (about 874,000), Thiés Nones
(about 530,000), Saint-Louis (about 176,000), Kaolack (about 172,3000),

This chapter is an edited version of Monkam 2009. In regard to property taxes, that paper has
not been updated since January 2015.
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Ziguinchor (about 160,000), and Tiebo (about 100,300) (World Atlas
2015).

Government Structures and Fiscal Decentralization

Senegal is divided into five levels of administrative units: 14 regions, 45
départements, 117 arrondissements, 150 communes, and 349 rural municipali-
ties (“cornmunautés rurales”). Regions are administered by an elected re-
gional council and a state-appointed governor and, as such, remain under
the control and authority of the central government. Départements and ar-
rondissements are strictly administrative entities and wield no independent
political power. Communes in urban areas and rural municipalities are ad-
ministered by elected government officials (Dickovick 2005). According
to the Decentralization Law 96-06 (of March 22, 1996) there are two (tiers)
levels of sub-national governments in Senegal termed as collectivités locales,
which are defined as “elected structures of government with some inde-
pendence from the centre.” Such collectivités locales encompass on the one
hand, the 14 elected regional governments; and on the other hand, two
forms of local governments: communes in urban areas and communautés
rurales (rural municipalities) in rural areas.

Regions are administered by a regional council and by an executive
office composed of a president, a first and second vice presidents and two
secretaries, all elected within the council. All members of the regional
council are elected by direct universal suffrage for a five-year term. Com-
munes in urban areas are governed by a municipal council and an execu-
tive office composed of a mayor and one or several deputy mayors elected
within the council. As with regions, all members of the municipal council
are elected by direct universal suffrage for a five-year term. Communautés
rurales in rural areas are ruled by a rural council and an executive of-
fice that consists of a president and two vice presidents elected within
the council. Members of the rural council are also elected for a five-
year term.

An area of legislative competence of the regions is to promote eco-
nomic, educational, social, health, cultural, and scientific development at
the regional level while respecting the autonomy and attributions of the
communes and communautés rurales. In accordance with the 1996 Decen-
tralization Law, the planning, programming, and management of local
development strategies fall within the competence of communes; while
areas such as land occupation planning, occupation authorization, alloca-
tion of national domain lands, investment projects in human capital,
maintenance and improvements of public roads, parks and open spaces, come
within the competences of rural communities. The 1996 Law also define
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the assignment of expenditure responsibilities, revenue assignment, and
the intergovernmental transfers among local governments.

Land Tenure

Two laws regulate national land tenure and land management in Senegal:
the National Domain Law of 1964 (Loi n° 64-46 du 17 juin 1964 relative
au Domaine National, Law 64-46) and the Rural Council Law of 1972 (Loi
n® 72-25 du 19 avril 1972 relative aux Communautés Rurales, Law 72-25).
Under the National Domain Law of 1964, all land not in the public domain
that was unregistered or not registered within a two-year grace period
became the property of the state as part of the national domain (Law 64-46,
Articles 1 and 14). Public domain land includes all land that is registered
in the name of the state and that is nontransferable. National domain
land consists of all state-controlled land for which a land title has not
been issued (Durand-Lasserve and Ndiaye 2008). National domain land
represents around 98 percent of the land in Senegal. Hence, since enact-
ment of the 1964 national domain law, the law has not recognized custom-
ary land ownership or traditional tenure.

Under the Rural Council Law of 1972, rural councils are given the right
to allocate land in rural areas according to customary practice provided the
land is efficiently used (Law 72-25, Article 24). Since 1964, however, these
lands have been held in the national domain and cannot be sold (Law 64-
46). The government is reluctant to lose ownership of national domain
land in rural areas because it can maintain control over agriculture, herd-
ing, and natural resource management. Hence, parties who receive land
allocations have only right of use (Bruce 1998). For land in urban areas,
Law 87-11 1987 and Decree 87-271 1987, both enacted in 1987, authorized
the sale of national domain lands allocated for housing in urban areas with
the aim of encouraging ownership and succession of land (Bruce 1998).

Overall, the current land legislation in Senegal encourages individual
private tenure through a formal land regularization procedure in urban
areas (Law 64-46, Article 3) but recognizes communally based manage-
ment and use of the land in rural areas. De facto, however, a considerable
portion of land in Senegal, both urban and rural, is still managed through
customary land tenure systems. In urban areas, even though the law has
not recognized customary rights since the National Domain Law of 1964,
customary ownership of land is still widespread (Durand-Lasserve and
Ndiaye 2008). Additionally, because the law does not clearly prescribe a
framework for applying either national or customary land tenure laws,
which are often contradictory, rural councils have unfettered discretion
and often use whichever law will benefit wealthy or influential members
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of the community at the expense of poorer or less influential members
(Bruce 1998).
Formal land tenure rights are granted primarily in three forms:

1. The land title (titre foncier) provides an individual with full owner-

ship of the land.

2. The lease or bail permits occupancy of the state’s private domain or
national domain land. These leases typically are written for a 30-year
term and are renewable.

3. Surface rights (droit de superficie) grant property rights for a period of
50 years and can be renewed one time.

Surface rights can be inherited, transferred, and mortgaged. At this time,
however, a temporary restriction has been placed on the transfer of sur-
face rights without prior government authorization during the first five
years after tenure regularization. Additionally, surface rights fees must be
paid in full at the time of delivery. Surface rights can be converted into a
land title (sitre foncier) after the land has been developed and the costs (fees
and taxes) attached to the land have been paid in full (Durand-Lasserve
and Ndiaye 2008). The procedures required to obtain land tenure rights
in Senegal are regulated by Decree No. 91-748 of July 29, 1991, the Code
du Domain de I'Etat (CDE) (1976), and the Commission de Contrdle des
Opérations Domaniales (CCOD).

Land-Related Taxes

A property-related tax is any tax on the ownership, occupation, or trans-
fer of property, whether immovable (real property) or movable or personal
property (e.g., vehicles, books, and jewelry), and whether tangible (e.g., ve-
hicles and land) or intangible property (shares and rights). In Senegal, the
national government levies the following property-related taxes:

 The property transfer tax (droits d’enregistrement) is levied on com-
pany creation and company mergers; on capital increases, transfer
of shares, and transfer of securities; on the sale, lease, exchange, or
mortgage of real estate; on the sale or lease of movable property; and
on selected transactions, such as transfer of goodwill, financial
claims, and sales at auction. It is composed of a proportional rate
and a fixed rate.

o The capital gains tax (faxe de plus-valuer immobiliere) is levied on
capital gains derived from the sale of improved or unimproved
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property and the sale of rights over such property (droit réel immo-
bilier). Specifically, the tax is imposed on the portion of capital gains
that is not the result of the owner’s efforts. The seller or the owner
of the property is subject to this tax. Capital gains are defined as the
difference between the transfer price or market value of either the
property in question or the right over the property and the acquisition
price.

 Death and gift duties (droits sur les successions, donations et legs) are
levied on the net value of property transferred by inheritance or inter
vivos. The tax rates vary between 3 percent and 50 percent, depending
on the relation of the beneficiary to the deceased or the donor.

Other property-related taxes include stamp duties (droits de timbre), the
tax on vehicles (taxe sur les véhicules a moteur), and the special tax on
company-owned vehicles (taxe spéciale sur les vébicules de sociétés). In 2012,
total taxes constituted 19.3 percent of GDP (IMF 2015), but property taxes
broadly defined, including transfer taxes, constituted only 0.1 percent of
GDP (IMF 2016).

The Property Tax

The current property tax legislation in Senegal is quite comprehensive and
is based on the 1996 Decentralization Law. In accordance with the 1996
Decentralization Law and the General Tax Code (GTC) local govern-
ments are entitled to levy property taxes and other direct local taxes as
part of their own revenue sources. However, the legislation stipulates that
the central government assesses, levies, and collects all but a few local taxes,
and the proceeds are largely, if not totally, transferred to local governments.
Only the following taxes and charges are collected at the local level, spe-
cifically at the commune level: the fiscal minimum tax, charges for the
use of public places, and advertising charges (Sylla 2008b). Three types
of property taxes are levied in Senegal: the tax on improved property
(contribution fonciére des propriétés bities), the tax on unimproved property
(contribution fonciere des propriétés non bities), and the surtax on unimproved
or insufficiently improved land (surtaxe sur les tervains non bitis ou insuffisam-
ment batis). In general, property taxes in Senegal are levied under a value-
based system in which assessment is based on the annual rental value or
the capital value, depending on the property taxed.

De facto, the Cadastre, one of the eight directorates within the Office
of Taxes and Domain (Direction Générale des Impots et Domaines,
DGID), is not yet involved in property identification and valuation and
assessment of property. The DGID performs these functions. Currently,
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the DGID’s valuers prepare and maintain the valuation roll with the
assistance of local-government officials who are trained by DGID staff.
Property identification is based on a manual system. First, the DGID’s
valuers survey the land, locate and identify taxable properties, and, if possi-
ble, collect basic information such as the nature of the property, the name
of the property owner or tenant, the number of people living in the house,
and the amount of rent. Second, the DGID’s agents request from property
owners and principal tenants a document providing relevant and detailed
information about their property to aid in the identification process.

Finally, using the collected information, the DGID’s agents construct
a fiscal cadastre, that is, “a compilation of the basic property information
necessary for valuation, assessment, billing, collection, and enforcement”
(Kelly and Musunu 2000). However, the coverage ratio remains very low
in Senegal. According to Sylla (2008b), approximately 40 major cities and
36 communes were entered in the fiscal cadastre in 2008, but coverage had
not yet been extended to other smaller communes and rural properties.
This poor coverage ratio can be attributed to the following factors: (1)
insufficient physical, human, and financial resources; (2) political and re-
ligious leaders’ use of their influence to exclude their properties from the
fiscal cadastre; (3) lack of enforcement against taxpayers who fail to provide
required property information forms; and (4) difficulty in identifying
owners of unimproved property and insufficiently improved land.

In 2005, Senegal secured a project loan from the African Development
Bank to modernize the cadastre and acquire topographic equipment such
as total station surveying tools and global positioning systems. This proj-
ect was called Projet d’Appui a la Modernisation du Cadaster and ended
in 2009. A new project called the Urban Property Management Support
Project (Projet de Modernisation de la Gestion du Foncier Urbain, PAGEF)
is being financed by the European Union and focuses on the automation of
land and government property procedures. The purpose of PAGEF is to
ensure the availability, reliability, and accessibility of real estate informa-
tion while ensuring the transparency of the land management framework.

In Senegal, as previously mentioned, communes and rural communi-
ties can generate part of their own funding from local taxes and other
sources of revenues (AIIDS 2001; Law 96-06, Article 250). Property taxes
are an example of local taxes. From the available data, it appears that rev-
enues derived from local taxes, especially property taxes, are limited in
general and are far below their potential. Senegal therefore is underusing
its property tax capacity. Table 24.1 presents some of the local taxes levied
in Senegal from 2008 to 2011. It appears that between 2008 and 2011, the
total amount of property tax levied in Senegal represented, on average, ap-
proximately 22.7 percent of total local taxes.
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The Tax Base

As noted previously, three types of property taxes are levied in Senegal:
the tax on improved property, the tax on unimproved property, and the
surtax on unimproved or insufficiently improved land.

The Property Tax on Improved Property

The assessment of the property tax on improved property, also known as
the property tax on developed land or the tax on buildings (GTC, Arti-
cles 283-295), is based on the rental value of all developed land contain-
ing permanent structures, including factories, on January 1 of the taxable
year. The rental value is defined as the value of both land and improve-
ments in terms of the net annual rent that the owner could derive from
them (GTC, Articles 290-291).

The GTC permits both permanent and temporary exemptions from the
tax on improved property. Permanently exempted properties include build-
ings or constructions belonging to the state, to municipalities, or to pub-
lic institutions provided that they are used for a public purpose or provide
services of general utility and do not generate revenue; drinking water
or electrical power supply infrastructure systems belonging to the state or
municipalities; buildings used for worship; buildings used by the owner
for educational, health, or social purposes; buildings used to house farm
animals or to store agricultural harvests; and residential housing occupied by
the owner if the rental value does not exceed XOF 1,500,000 (GTC, Article
285). Temporary exemptions are granted for new construction, remodel-
ing, or additions for five years starting after the year of completion. This
exemption does not apply to industrial plants and buildings used for
commercial or industrial purposes. To benefit from a temporary exemp-
tion, the owner must send a statement to the head of the tax service for
the area where the building is situated within four months of the start of
construction, specifying the nature of the new building, its location, and
its floor area.

The Property Tax on Unimproved Property

The assessment of the tax on unimproved property, also known as the
property tax on undeveloped land (GTC, Articles 296-302), is based on
the market value of the property on January 1 of the taxable year. The tax
legislation in Senegal allows for the following exemptions from the prop-
erty tax on unimproved property: buildings or constructions belonging
to the state or to municipalities provided that they are used for a public
purpose or provide services of general utility and do not generate reve-
nue; gardens and tree nurseries created by the administration and agri-
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cultural collectives (sociétés d’intérét collectif agricole); undeveloped land used
by commercial and industrial companies for purposes related to their spe-
cific activities; land surrounding residential housing; land used for recre-
ational activities; land used for worship; and land used by the owner for
educational or health purposes.

The Surtax on Unimproved or Insufficiently Improved Land

The assessment of the surtax on unimproved or insufficiently improved
land (GTC, Articles 303-307) is based on the market value of the land.
The GTC allows exemptions from the surtax on unimproved or insuffi-
ciently improved land for land on which building is prohibited, and land
whose owners are temporarily deprived of its use for reasons beyond their
control.

Assessment and Valuation

The Property Tax on Improved Property

The annual rental value of improved property on January 1 of the taxable
year is determined by the cadastral method. The “cadastral method,”
also called corrected area method (“meéthode de la surface corrigée”), is
conducted by cadastral technicians and experts. This method incorpo-
rates elements such as area, number of rooms, existing installations, ma-
terial used, and age of the building, on which correction coefficients are
applied to scientifically determine the rental value. Where the cadastral
method fails, values are determined by comparison with other similar
premises in the area for which rental values have been recently estab-
lished. The rental value of the equipment in industrial plants is deter-
mined by means of direct appreciation (voie d’appréciation directe) as defined
by the Ministry of Finance (Sylla 2008a). In accordance with the GTC,
for most taxes imposed in Senegal, including property taxes, taxpayers
who believe that they have been wrongfully taxed or overtaxed can sub-
mit a written claim to a conciliation commission created by the Ministry
of Finance within 30 days after an appeal to the competent director has
been unsuccessful.

The Property Tax on Unimproved Property

The market value of unimproved property is determined as of January 1
of the taxable year by the cadastral method. Failing that, the market value
of unimproved property is assessed on the basis of conveyances (actes trans-
latifs) of taxable properties within the past three years. If unimproved
land has not been developed for three years, the market value is determined
by comparison with other land that is similar in size, quality, and features



358 / PART II: COUNTRY REVIEWS

within the same area and for which the market value was assessed on the
basis of conveyances that were less than three years old.

The Surtax on Unimproved or Insufficiently Improved Land

In Senegal, the surtax on unimproved or insufficiently improved land is
assessed on the basis of the market value of the land. As noted previously,
the market value of the land may be determined by the cadastral method,
on the basis of conveyances, or by comparison.

Tax Rates

The Property Tax on Improved Property

The tax rate on improved property is fixed in the legislation by the central
government and varies depending on the category of buildings. The tax
rate on improved property is 5 percent of the rental value for all proper-
ties except industrial plants and factories. For industrial plants and facto-
ries, the rate is 7.5 percent.

The Property Tax on Unimproved Property

The tax rate on unimproved property is also fixed in the legislation and is
5 percent of the market value of unimproved property.

The Surtax on Unimproved or Insufficiently Improved Land

In Senegal, differential surtax rates are applied to unimproved or insuf-
ficiently improved land according to market value tiers established by
each local jurisdiction. Tax rates in communes of the Dakar region and
in capital cities of communes in the remaining regions of Senegal vary
between 1 and 3 percent according to the assessed market value of the

land.

Tax Administration

Pursuant to the GTC and as mandated by the minister of finance, the gen-
eral director of taxes and domains issues each month a list of all taxpayers
in a certain area (a valuation roll or établissement des roles) and transfers the
corresponding property tax bill notifications (avertissements, titres de per-
ception) to the Treasury’s tax officials who are in charge of revenue collection
(receveurs de recettes). The date on the tax bill notification determines the
starting point of the time limit on property tax collection, prescription,
and claims. The Treasury’s tax officials responsible for revenue collection
subsequently make the necessary arrangements to immediately notify tax-
payers of their tax liability. The Treasury department in charge of collection
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of local taxes in Senegal is called Recettes des Perceptions Municipales
(GTC 2012, Articles 620, 643-662; Sylla 2008b).

The tax legislation also requires payment of the property tax liability,
regardless of its amount, at the latest on the last day of the first month after
the month when the valuation roll and the corresponding property tax bill
notifications were emitted. However, in the event of permanent departure
from Senegal, personal bankruptcy, liquidation subject to supervision of a
court, voluntary or mandatory company liquidation, job resignation, or a
taxpayer’s death, property tax payments are due immediately after issuance
of tax bill notifications (GTC 2012, Articles 644-645). If property tax
bills are not paid, the tax legislation permits the following enforcement
measures against delinquent taxpayers: (1) Interest on arrears equal to
10 percent of the unpaid tax liability can be charged when a tax payment
has not been received by the last day of the second month after the month
when the valuation roll and the corresponding property tax bill notifica-
tions were emitted. Subsequently, an additional interest charge of 10 percent
of the principal can be added to the taxpayer’s liability if payment is not
received within one year after the application of the first interest charge
on arrears. (2) Seizure and auction can also be implemented through the
tollowing procedures:

 To start the process, the Treasury’s tax collector issues a demand
notice (summation sans frais) giving the taxpayer 12 days to settle the
tax debt.

o Ifafter 12 days the tax liability has not been paid, the Treasury’s tax
collector sends out a warning letter (commandement) that is delivered
in person to the taxpayer.

 After the issuance of the warning letter, a property seizure order may
be obtained. The seizure order directs the Treasury’s agents to take
possession of all or part of the property.

* Finally, a property sale order is entered.

The following are some of the penalties allowed at different stages of the
prosecution of tax evaders in Senegal:

o Warning letter (commandement): 3 percent of the tax liability.

» Property seizure (saisie): 5 percent of the tax liability.

¢ Inventory of property under seizure (recollernent): 2.5 percent of the
tax liability.

 Notice of property sale order: 1.5 percent of the tax liability.
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« Bill posting: 1 percent of the tax liability.
* Inventory before sale: 1 percent of the tax liability.

 Seized property sale report (procés-verbal de vente): 1 percent of the
tax liability (GTC 2012, articles 654-662).

Property Tax Issues in Senegal

Low Coverage Ratio

As previously noted, the coverage ratio of property remains very low in
Senegal. However, the government has established an adequate legal
framework to ensure comprehensive coverage of the property tax, and the
Taxation Department is reforming property tax administration to bring
this about. These administrative reforms also will help increase the ac-
curacy level of valuations, particularly in places where valuation currently
is not being done annually as stipulated by law or as frequently as needed
to reflect changes in absolute and relative property market values.

Objections and Appeals

In Senegal, the number of objections and appeals concerning property
information, valuation, or tax assessment is very large. Although the large
number of objections and appeals can affect local-government budget es-
timates because of tax abatements and refunds, they nevertheless help up-
date the fiscal cadastre. For instance, when DGID agents are confronted
by potential taxpayers who are reluctant to provide detailed informa-
tion about their property or refuse to make their property accessible to
valuers, they intentionally apply a high market or rental value, depend-
ing on the property tax type, which results in a high tax liability. By doing
so, the agents are relying on the inevitable objections filed by these poten-
tial taxpayers to obtain the necessary property information for the fiscal
cadastre.

Tax Rates

Even though some aspects of political and fiscal decentralization are cur-
rently in place in Senegal, as reflected in elections and intergovernmen-
tal transfers to subnational governments, certain shortcomings in the
fiscal decentralization process persist. In particular, property tax policy
and administrative authority are not devolved to local governments. The
central government sets property tax rates, gives no discretion to com-
munes and rural communities, and collects taxes and transfers them to
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local governments. So far, there has been no evidence that the central
government is ready to devolve administration of property taxation to
local governments.

Collection and Enforcement

Compliance is not properly enforced in Senegal, especially for the tax on
unimproved property and the surtax on unimproved or insufficiently im-
proved land. Furthermore, the Taxation Department has concentrated its
administrative resources on collecting property taxes in communes of the
Dakar region, where the largest portion of Senegal’s economic activity
takes place (Sylla 2008b). As a consequence, the potential tax revenue from
other communes and rural communities is simply forgone. Adopting an
approach that would not only promote voluntary taxpayer compliance but
also systematically apply penalties and sanctions as stipulated by law in as
many local areas as possible would go a long way toward increasing the
collection ratio.

In conclusion, it is apparent that the property tax has yet to become an
important own source of revenue in Senegal. Transfers from the central
government remain a major source of revenue for communes and rural
municipalities alike (Dickovick 2005).

Overall, although the property tax system is somewhat effective in the
city of Dakar and the communes in the Dakar region, taxation of rural
properties is still impractical in Senegal. According to Kelly (2000), the
six major functions of a property tax system—tax base identification, tax
base valuation, tax assessment, tax collection, tax enforcement, and dispute
resolution and taxpayer service—are related to four fundamental ratios:
coverage, valuation, tax rate, and collection. As the property tax system
is currently practiced in Senegal, the coverage, valuation, and collection
ratios have been low. Nevertheless, there is tremendous potential for im-
proving basic property tax administration through an increase in these
ratios. If the property tax in Senegal is properly administered, it clearly
has the potential to become an important source of revenue.

For the most part, poor tax administration in terms of coverage, valu-
ation, collection, and enforcement ratios account for the fact that prop-
erty tax is not used optimally as an important own source of revenues for
local governments in Senegal. However, the potential is enormous and can
be tapped if the Taxation Department implements its tax administration
reforms, and if these reforms are synchronized with a broader fiscal de-
centralization effort.
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Sierra Leone

SAMUEL JIBAO

ierra Leone is located on the west coast of Africa and is bordered by

Guinea to the north and northeast, Liberia to the south and southeast,
and the Atlantic Ocean to the west. The country gained independence
from the British on April 27, 1961. It has a land area of 71,740 km?. Freetown
is the capital city. Other major cities include Bo in the south, Kenema in the
east, and Makeni in the north. It has an estimated population of 6.5 million
people (United Nations 2015) with an annual average growth rate of
2.6 percent. Approximately 40 percent of the population is urbanized
(United Nations 2014).

Sierra Leone, a low-income country (World Bank 2016a), recorded im-
pressive GDP growth rates of 6 percent in 2011, 15.2 percent in 2012, and
20.1 percent in 2013 after the start of iron ore production in 2010. The coun-
try’s growth rate in 2013 was higher than that of any other country in sub-
Saharan Africa for that year. However, the country continues to be one of
the poorest in the world and ranked 183rd out of 187 countries on the United
Nations Human Development Index of 2013 (UNDP 2013). About 70 percent
of Sierra Leone’s population lives on less than USD 1.00 per day.! The coun-
try’s GDP per capita was estimated at USD 653 in 2015 (World Bank 2016b).
Agriculture, which includes forestry, fishing, and hunting, continued to
account for more than half of GDP in 2014, but its relative weight has been
declining (50.5 percent in 2014, down from 58.2 percent in 2009), indicating
a structural shift toward mining and quarrying (20.2 percent in 2014, up
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from 3 percent in 2009). Manufacturing accounted for a mere 1.6 percent of
GDP in 2014, largely unchanged since 2009. The Ebola epidemic, which
lasted from mid-2014 to the end of 2015, has had a devastating effect on the
country’s economic growth and social development (World Bank 2014).

Government

Administratively, Sierra Leone has a two-tier system of government, the
central government and 19 local councils (the 5 city councils, Bonthe Mu-
nicipality, and 13 district councils). The 13 district councils comprise 149
chiefdom councils. Chiefdom councils are tiers of local governments
underneath the local councils that should, by law, collect certain revenues
and share them with the local councils (Tommy, Franzsen, and Jibao 2015).
In principle, the chiefdom councils are not recognized as a level of gov-
ernment, but there are provisions in the Local Government Act of 2004
that mandate that the chiefdom councils administer some key revenue
sources and share the revenue with the local councils.

Land Tenure

Sierra Leone has multiple land tenure systems. Customary land law and
practices are largely based on imported legislation and some locally en-
acted legislation. There is also a range of categories of land ownership in
Sierra Leone, including state land, private land, communal land, and family
land (National Land Policy 2005). State or public lands are defined as lands
ceded by the colonial government to the government of Sierra Leone after
independence in 1961, unoccupied land, and land compulsorily or otherwise
acquired by the government. Private land is land in which the owner has
a freehold interest.”? Communal land, sometimes referred to as chiefdom
or community land, is land held in trust by the chief on behalf of the
community. Family land is land of which the principal interest is vested
in a family group with a common ancestry. In the provinces, communal
and family lands predominate, although private freehold tenure is progres-
sively creeping into the tenure system, particularly in the urban centers.
Informal settlements constructed on urban and peri-urban land in and
around the capital city, Freetown, are subject to both statutory and cus-
tomary tenure systems.

The Ministry of Lands, Country Planning, and the Environment is
charged with institutionalizing and facilitating access to land and devel-
oping a rational and relatively orderly system of land administration.
Despite this recent intervention, the lands sector has continued to be
beset by major problems, including general indiscipline in land trans-
actions, evidenced by land encroachments, falsification of documents,
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multiple sales and registrations of the same land, and unauthorized or
haphazard development;® and the absence of clearly defined political,
administrative, government, and private property boundaries. These
lapses in land administration have resulted in inadequate security of
land tenure, land conflicts, and protracted litigation. Furthermore, there
is inadequate institutional capacity in the governance of land use and
land tenure issues. Because of the weak regulatory framework, limited
oversight, and intense speculation in the Sierra Leone land market, land-
owners are highly vulnerable to pressure from investors (Tommy, Franzsen,

and Jibao 2015).

Land-Related Taxes

Table 25.1 summarizes the taxable base, the tax rates, and the taxing au-
thorities for each of the property-related taxes in Sierra Leone.

The Capital Gains Tax

Legally, administration of the capital gains tax is guided by the Income
Tax Act of 2000 as amended. Section 57(1) of the Income Tax Act of 2000
provides that gains realized or losses incurred on the disposal of business
or investment assets are taken into account in determining chargeable
income. This provision in the Income Tax Act is rarely implemented ow-
ing, in part, to the weak administrative capacity of the Revenue Author-
ity, but also because no organized property market exists in the country.*
Because of the difficulties in the administration of the tax due to the huge
informal market in property, the Finance Act of 2007 mandated that the
“purchaser of real property shall withhold tax at the rate specified in Part
IV of the First Schedule,” which was amended to read 10 percent of the
sales value.’

The Stamp Duty

The stamp duty is applied to documents, such as conveyance documents
concerning land transfers, bonds, debentures, covenants, and warrants.
The transfer of an interest in real property from one natural person to
another by means of an instrument called a deed must be registered at the
office of the registrar general. The registration process involves the pay-
ment of a stamp duty of 0.1 percent.

Estate Duty and Gift Taxes

No estate duty is levied in Sierra Leone, and no donation or gift tax is ap-
plied because they are not provided for in the law.
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The Property Tax

Section 45(1) of the Local Government Act of 2004 stipulates that local
councils shall be financed from three sources: own revenue collections;
central-government grants for devolved functions; and transfers for ser-
vices delegated by central-government ministries. The primary sources of
own revenue are defined as the local (poll) tax; property rates; licenses; fees
and charges; a share of mining revenues; interests and dividends; and any
other revenue due to the government but assigned to local councils by
statutory instrument by the minister responsible for finance. At that time,
qualified valuation staff were in short supply, existing records were poor,
computers were not used, and the rate of tax defaults was very high. In
addition, there were no internal instructions or manuals for valuers (Tommy,
Franzsen, and Jibao 2015). Immediately after the decentralization reforms,
city-council governments, which lacked significant tax administrative
capacity, relied heavily on market duties, which were relatively easy to col-
lect. The remaining revenue came from property taxes, business registra-
tion fees, licenses, miscellaneous fees and charges, and the local poll tax
(Jibao and Prichard 2011; Prichard and Jibao 2010). The property tax as a
percentage of GDP is extremely low (less than 0.1 percent) owing to inad-
equate capacity and the small coverage of the tax (table 25.2). In 2010, this
tax was effectively administered in the major cities of Bo, Kenema, Makeni,
and Freetown. Despite the low ratio of the tax to GDP, there has been sig-
nificant improvement in the collection of this tax in the city councils, as
shown by the upward trend in the ratio between 2008 and 2010.

Table 25.3 also shows that the property tax became an increasingly
important source of local-government revenue from 2006 to 2010, increasing
by a quite remarkable 300 to 500 percent in the city councils of Kenema,
Bo, Makeni and Freetown, a striking achievement. However, these gains

Table 25.2 The Property Tax as a Percentage of GDP

Total Property Tax GDP at Current Property Tax

Revenue (Millions Market Price as Percentage
Year of SLL) (Millions of SLL) of GDP
2005 1,017.35 4,307,570 0.024
2006 914.73 4,875,079 0.019
2007 969.17 5,825,084 0.017
2008 1,355.6 6,538,014 0.021
2009 3,635.83 7,340,925 0.050

2010 3,868.79 7,605,300 0.051
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Table 25.3 The Property Tax as a Share of Own Revenue in Selected
City Councils, 2005-2010

Council 2005 2006 2007 2008 2009 2010
Kenema City 17.0 9.9 13.7 171 20.7 21.1

Bo City 13.2 10.5 11.0 134 21.6 27.5
Makeni City 0.0 2.1 13.7 17.8 20.3 41.8
Freetown 451 38.9 498 51.2 28.3 55.9
Bonthe 0.0 8.3 45.0 12.9 12.9 238

Municipality
Sembehun City 0.0 1.7 10.9 6.9 0.0 0.0

Source: Calculations using Local Government Finance Department data.

occurred from a very low base, and overall revenue yields remain far from
sufficient to meet local expenditure requirements (Jibao and Prichard
2013). Sembehun City and Bonthe Municipality have yet to implement any
major reform in their property tax administration because of the lack of
political commitment (Jibao and Prichard 2011).

The success story in the city councils of Kenema, Bo, Makeni, and Free-
town is due to the massive reform programs undertaken by the local
councils with the help of the Local Government Finance Department and
the financial and technical support provided by the World Bank and the
United Nations Development Programme (UNDP). Stakeholder reports
indicate that the new software has limited the potential discretionary
power exercised by tax collectors and the council, thus reducing corrup-
tion and increasing trust among taxpayers (Jibao and Prichard 2011). The
reform programs have been very successful in generating more property
tax revenue in the smaller city councils, but all indications are that there
has been little or no systematic modernization of tax-collection methods
in Freetown, and increased property tax collection and revenue gains by
the Freetown City Council have come from a small group of large taxpay-
ers rather than greater coverage, compliance, and transparency (Jibao and
Prichard 2011).

As of 2010, the property tax was limited to the major city councils. Dis-
trict councils have no accurate database to support levying of property
rates. In the councils where such data exist, the lists of properties are in-
complete and out of date, the ownership or occupancy of many of these
properties is unknown, and the valuations are very old. Another problem
is that no valuation officers are available in these councils. Besides, officials
in these councils believe that most of the buildings located within their
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jurisdiction are makeshift structures and that most of the good properties
were burned down during the 10 years of civil war. Recognizing these
problems, the Local Government Finance Department (LGFD) has initi-
ated the development of a property cadastre and business license register
in certain district councils with the support of donors such as the World
Bank, the European Union, and the UNDP.

The Tax Base

Under Section 75(1) of the Local Government Act of 2004, the property tax
(known as the city rate in Freetown and the town rate in other urban towns)
is levied on buildings, whether occupied or unoccupied. It covers all build-
ings within a locality, including buildings owned or occupied by the govern-
ment or the local council. However, buildings used for charitable purposes,
public religious worship, public hospitals and clinics, public educational
purposes, cemeteries and crematoriums, and diplomatic missions as may be
approved by the ministry responsible for foreign affairs are exempt. Vacant
land, whether in rural or urban areas, is not subject to the property tax.
However, individuals who lease government-owned land pay lease rent.

Although the tax base includes government buildings, whether owned
or occupied, the government has not been paying property tax for the
buildings it owns. It seems that councils agree not to levy the tax on
government-owned buildings in return for not having to pay whatever they
may owe to the central government. Although this study could not ascer-
tain who benefits more from this informal arrangement because of the
paucity of tax liability data at both levels of government, it can be specu-
lated that because the central government is much larger and owns much
property, it is more likely to benefit from this arrangement.

Assessment and Valuation

Under the Local Government Act of 2004, councils are to appoint valuers
and an assessment committee to compile the valuation list. The assessment
committee consists of such members of the council as the council may de-
cide. Unlike the smaller city councils that have been undertaking general
revaluation exercises that involved updating assessments of properties,’ the
Freetown City Council has not revalued its properties for the past two de-
cades even though the act provides that this exercise is to be carried out
every five years.® The smaller city councils have a valuation department
with at least one valuer trained by an expert valuer under a program sup-
ported by the UNDP and the LGFD. The Freetown City Council has a
valuation department consisting of about 16 surveyors who are trained only
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in measuring the size of buildings. Valuation and assessment have been
carried out entirely manually in the Freetown City Council.

The Local Government Act of 2004 requires that the property tax be
levied on the assessed annual value of assessed buildings,” but the Free-
town City Council still uses an adjusted area-based method in which the
effective floor area is combined with the property category to determine
the ratable value of a property. Each property category has an attached
tariff that allows the council to differentiate between properties. To de-
termine the property tax rate, the ratable value is multiplied by the so-
called rate call, which is currently set at 10 for domestic properties and 20
for commercial properties. Although this method of valuation is relatively
simple, it is highly inaccurate and generally regressive because it does not
take location, which influences the value of property, into account. The
smaller city councils include in their computation of the value of the
property several additional characteristics, such as the dimensions of
the structure; the type of materials used (timber, mud, corrugated iron
sheets, or bricks); location and accessibility (access to roads, hospitals,
water, and electricity); and the comfort of or facilities in the property.
This approach ensures a more progressive and buoyant set of values but
cannot entirely eliminate some degree of subjectivity.

There is currently no clearly defined mechanism for objections and
appeals. Section 73(1) of the Local Government Act, however, states that
objections to, and amendments of, any valuation list or roll shall be deter-
mined and made in accordance with such procedures as the minister respon-
sible for local government may prescribe. This has not happened to date.

Tax Rates

In Sierra Leone, rate setting is guided by Section 69(1) of the Local Govern-
ment Act of 2004. This act mandates that the property rates provided for
in the estimates of a local council in any financial year shall be a uniform
rate on the assessed annual value of assessed buildings and a single rate for
each class of assessed buildings. The act is not clear about how “classes
of buildings” should be interpreted but implies that each council can set
its own rates on each class of assessed buildings.

However, Section 76 of the Local Government Act of 2004 mandates
that such rates are subject to guidelines issued by the national government.
Currently, two classes of assessed buildings exist in the city councils:
domestic and commercial. Domestic property is defined as property that
does not have financial profit as its primary aim, whereas commercial
property is defined as property that has that aim. As previously noted, the
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current annual rate is 10 times the valuation for domestic properties and
20 times the valuation for commercial properties.”® In principle, the bud-
get profile of the council determines the rate call or mill rate, which should
vary from council to council because budget profiles vary by council. In
practice, however, all councils using the cadastral system have a uniform
rate and similar classes of assessed buildings despite variations in charac-
teristics of the councils in size, poverty level, and the capacity of the
council to generate revenues. Clearly, the donor-driven cadastral system,
coupled with weak capacity among councils, has eroded the level of local
autonomy the Local Government Act of 2004 anticipated or mandated.

Billing, Collection, and Payment

In principle, collecting the property tax should be easier than collecting
other local taxes because the taxable entity cannot be moved. In practice,
however, property tax collection in Sierra Leone has been very difficult
because of a lack of capacity, poor record keeping, and weak enforcement
of tax laws. Because of the lack of automation in the Freetown City Coun-
cil, demand notices are generated manually and handed over to staff of the
unit to deliver by hand. The incentive package for staff members who dis-
tribute demand notices is USD 1.60 per week, which is grossly inadequate
to motivate efficient delivery. In addition, the poor numbering of houses
in Freetown hampers effective delivery of demand notices. Demand no-
tices are distributed twice a year in line with the tax payment schedule
stipulated in the Local Government Act, but there is no robust system at
the Freetown City Council to determine the number of demand notices
delivered and answered by taxpayers.

Unlike the Freetown City Council, the smaller cities are now able to
generate demand notices electronically, which they distribute to taxpay-
ers. Major administrative reforms in these cities since 2008 have led to the
naming of streets and the numbering of properties and houses. In addi-
tion, the property tax is now to be paid through the banking system. This
can be seen as an improvement, but it poses problems for those property
owners who have to pay very small amounts of tax. The long waiting lines
at the banks are a barrier to voluntary compliance. The Local Govern-
ment Act allows payment of the property tax in two or more equal install-
ments. Door-to-door collection of taxes has also been an effective means
to enhance property tax revenues, especially in district councils (e.g., Bo
District, Koinadugu, and Kono). Apparently, many people are normally
more comfortable dealing with a person at the door than making a jour-
ney (Tommy, Franzsen, and Jibao 2015).
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Enforcement

The Local Government Act mandates that in case of nonpayment of the
property tax, the mayor of the city council may order the bailiff to seize
the property and sell it by public auction to the highest bidder within 20
days. If the full amount of the property tax payable is not realized after
this process, the law mandates that the mayor issue another warrant
requiring the bailiff to demand payment of the unrecovered part of the
property tax from the occupier (if any) of the building.

In principle, enforcement appears straightforward because the govern-
ment frequently knows the location of the property owner and has direct
access to the property in case of noncompliance. In reality, enforcement
of the property tax is weak, reflecting poor record keeping and weak human
resource capacity. However, it is widely believed that the primary barrier
to enforcement is the politicization of the system. Although it is reported
that the names of delinquent taxpayers are occasionally published in local
newspapers, court actions against defaulters have been very rare because
of lack of political will, since most property owners are wealthy and have
strong connections with the political elite (Jibao and Prichard 2011). This
unfortunate situation is consistent with experiences elsewhere, because
strong ties between large landowners and political elites have been widely
viewed as the primary explanation for weak property tax collection in de-
veloping countries (Bird 1974, 1991).

Property Tax Issues in Sierra Leone

Even though much progress has been made in the implementation of the
property tax, especially in the major cities, the revenue from this tax re-
mains suboptimal. One of the obstacles in its implementation is the lack
of any open and transparent property market, which impedes recording
of transaction prices.

Another issue is the effort by local governments and donors alike to ex-
pand the coverage of the property tax to district councils. Although this
is commendable, there are many limitations to such expansion, including
the following:

 Poor service delivery in these communities.

» High levels of poverty, with some 70 percent of the population (of
which 80 percent live in rural areas and 20 percent in the capital city,
Freetown) living on less than USD 1.00 per day (PRSP 2005).

¢ Weak capacity among council administrators.
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A weak political link between council administrations and chiefdom
administrations, which severely undermines the successful
implementation of this tax at district and chiefdom levels.

State actors need to focus resources on consolidating the gains already
made in the implementation of this tax at the city-council level and to en-
sure that punitive measures are in place for cities that are slow to imple-
ment reforms, such as the Freetown City Council.

Finally, it is necessary to undertake a gradual expansion of the property
tax to district and chiefdom levels. Priority must be placed on improving
collection, valuation list coverage, and determination of proper property
values. However, without a system of effective collection and enforcement,
there is little to be gained from increasing base coverage and valuation.

Notes

1. The levels are 15 percent in Freetown and 79 percent in the rest of the country.

2. Private land is dominant in the western area and the major cities in Sierra Leone.

3. The indiscipline in land transactions is due to improper survey practices, the lack
of reliable maps and plans, and the resulting use of unapproved, old, or inaccurate maps.

4. Organized entitles to support a property market, such as valuers (appraisers), es-
tate agents, and advertising outlets to ensure the adequacy and accuracy of information
for buyers and sellers, are nonexistent.

5. This act implicitly replaced the capital gains tax with a property transfer tax.
There is some ambiguity in the implementation of this tax in Sierra Leone, to the
extent that the terms property transfer tax and capital gains tax are used interchangeably.

6. The reforms involve identification and valuation of new and existing properties
through geographic information systems; introduction of tax identification numbers;
and software that applies preconfigured parameters in order to generate a tax assessment
and a rate demand notice based on property details supplied by valuers.

7. This has occurred only once, though, as part of the ongoing reform process within
the smaller councils.

8. However, when new properties are identified within the city, the valuation depart-
ment values them.

9. The term assessed annual value is not defined in the act. It was defined in the re-
pealed Freetown Municipality Act 1973 and similar acts for the other urban areas as
“the amount at which the premises can reasonably be expected to be let in the open
market in an average year.”

10. In Freetown City, rates are referred to as “rate calls,” while the other councils refer
to rates as “mills.” The difference is that most other councils have implemented the
cadastral system that provides for mill rates, while Freetown has yet to implement the
cadastral system.
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South Africa

RIEL FRANZSEN

outh Africa is bordered by the Atlantic Ocean on the west and by the

Indian Ocean on the south and east. Its neighbors are Namibia in the
northwest, Zimbabwe and Botswana in the north, and Mozambique and
Swaziland in the northeast. The kingdom of Lesotho forms an enclave
within the southeastern part of South Africa. In 1910, four British colo-
nies (the Cape of Good Hope, Natal, Orange Free State, and Transvaal)
formed the Union of South Africa, and in 1961, the country gained its in-
dependence from Britain. Pretoria is the administrative capital, and Cape
Town is the legislative capital. The country has an area of about 1.2 mil-
lion km? and an estimated population of 54.5 million (United Nations 2015).
About 64.8 percent of the population resides in urban areas (United Na-
tions 2014). In 2015, the GDP per capita was estimated at USD 5,724 (World
Bank 2016b); therefore, South Africa is classified as an upper-middle-income
country (World Bank 2016a).

Government and Institutional Structures

South Africa is a constitutional democracy with three levels of government,
referred to as the national, provincial, and local spheres of government.
In April 1994, a new, nonracial constitutional democracy was established
under the interim Constitution of the Republic of South Africa Act 200
of 1993.

/376 /
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At the local-government level, there has been significant institutional
reform, which was set in motion by the Local Government Transition Act
209 0f 1993 and gained momentum after the White Paper on Local Govern-
ment was published in 1998 (Franzsen 1996; Franzsen and McCluskey
2000). Table 26.1 sets out the institutional reforms in the local sphere of
government in South Africa.

Municipalities cover all of South Africa. Metropolitan municipalities
(Category A municipalities) are single-tier municipalities. In nonmetro-
politan areas, a two-tier system applies: there are district municipalities
(Category C municipalities), and within each district municipality, there
are two or more local municipalities (Category B municipalities). Across
the nine provinces, there are 8 metropolitan municipalities, 44 district mu-
nicipalities, and 205 local municipalities, a total of 257 municipalities. The
local-government sphere is basically set up and governed under the fol-
lowing important statutes:

e Local Government: Municipal Demarcation Act 27 of 1998.
¢ Local Government: Municipal Structures Act 117 of 1998.
¢ Local Government: Municipal Systems Act 32 of 2000.

+ Local Government: Municipal Finance Management Act 56 of
2003.

Table 26.1 Local Government Institutional Reform Since April 1994

Date Status and Reforms Enacted
Before April 27, 1994 * Racially segregated municipalities

+ Limited local governance in rural areas
After April 27, 1994 Establishment of 843 transitional councils and

a two-tier structure in both metropolitan
and nonmetropolitan areas

From December 5, 2000 Rationalization and amalgamation:
283 municipalities
+ 6 metropolitan municipalities (Category A)
+ 231 local municipalities (Category B)
* 46 district municipalities (Category C)

From August 3, 2016 Further rationalization and amalgamation:
257 municipalities
+ 8 metropolitan municipalities (Category A)
« 205 local municipalities (Category B)
* 44 district municipalities (Category C)
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 Local Government: Municipal Property Rates Act 6 of 2004.
* Municipal Fiscal Powers and Functions Act 12 of 2007.

Land Tenure and Property Registration

Although the vast majority of property in South Africa is held as freehold,
communal property and state-owned land are also significant. Some local
municipalities in, for example, the KwaZulu-Natal and Limpopo Prov-
inces consist primarily of communal land. Through the Communal Land
Rights Act of 2004, the South African government intended to clarify
land rights by transferring title from the state to local communities and
establishing administrative structures to govern the process of issuing
land tenure rights to individuals in communal areas and registering those
rights. However, the Constitutional Court declared the Communal Land
Rights Act unconstitutional. Any law that had been repealed by this law
returned into force, and therefore, the Protection of Land Rights Act 31
of 1996 still applies. In short, land tenure reform in South Africa is aimed
at guaranteeing legally enforceable rights to land and buildings under a
unified, nonracial system of land rights. The land restitution process is
also still under way. The impact of this process on property values in re-
gard to disputed land claims is significant. Disputed land claims, together
with the large percentage of communal land in many rural local munici-
palities, create significant challenges to the collection of local taxes, espe-
cially the property tax, in affected municipalities.

Both capital and rental markets are well developed and function effi-
ciently, and the deeds office holds accurate and detailed property records
for almost all property in the country. However, unresolved and potential
land claims resulting from the protracted land restitution process affect
land values of relevant properties.

Property-Related Taxes

The Value-Added Tax

South Africa’s value-added tax (VAT) is modeled on the New Zealand gen-
eral sales tax and can be classified as a modern VAT system. It has a broad
base, and the sale of immovable property by property developers who are
registered VAT vendors incurs VAT at the standard rate of 14 percent.

The Transfer Duty

The transfer duty was introduced in South Africa in 1686 and is the oldest
tax still levied, now under the Transfer Duty Act 40 of 1949. It is payable
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by any person who acquires “property.” As defined in the act, “property”
in essence constitutes land and improvements to land (so-called fix-
tures), as well as limited real rights in property, such as usufruct, rights of
way, and mining rights. Any transaction through which property is ac-
quired, regardless of its form, constitutes acquisition. The transfer duty is
also payable when the value of property is enhanced by the renunciation of
a right pertaining to property (e.g., when a holder of a usufruct renounces
the right of use, with the result that bare ownership becomes full ownership
once more). Since 2011, tax rates have been the same for natural persons and
persons “other than natural persons” (trusts and companies). Acquisitions
by inheritance are exempt if the property acquired belonged to the de-
ceased. Transactions that incur the VAT are also explicitly exempt from
the transfer duty. However, the acquisition of shares in a private company
or a contingent right to property in a trust owning primarily residential
property is taxed as if the property itself is transferred (SARS 2013). Eftec-
tive March 1, 2017, the tax is levied under the sliding scale in table 26.2.

Amendments to the rate structure (amounting to tax relief for low-value
properties) have regularly been effected since March 1, 2002. Although the
maximum rate of 13 percent is high compared with rates in many coun-
tries in the world, the 0 percent rate threshold has been increasing regu-
larly as well, ensuring that especially low-value residential property can
be purchased without any transfer duty or only a small amount.

The law provides that the transfer duty is payable on the consideration
payable (in the case of a sale or exchange), the value declared by the parties
(in the case of a donation), or the market value, whichever is highest. The
transacting parties must declare the actual consideration or declared value

Table 26.2 Transfer Duty Tax Rates

Value Rate and Amount
ZAR 0-ZAR 900,000 0%
ZAR 900,001-ZAR 1,250,000 3% of the value above ZAR 750,000

ZAR 1,250,001-ZAR 1,750,000 ZAR 10,500 plus 6% of the value above
ZAR 1,250,000

ZAR 1,750,001-ZAR 2,250,000 ZAR 40,500 plus 8% of the value above
ZAR 1,750,000

ZAR 2,250,001-ZAR 10,000,000 ZAR 80,000 plus 11% of the value above
ZAR 2,250,000

Above ZAR 10,000,000 ZAR 933,000 plus 13% of the value above
ZAR 10,000,000

Source: Transfer Duty Act 40 of 1949.
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to the revenue authority. The revenue authority in practice reviews these
carefully, especially for transactions between connected persons, such
as family members. Buyers who may be liable for the capital gains tax
(CGT) should the property be alienated in the future tend to declare the
market value for transfer duty accurately to ensure that the base cost for
CGT purposes is not adversely affected.

The Estate Duty and the Donations Tax

The estate duty or a donations tax may be payable when property is trans-
ferred by succession or donation. The estate is the principal taxpayer of
the estate duty, which is levied under the Estate Duty Act 45 of 1955. The
donations tax is levied under the Income Tax Act 58 of 1962, and the prin-
cipal taxpayer is the donor. When immovable property is donated, the
donations tax (donor), the CGT (donor), and the transfer duty (donee) may
all be payable.

The Capital Gains Tax

The capital gains tax was introduced in October 2001 as part of the income
tax system and is based on capital gains realized on the disposal of assets,
including immovable property. The CGT is levied as part of the income
tax. The basic principle of total receipts minus base costs applies. If the as-
set is the taxpayer’s primary residence and the receipts are less than ZAR 2
million, there is no CGT. If the receipts exceed ZAR 2 million, there is a
ZAR 2 million exemption from the capital gains (income minus base cost).

For example, A, who bought her primary residence for ZAR 1 million
in 2002, donates this residence to her brother, B, in December 2016. At
this date, the market value of the property is ZAR 3.5 million. The capi-
tal gain will be ZAR 500,000 (ZAR 3.5 million minus the ZAR 1 million
base cost and the ZAR 2 million exemption). After the annual exclusion
of ZAR 40,000 is deducted, the remaining ZAR 460,000 is multiplied by
the 40 percent multiplier, and the remaining amount, ZAR 184,000, is
then included in A’s taxable income. Apart from the CGT, A, the donor,
will also be liable for the donations tax at 20 percent of the market value
of the donation, ZAR 3.5 million. B, the donee, must pay the transfer duty
on the acquisition of this property on the market value at the date of ac-
quisition, ZAR 3.5 million. Under the sliding scale, the transfer duty will
be ZAR 222,500, an effective tax rate of 6.36 percent.

The Property Tax

The recurrent property tax (known as “rates on property”) is levied by
local governments. South Africa has a long history of recurrent prop-
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erty taxes. A property tax was first introduced in the Cape of Good
Hope colony in 1836 (Franzsen 1996). For almost a century, property
taxes were levied and collected under the terms of four provincial ordi-
nances from the previous constitutional framework. Under these ordi-
nances, municipalities generally could select one of three possible tax
bases: a land value tax (called “site rating”), a tax on land and buildings
collectively (called “flat rating”), or a tax on land and buildings separately
(called “composite rating”) (Franzsen 1996). The new constitutional and
institutional framework necessitated an overhaul of the various former
provincial property tax systems (Franzsen 1996; Franzsen and McClus-
key 2000).

Presently, municipalities derive their power to levy the property tax
from Section 229 of the Constitution of the Republic of South Africa, 1996.
In 2004, the previous provincial laws were repealed by a national law that
provides for a single, uniform system of property tax for the whole country.
The new law is founded on the principles of certainty, uniformity, equity,
and simplicity. The Local Government: Municipal Property Rates Act 6
of 2004 (MPRA) was promulgated on July 2, 2005, but it could become
operative in a municipality only when that municipality had adopted its
municipal property tax policy and had prepared its first valuation roll
under the act. Municipalities were required to bring their valuation rec-
ords and administration up to date within a transitional period of four
years (2006 to 2009), which was later extended to six years. Only 27 mu-
nicipalities (fewer than 10 percent) had implemented their first valuation
under the MPRA by July 1, 2007. The vast majority implemented the
MPRA in 2008 or 2009, and only a few local municipalities implemented
the MPRA in 2010 or 2011. District municipalities are explicitly prohib-
ited from levying the property tax; only metropolitan and local munici-
palities may do so. Table 26.3 provides a summary of key aspects of the
previous and the new property tax laws.

The Importance of Property Tax Revenue

Unlike many other countries in Africa and elsewhere in the developing
world, revenue from the recurrent property tax in South Africa exceeds
1 percent of GDP. In 2013, it constituted 1.3 percent of GDP. If other prop-
erty taxes (the transfer duty, the estate duty, and the donations tax) are
included, the revenue amounted to 1.6 percent of GDP (IMF 2014).
Table 26.4 provides an overview of the importance of property taxes as a
percentage of total tax revenue. As is evident from table 26.4, the prop-
erty tax is an important source of revenue for municipalities. There was a
marked increase in the contribution from the recurrent property tax in



Table 26.3 Old (Pre-2004) and Current Property Tax Laws

Previous Provincial Laws

MPRA

Tax base

Valuation

Tax rate

Administration

Property tax
policy

» Multiple bases

+ Utilities mostly excluded

* Mostly urban properties

» Exemptions stated in law

Municipal responsibility
Physical inspection required
Discrete, individual valuations
No external monitoring of
and quality control over
valuation roll

» Determined locally
» Determined annually
» Differentiation allowed

indirectly

* Nontransparent rebates

and other tax relief

Annual or more frequent
billing allowed

* No community participation

» No property tax policy

required

Uniform base (market value)

» Some public utilities included

» Urban and rural properties
Exemptions to be determined
locally under national guidelines

Municipal responsibility
Physical inspection optional

* Mass valuation allowed
Limited external monitoring
of the quality of valuation rolls

Determined locally
Determined annually
Differentiation possible

 Transparency of rebates and
tax relief

* Annual or more frequent
billing allowed

Community participation
compulsory

» Annual property tax policy
required

Table 26.4 Property Taxes as a Percentage of Total Tax Revenue,

2011-2013
2011 2012 2013
ZAR ZAR ZAR
Tax Category Billions % Billions % Billions %
Total tax revenue 803 879 975
Transfer duty, estate duty, and 8 1.00 9 1.02 10 1.02
donations tax
Recurrent property tax 33 4.11 36 4.10 44 451
All property taxes 41 5.11 45 512 54 554

Source: IMF (2014).
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Table 26.5 Revenue Sources as a Percentage of Municipal Operating Revenue,
2008/2009-2012/2013

2011/2012 2012/2013
2008/2009 2009/2010 2010/2011 (estimated) (estimated)

Revenue

Source % % % % %

Property tax 149 149 16.9 16.8 16.0

Service 39.0 41.0 50.3 52.8 55.0
charges

Interest 3.0 1.6 1.1 1.0 09

Transfers 33.1 326 21.8 20.5 195

Other 9.9 9.9 9.9 9.0 85
sources

Total 100 100 100 100 100

Source: National Treasury (2011).

2013. Table 26.5 shows the importance of the property tax as an own source
of revenue for the local-government sphere.

Since the 2006/2007 fiscal year, the aggregate annual growth of prop-
erty tax revenue has been more than 10 percent (National Treasury 2011).
Service charges (electricity, water, sanitation, and refuse removal) are the
largest source of municipal revenue, especially electricity and water. How-
ever, a very large percentage of this revenue flows through municipal cof-
ters back to Eskom (the national electricity supplier) and the relevant water
boards. It is estimated that, depending on the municipality, between 65 and
85 percent of municipal electricity revenue is used to buy bulk electricity
from Eskom. As pointed out by the National Treasury (2011), municipali-
ties traditionally used the surplus from their trading services (especially
electricity) to cross-subsidize other services. However, rapid increases
in bulk tariffs have decreased these surpluses because municipalities have
sought to (and, in some instances, have been forced to) absorb some of
these increases, and because the higher prices are leading to an increasing
number of defaulting taxpayers and inducing customers to consume less.
This generally implies that the revenue from the property tax is becom-
ing more important, although this is not clear from table 26.5.

The Tax Base

Under the previous law, municipalities could select one of three tax bases,
as indicated earlier. An important policy decision was to do away with tax



384 / PART II: COUNTRY REVIEWS

base options and to legislate only one uniform tax base for the whole coun-
try. Under the MPRA, the property tax is levied on owners of immovable
property based on the “market value,” comprising land and buildings as one
composite value. The rating of property is no longer confined to property in
urban areas. In principle, all properties that are not excluded from the tax
base must be valued so that municipalities can compute the revenue forgone
should property be exempted. In short, the law now extends property taxa-
tion to properties in formerly untaxed rural areas that now form part of lo-
cal municipalities. This means that commercial farms and, in principle, also
subsistence farms and residential properties in informal settlements in rural
areas are taxable. The base was also extended to include certain types of
“public service infrastructure,” that is, public utilities. Amendments in 2009
and 2015 have provided more clarity on which types of infrastructure are
taxable, and which (e.g., roads and railway lines) are not.

Exclusions
The MPRA excludes various properties from the tax base, including the
following:

At least the first ZAR 15,000 of the market value of a property used
for residential purposes.

100 percent of the following public service infrastructure: roads,

waterways, railway lines, airports, and harbors (to be phased in over
five years from July 1, 2015).

30 percent of the value of taxable public service infrastructure.
 The coastline and offshore islands.

* Mineral rights.

» Property used primarily as a place of public worship.

» Property owned by land reform beneficiaries, but for only 10 years
from acquisition.

 Parts of national parks, nature reserves, and botanical gardens.

Exemptions, Value Reductions, and Rebates

The MPRA, especially when read with the Local Government: Munici-
pal Systems Act of 2000, makes specific reference to the effect of the prop-
erty tax on the poor. Municipalities must annually adopt a municipal
property tax policy that allows them to promote local social and economic
development. Relief is granted on the basis of age or physical or mental
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disability coupled with the taxpayer’s income. All exemptions, rebates, and
reductions projected for a financial year must be reflected in the munici-
pality’s annual budget for that year.

Municipalities decide on any exemptions, value reductions, or rebates.
These may be granted to a specific category of owners of properties or to
the owners of a specific category of property. However, exemptions, re-
ductions, and rebates must be properly quantified and justified because
they must be reflected in the annual budget. The metropolitan munici-
palities operate well-designed tax relief programs to assist poor and indi-
gent taxpayers.

Valuation

The MPRA requires that the general basis of valuation of all properties
in the valuation roll be “market value,” which it defines as “the amount
the property would have realized if sold on the date of valuation in the
open market by a willing seller to a willing buyer.”

Municipal Valuers

Only a person who is appropriately qualified and registered as a “profes-
sional valuer” or a “professional associated valuer” with the South African
Council for the Property Valuers’ Profession (under the Property Valuers
Profession Act 47 of 2000) may be appointed as a municipal valuer. In the
metropolitan municipalities and a few large local municipalities, in-house
valuers are used. However, most local municipalities must outsource val-
uation services to the private sector through an open, competitive, and
transparent bidding process as provided for under the Local Government:
Municipal Finance Management Act. The procurement of valuation ser-
vices is one of the most challenging property tax issues in South Africa
(Franzsen 2014; Franzsen and Welgemoed 2011). Especially in many small
local municipalities, councils simply do not know what to ask for in their
tender specifications when they advertise for the appointment of a munici-
pal valuer, how to evaluate the tenders received, and how to evaluate the
work done by the appointed municipal valuer.

Valuation Criteria

The MPRA provides detailed criteria for valuation. It states that physical
inspection of the property to be valued is optional, and that “comparative,
analytical and other systems or techniques may be used, including aerial
photography and computer-assisted mass appraisal (CAMA) systems
or techniques, taking into account changes in technology and valuation
systems and techniques” (Section 45(2)(b)). If the available market-based
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data of any category of ratable property are insufficient, the MPRA man-
dates the application of a mass valuation technique, which may include a
technique based on predetermined bands of property values as approved
by the municipality concerned.

Valuation Cycles

Until the law was amended with effect from July 1, 2015, a valuation cycle
was four years, with a possible extension of one further year under un-
specified “exceptional circumstances.” Under the amended law, for met-
ropolitan municipalities, the valuation cycle remains a maximum of four
years with a maximum one-year extension should exceptional circum-
stances warrant it; for local municipalities, the maximum is five years
with a maximum two-year extension.

The City of Cape Town operates on a three-year cycle. It also success-
fully makes extensive use of CAMA of residential property. Cape Town
also voluntarily has the overall quality and accuracy of its valuation au-
dited by an impartial international organization.

Valuation Practices in the Metropolitan and Larger

Local Municipalities

Some metropolitan municipalities use sophisticated CAMA models
founded on credible numbers of comparable sales. In other metropolitan
municipalities and some large local municipalities, a simpler mass valua-
tion approach is used in which points are awarded for various subjectively
determined value-adding variables or attributes. The total number of
points for a property is then compared with the purchase price of the prop-
erty to calculate a value per point, which is then extrapolated and applied
to the total points of other property that is the subject of valuation. Al-
though comparable sales are used, a method of comparison is lacking. Use
is also made of expert judgment, but the number of comparative variables
is very limited, which significantly affects accuracy. Cape Town uses rea-
sonable levels of regression analysis based on a substantive number of
variables and sales data. As one of the pioneers of CAMA in South Africa,
Cape Town presently seems to achieve the highest levels of accuracy in
the country, but even there, the estimated coefficient of dispersion (COD)
is about 0.7 for residential property (Boshoff and Franzsen 2015).!

The number of valuers in the eight metropolitan municipalities ranges
between five and twenty, depending on the relationship between in-house
valuers (full-time employees of the municipality) and private valuers ap-
pointed on short-term contracts. A positive feature of the South African
system is the extensive use of data collectors, which reduces the workload
of the qualified valuers.
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Valuation Rolls

The valuation roll must list all properties (even properties not valued) in
the municipality and must include the following information for every
property if it can be reasonably determined:

A description of the property.

¢ The relevant property category within which the property falls.
¢ The physical address of the property.

¢ The extent (size) of the property.

¢ The market value of the property if it has been valued.

¢ 'The name of the owner.

¢ Any other prescribed particulars.

The municipal valuer must submit the certified roll to the municipal man-
ager. Within 21 days of receipt, the manager must publish a notice in the
provincial gazette and a further notice once a week for two consecutive
weeks in the media, stating that the roll is open for public inspection for
at least 30 days from a date specified in the notice. A similar notice must be
delivered to every property owner, as well as an extract from the valua-
tion roll pertaining to the property of that owner. A municipality with an
official website must publish these notices and the valuation roll on its
website.

Objections and Appeals

The MPRA provides for a detailed objection and appeal process. An ob-
jection can be lodged only in regard to an individual property and not
against the valuation roll itself. Any person (not only the owner) may lodge
an objection to a matter included in or omitted from the valuation roll.
The municipal manager must assist illiterate objectors who want to lodge
objections.

"The municipal valuer must promptly consider all objections, make a de-
termination based on all the facts, including the submissions by the objector
(and the owner, if the owner is not the objector), adjust or add to the valua-
tion roll in accordance with the decision, and inform every objector and
owner of a property subject to an objection of the relevant decision. Within
30 days, an objector may request the reasons for the decision, and the rea-
sons must be provided within 30 days of receipt of the application. An ag-
grieved objector or owner or the municipal council may lodge an appeal in
the prescribed manner with the relevant valuation appeal board. The lodg-
ing of an appeal does not defer a person’s liability to pay the property tax. If
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the value is adjusted upward or downward by more than 10 percent, reasons
must be provided to the municipal manager. These adjustments are auto-
matically reviewed by the relevant valuation appeal board.

The member of the executive council responsible for local government in
a province must establish as many valuation appeal boards (VABs) as neces-
sary in the relevant province, but at least one in each metropolitan munici-
pality. A VAB consists of a chairperson (who must have a legal qualification
and sufficient experience) and between two and four additional members
with sufficient knowledge of or experience in property valuation. At least
one of the additional members must be a professional valuer or professional
associate valuer as defined by the Property Valuers Profession Act.

Supplementary Valuations

For various reasons, it may become necessary to undertake a new valua-
tion during a valuation cycle. In such circumstances, a supplementary val-
uation roll must be compiled at least once a year. The MPRA provides for
supplementary valuations to be done by the municipal valuer in any in-
stance where

* a property was incorrectly omitted from the valuation roll;

* aproperty was included in a municipality after the last general
valuation (e.g., because of a change in municipal boundaries);

 a property was subdivided or consolidated;

 aproperty’s improved value substantially increased or decreased for
any reason after the last general valuation;

* a property was substantially incorrectly valued during the last
general valuation;

 aproperty needs to be revalued for any other exceptional reason;
* there was a change in the use category of a property; or
o there was a clerical or typing error.

Supplementary valuations must reflect the value of the property at the date
of valuation determined for the last general valuation. Generally, the prop-
erty tax becomes payable on the valuation as stated in the supplementary
valuation roll on the first day of the month after the posting of a notice to
the owner regarding the new value. If there was a clerical error or the value
is reduced, the property tax becomes payable from the date the error was
made or the date of the incorrect valuation; and if a property has been re-
zoned, from the date the change in use category occurred.
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Quality Control and Oversight

Presently, the law stipulates that the minister responsible for local govern-
ment may monitor and issue reports on the effectiveness, consistency,
uniformity, and application of municipal valuations for property tax pur-
poses. This stipulation is inadequate. Monitoring is an important function
that must be performed regularly and should not be left to a politician who
may have very little knowledge of the administration of property taxation
(Franzsen and McCluskey 2000).

Amendments enacted in 2015 provide for more oversight at the provin-
cial level. The member of the executive (MEC) responsible for local gov-
ernment is tasked to monitor the determination of a date of valuation for
a general valuation, the appointment of municipal valuers, and whether the
municipal manager has submitted a project plan regarding the municipal
general valuation. Although an MEC may perform such a task admirably,
technical oversight rather than political oversight would have been more
appropriate.

Valuation Capacity, Education, and Training

The valuation profession in South Africa is well-established, for example,
the South African Institute of Valuers, a professional association of valuers,
was established in 1909. Despite a long history, the state of the profession
remains an area of some concern (Cloete 2009; Franzsen 2011). Table 26.6
provides the numbers of valuers in South Africa. It is immediately appar-
ent that the numbers of professional valuers and associate professional
valuers collectively declined steadily between 1985 and 2010 and increased
only between 2010 and 2015. There were fewer valuers at the end of 2015
who could do property tax valuations than there had been in 1985. Al-
though the increase in the number of professional valuers between 2010
and 2015 is heartening, it may to some extent explain the decrease in the
number of associate professional valuers over the same period. However,
the constantly decreasing number of associate professional valuers over the
last 30 years is alarming, as is the 40 percent decrease in the number of
candidate valuers between 2010 and 2015. Age and gender are also issues.
In 2010, more than 60 percent of the professional valuers were more than
50 years old, and only 11 percent were female (Franzsen 2011). In 2015,
16 percent of professional valuers and associate professional valuers, in
other words, valuers who may, under the law, do municipal property tax
valuations, were white males 65 or older. However, by 2015, almost
20 percent of the professional valuers and associate professional valuers
were female. It must also be noted that apparently, only about 20 to
25 percent of these valuers actually do municipal valuations (Zybrands
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Table 26.6 Valuers in South Africa, 1985-2015

Category 1985 1990 2000 2010 2015

Professional valuers 549 549 385 575 756

Associate professional 1,114 1,097 970 713 625
valuers

Subtotal 1,663 1,646 1,355 1,288 1,381

Candidate valuers 360 439 628 1,068 626

Total 2,023 2,085 1,983 2,356 2,007

Source: SACPVP (2010, 2016).

2003). Degree programs with a specialization in valuation are limited, as
is continued professional training in, for example, CAMA (Boshoff and
Franzsen 2015).

Tax Rates

Tax rates are set locally by municipalities and must be expressed annu-
ally as a “cent in the Rand amount.” The MPRA allows municipalities
to levy different tax rates on different categories of property, which
must be defined in the property tax policies of the municipality. How-
ever, the same tax rate must apply to all residential properties within a
municipality.

Although tax rates are determined locally, the law provides that the na-
tional government minister responsible for local government may, with
the concurrence of the minister of finance and by notice in the Gazette,
set an upper limit on the percentage by which the revenue from property
tax on properties or a tax rate on a specific category of properties may be
increased. These ministers may also determine maximum ratios between
the tax rate for residential properties (which constitutes the “base rate”)
and other property use or ownership categories. To date, such ratios have
been fixed for public service infrastructure, properties used for agricul-
ture, and properties used by public benefit organizations. The tax rate for
these three categories may not exceed 25 percent of the tax rate for resi-
dential property. Table 26.7 states the 2015/2016 tax rates in four of the
large metropolitan municipalities.

It is noteworthy that in Cape Town and €Thekwini, “state-owned prop-
erty” is not a use category. Quite correctly, these two metropolitan mu-
nicipalities view state-owned property as an ownership rather than a use
category, and these properties are therefore taxed on the basis of their
zoned or actual use. Tshwane (which includes the capital city, Pretoria) and
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Johannesburg incorrectly tax state-owned property as though it constitutes
a use category. It is also noteworthy that all four of these metropolitan mu-
nicipalities tax vacant land at higher tax rates than developed property—
in the case of Tshwane, almost 6.5 times higher.

Billing and Collection

The MPRA provides that a municipality must furnish each person liable
for payment of the property tax with a written notice specifying, among
other things,

e the amount of tax due;

* the date on or before which the amount is payable;

e how the amount was calculated; and

o the market value of the property as listed in the current valuation roll.

The law clearly states that a person is liable for payment of a rate whether
or not that person has received a written notice. A person who has not
received a written notice must make the necessary inquiries from the mu-
nicipality. A person liable for the property tax also has a duty to furnish
the municipality with an address to which official correspondence can be
directed. In many municipalities, especially in rural areas, the lack of postal
and physical addresses presents councils with challenges regarding the is-
suance of notices and tax bills.

The property tax may be paid monthly (or less often, as may be pre-
scribed in the Municipal Finance Management Act) or annually, subject
to agreement by owner of the property. Various payment options are avail-
able to taxpayers, such as payment in cash or bank-guaranteed check at
the municipality, by direct debit order, by Internet banking, or at the post
office or a number of commercial banks and large supermarket stores. A
municipality may defer liability for payment, but only in “special circum-
stances,” which the MPRA does not specity.

Collection levels (the amount collected as a percentage of the amount
billed) are high, generally exceeding 90 percent, particularly in the met-
ropolitan municipalities. However, across all municipalities, arrears are in-
creasing at an alarming rate. In many instances, this increase is due to a
perceived lack of service delivery, municipalities’ failure to properly en-
force the tax against defaulters because of political reasons or poor admin-
istration (inadequate credit and debt control processes), corruption, or a
combination of these factors. However, property tax arrears are merely
part of a much bigger problem. By mid-2014, municipalities’ overall con-
sumer debt amounted to a staggering ZAR 923.4 billion (Magubane 2014),
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of which almost ZAR 53 billion was owed to the eight metropolitan
municipalities (Maswanganyi 2014). Furthermore, there is growing con-
cern among some commercial consumers of municipal services that they
may face increasing property taxes (because the law allows for tax rate
differentiation) to subsidize noncompliant, mostly residential consumers
(Magubane 2014).

Enforcement

The MPRA specifies that if a property owner has not paid the tax levied
on the property by the due date, the municipality may recover the amount
in whole or in part from a tenant or occupier of the property, regardless
of any contractual obligation between the landlord and the tenant to the
contrary. The amount that can be recovered is limited to the amount of
outstanding rent. The municipality may also recover the tax from an agent
of the owner.

Further enforcement measures contained in the Local Government:
Municipal Systems Act of 2000 include the imposition of interest on
arrears; termination of municipal services, such as electricity; restriction
of services, such as water; refusal to issue the municipal clearance cer-
tificate required before any formal transfer of ownership can take place
in the deeds office; and finally, seizure and public sale by the municipal-
ity of the relevant property. A public sale can take place only after at least
three years of delinquency.

Property Tax Issues in South Africa

The MPRA introduced so-called rates policies to the South African prop-
erty tax system. Every metropolitan and local municipality must adopt a
rates policy (a property tax policy) consistent with the MPRA. It must
explain to property owners and taxpayers, as well as the broader commu-
nity, why differential tax rates are used, how the different tax rates were
decided, what rebates and exemptions are granted, and on what basis
these were decided. The property tax policy must be revised annually
(if required) and must take the form of a bylaw so that it can be enforced.
Community participation in the determination of a property tax policy is
compulsory.

A municipality’s property tax policy is required to treat all persons li-
able for the property tax equitably. The property tax policy must also de-
termine the criteria to be applied by the municipality if it levies different
tax rates for different property use categories, exempts a specific use or
ownership category of property, grants rebates or rate reductions, or in-
creases or decreases tax rates. Any exemption, rebate, or reduction provided
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for and adopted in a property tax policy must comply with and be imple-
mented in accordance with a national framework. No relief may be
granted to owners of properties on an individual basis.

The very broad base of the South African property tax is, in principle,
a sound policy. There are, however, a few areas of concern. Although the
law extends property taxation to formerly untaxed rural areas that now
form part of metropolitan or local municipalities, there are various prac-
tical issues, especially regarding the valuation of communal property and
the billing and collection of the tax on property owned communally. In
addition, the tax base was also extended to include some public utilities
(called public service infrastructure), but the definition of “public service
infrastructure,” read in conjunction with the definition of “property,” is
problematic. An amendment to the law, effective July 1, 2015, that excludes
certain types of public service infrastructure as defined and explained
has alleviated some of the concerns in this regard.

An issue that should be revisited is the single “market value” tax base.
Especially in rural local municipalities with predominantly communal
land, it is questionable whether this one-size-fits-all tax base is appropri-
ate (Franzsen 2014).

In some instances, the cost of the first general valuation roll could not
be recouped from the property tax over the first four- or five-year valuation
cycle (Franzsen and Welgemoed 2011). The 2015 amendments extended
valuation cycles to a maximum of five years (plus a possible two-year ex-
tension) for all local municipalities. This is a prudent step given the cost of
a comprehensive general valuation and the paucity of capacity to under-
take more regular valuations. Local municipalities still have the right to
undertake general revaluations more often should the need arise. Metro-
politan municipalities must still revalue every four years, with a possible
one-year extension if the provincial MEC agrees.

As was previously noted, valuation education in South Africa is inade-
quate, and the valuation profession is in decline. Also, the MPRA provides
that the minister in charge of local government is responsible for external
quality control over the quality of valuation rolls. International practice
suggests that this highly technical review task should be performed by a
technical entity specifically established for this purpose (Daud et al. 2013;
Franzsen and McCluskey 2000). A valuer general office was established in
South Africa in 2015, but municipal valuations have been explicitly ex-
cluded from the responsibilities of this office.

Last, nonpayment of taxes (including the property tax) and municipal
tariffs for electricity, water, sanitation, and other services is becoming
problematic in many if not all municipalities. Politically, there seems to
be little appetite for proper enforcement.
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Note

1. The COD is a statistical concept that measures how closely the valuation model
(based on a multiple regression analysis) predicts the estimated price of a property
in comparison with the actual sale price. High CODs can be interpreted as show-
ing wide variance between estimated and actual prices; therefore, low CODs are
preferred.
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Sudan

SHAHENAZ HASSAN AND RIEL FRANZSEN

U ntil the secession of South Sudan on July 9, 2011, Sudan was the largest
country in Africa, and with a land area of 1.86 million km?, it is still one
of the largest. The country has a population of about 40.2 million (United
Nations 2015), and in 2015 the GDP per capita was estimated at USD 2,415
(World Bank 2016b). Almost 34 percent of the population in Sudan is ur-
banized (United Nations 2014). Khartoum, with an estimated population
of 5 million, is the capital and largest city (CIA 2016; United Nations 2014).
Sudan is classified as a lower-middle-income country (World Bank 2016a).

Government

Sudan is a presidential republic with a three-tier federal government system.
Currently, there are 18 states and 134 localities.! The federal level is con-
cerned with policy making, planning, supervision, and coordination. States
are administered by elected governors. Each state has five to seven minis-
tries. The state governments are responsible for policy making, planning,
and implementation at the state level. Localities are administered by com-
missioners and are concerned mostly with implementation of state policies
and service delivery. There are elected legislatures at each government
level (Fjeldstad 2016).

Sudan’s history of decentralization dates back to 1951, when the Local
Governments Act was enacted. This law divided the country into urban

/397 /
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and rural councils (Hamid 2002). Decentralization was introduced as a sys-
tem of governance to deal with the multiethnic and multicultural society
of Sudan. The Fourth Constitutional Decree of 1991, which finally adopted
a federal system of governance, was followed by further constitutional de-
crees in 1993 and 1995 that further consolidated the federal system. The
1993 amendment subdivided the country into 26 states; the 1995 amend-
ment devolved more powers and functions to the states. The 1998 consti-
tution reaffirmed the federal system and included a map detailing the
names, boundaries, and capitals of the states. However, the central gov-
ernment retained most of the important decisions affecting citizens, as well
as financial powers and budgetary controls (Hamid 2002). Until the se-
cession of South Sudan in July 2011, the government was bound by the
North/South Comprehensive Peace Agreement (CPA). The CPA, con-
cluded in 2005, provided both parts of the country the opportunity to
address the devastation of infrastructure by years of civil war, which re-
sulted in displacement and underdevelopment. Both the Interim National
Constitution and the CPA of 2005 called for fiscal decentralization and
the empowerment of subnational governments (Fjeldstad 2016). Fiscal de-
centralization was fueled by a decade-long oil boom.

"The loss of oil revenues after the secession of South Sudan necessitated
major fiscal adjustments, notably cuts in investment spending, which in-
evitably have affected the flow of federal transfers to state governments.
However, transfers to states increased by about 8 percent in 2012 (IMF
2012). Although the total revenue in Sudan’s states has increased substan-
tially since 1995, so has their dependency on transfers to meet their re-
sponsibilities for basic service delivery. Large increases in transfers to states
have contributed to rapid growth in state spending but have also weakened
incentives for states to raise their own revenue (IMF 2012).

Since 2012, the states have been the main power base at the subnational
level. In each state, its elected legislative assembly approves its laws and
budgets and oversees the performance of the various ministries and de-
partments. The state’s governor appoints some of the assembly members
in order to include underrepresented groups, such as women and educated
elites (Hamid 2002).

Under Schedule C of the 2005 constitution the exclusive executive and
legislative powers of states include “local government.” Each state is com-
posed of a number of urban and rural localities, which are important in
Sudan’s federal system. Localities have various responsibilities, including
economic and financial matters, education, public works, and public health.
These responsibilities must be coordinated with agencies at the provincial
and state levels (Hamid 2002). Localities funding sources include various
taxes, donations collected occasionally for specific purposes, and intermit-
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tent transfers from the state government to especially resource-poor lo-
calities (Hamid 2002). Localities also have powers to raise additional
funds from their residents through specific charges, taxes, rents, or land
sales. Not surprisingly, the available funding sources seldom cover all of a
locality’s expenditures because of weak tax bases and poor administration
(Hamid 2002). As Fjeldstad (2016) points out, subnational levels of gov-
ernment need adequate revenue to fulfill service delivery responsibilities,
conduct expenditure assignments, and address local needs. Own-revenue
mobilization by both states and localities is low. Inadequate and unevenly
distributed own revenues of both states and local governments levels and
unpredictable levels of transfers from the federal government pose seri-
ous obstacles to the policy of decentralization (Fjeldstad 2016).

The Interim Constitution of 2005 provides the framework for the vari-
ous types of taxes and other sources of revenue to which the various levels of
government are entitled. Despite Sudan’s federal structure, the federal gov-
ernment in 2010 still collected about 97 percent of total tax revenues and
86 percent of total tax and nontax revenues combined (Fjeldstad 2016).
Thus, despite assigning more expenditure responsibilities to state govern-
ments, the federal government has effectively maintained control over
revenue collection. Although the states’ own-revenue mobilization has
increased in recent years, they are heavily dependent on federal transfers.
Referring to a 2012 International Monetary Fund report (IMF 2012), Fjeld-
stad (2016) states that, on average, less than one-third of the states’ expendi-
tures are funded by their own revenue sources. As is to be expected in any
federal system, there are large differences in states’ dependency on federal
transfers. In 2010, Khartoum relied on the central government for about
38 percent of its needs, whereas in Blue Nile State, the figure was 86 percent;
conversely, own revenues contributed the highest percentage of total reve-
nues in Khartoum, 62 percent, but the lowest in Blue Nile, only 14 percent
(Fjeldstad 2016). The revenue sources of states are listed in table 27.1.

Under the current law, subnational governments in Sudan have a high
degree of autonomy in proposing new tax legislation and amending exist-
ing tax laws. Relevant laws and fiscal resolutions issued by the states spec-
ify sources of revenue and procedures for imposing and collecting taxes
(Fjeldstad 2016).

Localities have some own revenues and other revenues they share with
the states. Each state assigns taxing powers for own revenues to localities
through local-government legislation. Although the main categories of lo-
cal revenue sources are prescribed by law, localities decide what revenue
sources they want to use and set the relevant tax rates or tariffs for fees
(Fjeldstad 2016). Local-government own revenues include property taxes,
40 percent of locally generated income taxes, taxes on locally manufactured



Table 27.1 Own Revenue Sources Assigned to States

State personal income tax

Service charges for state services

Licenses

State land and property tax

Royalties

Levies on tourism

Stamp duties

Agricultural taxes

State government projects and national parks
Excise duties

Border trade charges or levies in accordance with national legislation
Any other tax determined by law

Source: The 2005 Interim National Constitution as stated in Fjeldstad (2016).

products, the tax on agricultural land, the advertising board levy, the tax
on entertainment facilities and amusement parks, the livestock tax or tax
on herds, and the tax on fruit-producing trees. Apart from these taxes,
there are also fees for trade and business licenses and a plethora of other
fees, charges, and duties levied on local economic activities, as well as in-
come from investments, land sales, and rents. Own revenues collected by
the localities are mostly for their own use, although the livestock tax is
shared with the state.

Localities also receive transfers of shares of various taxes from their
states. The 2003 Local Development Act identifies which taxes accruing
to states should be shared with localities (Fjeldstad 2016; table 27.2). The
Sudan Chamber of Tax collects these taxes.

These are still major constraints on fiscal decentralization in Sudan. In
addition, the weak own-revenue mobilization efforts can be attributed to
factors such as poor infrastructure, lack of trained staff, and poor quality
of data on economic activities and revenue bases (Fjeldstad 2016).

Land Tenure

Land is a central issue for both rural and urban communities in Sudan. It
is not just a means for livelihood and basic survival but also has profound
cultural and sociopolitical dimensions. However, there is no unified legal
framework of land tenure across Sudan (Pantuliano 2007). According to
the 2005 constitution, all levels of government shall institute a process to
progressively develop and amend the relevant laws to incorporate custom-
ary laws, practices, local heritage, and international trends and practices
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Table 27.2 Localities’ Share of State Taxes, Fees, and Duties

Percentage
Revenue Sources to Locality
Fees on vehicle licenses and driving licenses 60
Real estate tax 60
State stamp duty 40
State personal income tax 40
Land and river transportation fees 40
Fees on the registration of clubs, societies, and 40
associations
Sale proceeds of investment lands 40
Agricultural and animal production tax 60
Service fees 60
Fees on veterinary examinations and on slaughtering and 60
slaughterhouses
Fees on residential plans and designation and allocation of 40
lands for residential, commercial, agricultural, industrial,
and investment purposes
Fees on the state’s forestry products 60
Value-added taxes 60

Source: Local government laws from various states as reported by Fjeldstad
(2016).

pertaining to land. The country has an old system of land registration
through which an individual, an enterprise, or the government could es-
tablish title to a piece of land. Formal registration was extensive in northern
Sudan, especially in Khartoum and in central and northern states. Before
1970, all unregistered land belonged to the state, which held ownership in
trust for the people, who had customary rights to it. In 1970, the Unreg-
istered Land Act declared that all wastelands, forest lands, and unregis-
tered lands were government land (USAID 2007). Although this act was
repealed by the Civil Transactions Act of 1984, the state retained owner-
ship of all unregistered land (USAID 2007). Despite the fact that official
land law has been transformed under successive governments, legislation
is essentially founded on colonial land laws (Pantuliano 2007).

Under the 1970 Unregistered Land Act, urban planning was the respon-
sibility of the central government. Under this law, the government would
identify a piece of land for specific purposes, such as housing, commercial
areas, industrial areas, or infrastructure. The land would then be gazetted,
surveyed, and demarcated into blocks and subsequently into individual
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plots. At this stage, applications would be invited, and plots would be
awarded upon payment to successful individuals or entities under either
treehold or leasehold tenure.

One of the key obstacles to the efficient operation of land markets is
dysfunctional land administration in both the central government and
local governments. Survey departments are inefficient, and there is no
reliable information on which to base new land allocations and transfers
or secure tenure rights. Customary land management still exists in some
localities, but customary rights have been eroded over time (USAID 2007).
Land tenure issues are not limited to rural areas but are also a concern in
and around cities in the north, including Khartoum (Pantuliano 2007).
Reform of Sudan’s land administration should be a priority (USAID
2007).

Taxation

Sudan relies heavily on oil revenues. In 2012, total taxation constituted only
5.4 percent of GDP (IMF 2015). The primary direct tax is the income tax.
The income tax structure is unusual in containing four distinct elements:

» The business profits tax, which applies to both incorporated and
unincorporated businesses.

¢ The land rent tax, introduced in 1964, which is more correctly a tax
on building rent.

e The individual income tax, introduced in 1964.
e The capital gains tax.

Fjeldstad (2016) points out that the ministries of finance in the various
states do not collect taxes. The responsibility for the collection of state tax
revenues is allocated to field offices of the federal Sudan Chamber of Tax.
The Chamber of Tax has offices in all states and in many localities. For
instance, the Chamber of Tax collects the property tax, the state income
tax, and stamp duties. Depending on the nature of the taxes, the Cham-
ber of Tax transfers the collections to the states’ ministries of finance either
in whole or in shares. The high cost of revenue collection is a major chal-
lenge in many localities.

Property-Related Taxes and Fees

Land Rent

"The Ministry of Urban Development is responsible for administering land
rent, which is applied to all holders of government leaseholds. The person
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who acquires and uses the property, that is, the leaseholder or tenant, is
liable for the tax. Assessment is value based, and the Ministry of Urban
Development is responsible for valuations.

The Registration Fee

The property’s buyer pays a registration fee. If the transfer is concluded
within six months of the date of sale, the registration fee is 2.5 percent of
the selling price of the property. If the transfer is finalized between six
months and one year after the date of acquisition, the rate is 5 percent,
and if the transfer is made after one year from the date of acquisition, the
rate is 6 percent (World Bank 2016¢). The increase in the rate is clearly a
mechanism to encourage formalizing and finalizing the transfer. The
Ministry of Finance’s Chamber of Tax collects the tax.

Stamp Duties

Stamp duties are imposed on property transfers and financial transactions
and are levied by state governments but are also collected by the Cham-
ber of Tax. Some are fixed; others are ad valorem. Although the revenue
is relatively minor, the effects of stamp duties on individuals and businesses
are significant (Fjeldstad 2016).

The Property Tax

The property tax, locally referred to as awayed, is levied by local-government
councils in accordance with the Decentralization Decree of 1991 to raise
revenue for providing services to local residents. It was introduced by the
colonial system at the end of the 19th century and was called aryan (agri-
cultural land) because originally only agricultural land was taxed. In 1964,
a new law was introduced to include all properties. The tax rate and tax
base of each local tax and the administration of the tax collection are de-
volved to local governments. The tax is levied on the owners of any prop-
erty included in the local government’s jurisdiction.

The Tax Base and Assessment

The awayed is levied on the basis of a property’s location and use (such as
residential, industrial, and commercial). For commercial and industrial
property the size of the building is also considered. The owner of the
property is liable for the tax. In addition, persons or businesses who hold
a property deed or a temporary or permanent occupancy title and are us-
ing the property are deemed to be owners.
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Exemptions
The law exempts the following properties:

* Buildings belonging to the central government, local governments,
or any independent governmental authority.

¢ Buildings used for social or cultural purposes.
¢ Buildings belonging to charitable, religious, or educational bodies.

A locality council may grant discretionary relief on the grounds of poverty.

Tax Rates or Tariffs

Councils determine differentiated tariffs depending on the zone where
the property is located, physical attributes of the property, and whether the
properties are being used for residential, commercial, or industrial pur-
poses. In Khartoum Locality, for example, properties are grouped into
four “levels” (tables 27.3 and 27.4). Within each level further differentia-
tion occurs. For residential properties building materials (that is, build-
ing quality) is a factor and also whether the property is occupied by the
owner or a tenant. It is evident from table 27.3 that the tax burden on
owner-occupied residential buildings is significantly less than that on
tenant-occupied buildings. Although the owner is liable for the tax, much,

Table 27.3 Awayed on Residential Properties in Khartoum

Owner-Occupied
Rented Property (SDG) Property (SDG)

Level Level Level Level Level Level Level Level
Structure A B C D A B C D

Mud building 250 200 100 100 20
Improved mud 500 400 300 200 35

Brick 650 500 400 300 60

Concrete,one 1,500 1,000 750 500 120
floor

First floor 1,000 750 500 300 60

Second floor 1,000 750 500 300 60

Additional floor 1,000 750 500 300 60

Flats and According to the commercial 60
apartments buildings code

Source: Khartoum Locality (2012).
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Table 27.4 Awayed on Commercial and Industrial Properties in Khartoum

Item Level A Level B Level C

Level D

Shops with floor area less than 16 m? SDG 600 SDG 400 SDG 300
in large shopping centers

Shops with floor area between 16 and  SDG 1,000 SDG 750 SDG 600
40 m? in large shopping centers

Shops with floor area greater than SDG 2,000 SDG 1,500 SDG 1,000
40 m? in large shopping centers

Shops in suburb shopping centers SDG 25 per m?
Shops in suburb shopping centers in SDG 20 per m?
neighborhoods and new industrial
zones
Bank headquarters SDG 25 per m?
Bank branch offices SDG 20 per m?
Factories’ production areas SDG 15 per m?
Factories’ storage and administration SDG 10 per m?
areas
Companies’ headquarters SDG 50 per m?
Companies’ branch offices SDG 35 per m?
Gasoline (that is, petrol) stations SDG 5 per m?
Private universities SDG 5 per m?
Private schools SDG 5 per m?
Private hospitals SDG 15 per m?
Private kindergartens SDG5per SDG4per SDG 3 per
m? m? m?

Source: Khartoum Locality (2012).

if not all, of the burden will likely be shifted to the tenant. It seems that
the differential rates are based on occupancy rather than actual use.
Letting out residential property is effectively perceived as commercial
use. Table 27.4 provides the tariffs for commercial and industrial proper-
ties in Khartoum. For these properties size (square meters) and specific
use (for example, shops, banks, or private hospitals) are differentiating
factors irrespective of the level within which they are located. However,
for shops located in shopping centers in levels A, B, and C, special tariffs

apply.

Billing, Collection, and Enforcement

The awayed office in each locality carries out billing and collection
activities. Tax notices are delivered to taxpayers by the middle of the year,
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and payment is due before the end of the year. Tax notifications are
normally distributed door-to-door by an agent company. The tax may be
paid in installments by agreement with the council.

Enforcement mechanisms against noncompliant taxpayers include the
following:

» A warning letter is delivered in person to the taxpayer giving him
one week to settle his debt.

 Interest of 5 percent is added on the amount of the tax due.

 Property seizure is authorized by a court. The seizure order directs
the tax collector to take possession of all or part of the property of
the taxpayer necessary to settle the debt.

A property sale order is authorized by a court.

An administrative problem faced by states and localities is the widespread
failure of many government institutions to pay the taxes and charges they
owe to states and localities. Local-government officials cannot easily en-
force the tax against these entities (Fjeldstad 2016).

As Fjeldstad (2016) points out, there is a need to significantly enhance the
financial capacity of Sudan’s subnational governments to raise their own
revenues and meet their expenditure responsibilities. One revenue source
that requires serious attention is the recurrent property tax. Federal and
state policies that relate to the transfer system and revenue sharing also
need to be reviewed. According to Fjeldstad (2016), the fundamental issues
to be addressed in reforming the subnational revenue system in Sudan are

* redesigning the current revenue structure;
¢ building institutional capacity; and

 enhancing tax compliance through improved service delivery.

Note

1. Before South Sudan’s secession, there were twenty-six states. Ten of these now
constitute South Sudan. In 2012, two additional states were created.
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a2

Tanzania

WILLIAM MCCLUSKEY AND RIEL FRANZSEN

he United Republic of Tanzania consists of two formerly separate states

in East Africa: Tanganyika and Zanzibar. Tanganyika was granted in-
dependence in December 1961; Zanzibar achieved independence in De-
cember 1963. The two united to form the United Republic of Tanzania in
April 1964. On the mainland, Tanzania is bounded on the north by Uganda
and Kenya, on the east by the Indian Ocean, on the south by Mozambique,
Malawi, and Zambia, and on the west by the Democratic Republic of the
Congo, Burundi, and Rwanda. Zanzibar comprises the islands of Unguja
and Pemba, located off the coast northwest of Dar es Salaam, the com-
mercial capital and largest city. Tanzania covers a total area of 945,087 km?.
The administrative capital is Dodoma. The population of Dar es Salaam
is more than 5 million (CIA 2016) and is expected to exceed 10 million by
2030 (Viruly and Hopkins 2014). The country has a population of 53.5 mil-
lion (United Nations 2015). The urban population is around 32 percent
(United Nations 2014). The per capita GDP was estimated at USD 879 in
2015 (World Bank 2016b), and Tanzania is therefore classified as a low-
income country (World Bank 2016a).

Government

Tanzania is a constitutional republic with a two-tier system of government
administration consisting of the central government and local govern-
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ments. There are 30 regions and 106 administrative districts. The local
governments are urban authorities and rural authorities as established
under the Local Government (Urban Authorities) Act of 1982 and the Lo-
cal Government (District Authorities) Act of 1982. The local-government
system was established in the colonial period and continued after indepen-
dence until 1972, when local-government authorities were abolished.
They were reinstated in 1978 (Kayuza 2006).

Land Tenure

The origins of the present land tenure system in Tanzania lie in its co-
lonial past, during which land in Tanzania, as in many other African
countries, was held under customary tenure, whereby powers to control
and allocate land were vested in a tribe, a clan, a family, or chiefs. The
Germans, the first colonial administrators, followed by the British,
made significant changes to the land tenure system. The British passed
the 1923 Land Ordinance, under which all lands, whether occupied or
unoccupied, were declared public lands, and all interests over the lands
were placed under the control of the governor (UN-Habitat 2013).
The Land Ordinance remained operational until 2001, when, in ac-
cordance with the 1995 National Land Policy, the Land Act and the
Village Land Act were enacted to govern landholdings under a right
of occupancy in urban and rural areas (USAID 2007). Like the 1923
Land Ordinance, the Land Act treats land as public property that is
vested in the president as trustee, acting on behalf of all Tanzanian citi-
zens (USAID 2007).

The land title registration system is a hybrid based on a Torrens titling
and a deeds registration system and is used for both urban and rural lands
(Mukandala 2009; UN-Habitat 2013). This system of titling authenticates
and guarantees ownership of a parcel of land or a legal interest in land.
For land administration purposes, there are three classifications of land:
reserved land (about 28 percent), village land (about 70 percent), and general
land (only about 2 percent), which is all land that is not reserved land or
village land (Olima 2010) and is mainly urban land and other land already
granted title (USAID 2007). Reserved land is all land set aside for special
purposes (such as preserved forests, game parks, and reserves). Village land
is land that belongs to registered villages, where the village councils do
not own the land but only manage it (Wily 2003 as reported in Olima
2010). Village councils play an important role in allocation of these lands
(USAID 2007). The commissioner of lands is responsible for land ad-
ministration and delegates functions and authority to land officers and
municipalities (USAID 2007).
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At present, there exists a dual land tenure system consisting of both
statutory and customary rights of occupancy, with public land vested in
the president as trustee. The customary tenure system applies only in
rural areas or registered villages within urban areas. Under the dual
land tenure system, landholders with a certificate of occupancy generally
have explicit security of tenure (Olima 2010; UN-Habitat 2013). How-
ever, security of tenure for landholders within informal settlements
without formal certificates of occupancy remains unclear. The legisla-
tion is silent on conferring security of tenure on landholdings in un-
planned areas. In addition, land occupiers in unplanned urban areas do
not qualify for security of tenure under the customary tenure system
(Olima 2010).

The land tenure system has significantly influenced the operation of the
real estate market. According to the Land Act of 1999, the interests in or
rights over land of an occupier with a right of occupancy are limited to
unexhausted improvements on the land, since land is the property of the
state. Therefore, transactions of vacant land are restricted under the law.
However, under amendments to the law (Land Amendment Act No. 2 of
2004), the sale of vacant land is now permitted but is subject to the ap-
proval of the commissioner for lands (UN-Habitat 2013). Land markets
are fairly active in the urban and peri-urban areas but are not sufficiently
formalized because many transactions are still not recorded. In rural ar-
eas, transfers are generally governed by customary practices (USAID
2007).

Taxation

Tax administration in Tanzania is the responsibility of the Tanzania
Revenue Authority (TRA) within the Ministry of Finance. National taxes
include the corporate and personal income taxes, the value-added tax, excise
duties, customs duties, the stamp duty, and the capital gains tax. Local-
authority taxes include the property tax, business licenses, building per-
mit fees, development levies, hotel levies, and bus terminal fees.

Property-Related Taxes and Fees

The property-related taxes and fees administered in Tanzania include land
(ground) rent, the stamp duty, the capital gains tax, and the property tax
(called “rates”). With the exception of rates and land rent, the taxes have
been collected by the TRA. However, effective July 1, 2016, the TRA has
also been given responsibility for administration of the property tax, in-
cluding valuation and collection.
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Land Rent

Land rent is an annual payment for the right to use and occupy any parcel
ofland. Itis charged on the holders of granted rights of occupancy through-
out Tanzania. District councils are responsible for enforcing and collect-
ing land rent on behalf of the Ministry of Lands, Housing, and Human
Settlement Development (MLHHSD). Six months after payment is due,
land rent incurs interest at a rate of 1 percent. The amount of land rent pay-
able is determined by the commissioner at the MLHHSD with regard to

* the area of the land that is the subject of the right of occupancy;

o the use of land permitted by the right of occupancy that has been
granted;

o the value of the land as evidenced by sales, leases, and other disposi-
tions of land in the market in the area where the right of occupancy
has been granted; and

¢ the amount of any premium required to be paid on the grant of a
right of occupancy (UN-Habitat 2013).

Land rent varies from one local authority to another (Olima 2010).
Table 28.1 shows the land rent schedule for Kinondoni Municipality, which
is located in Dar es Salaam.

Land rent in Tanzania is shared revenue; local governments are allo-
cated 20 percent of the annual collections (Olima 2010; UN-Habitat 2013).
The contribution of annual land rent is substantial. In 2008, the target
collection was TZS 18 billion, and the actual collection was TZS 13 billion
(Olima 2010).

Table 28.1 Land Rent Schedule for Kinondoni Municipality

Zone Subject Area Uses Rates (TZS)
Outside CBD Usino Estate Residential 40/m?
Commercial/residential 60/m?
Commercial/service trades 120/m?2
Oyster Bay Residential 50/m?
Commercial/residential 75/m?
Commercial/service trades 150/m?2

Source: Handbook on Land Rent Rates for Tanzania Mainland as reported in
UN-Habitat (2013).
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The Stamp Duty

The stamp duty or property transfer tax is governed by the Stamp Duty
Act of 1972. It is levied and payable on the acquisition and transfer of real
property rights and is based on the fair market value of the property. The
tax is computed at the rate of 1 percent of the fair market value of the prop-
erty, but never on a value lower than the sale price (Olima 2010). The
central government does billing, and the TRA collects the duty.

The Capital Gains Tax

The capital gains tax is paid on the profit from the sale or disposal of an
investment in land or a building. It is governed by the Income Tax Act of
2006. The TRA is responsible for assessment of this tax. The tax rates on
disposal of property are 10 percent of the gain for a resident person and
20 percent of the gain in an up-front payment for a nonresident person
(UN-Habitat 2013).

The Property Tax

"The property tax, called “rates” in Tanzania, is levied by local-government
authorities and is governed by the Urban Authorities (Rating) Act of 1983
and the Local Government Finance Act of 1982. The tax is based on the
market value of improvements and is levied on all taxable properties in
both urban and rural areas. The property owner has the responsibility to pay
property rates. In the absence of the owner, the rating authority is empow-
ered to demand the amount due from a tenant or occupier (McCluskey
et al. 2003).

The legislation provides that buildings and improvements on the land
constitute taxable objects in Tanzania. In practice, land value is excluded
from the ratable value of property since the Land Act of 1999 provides that
all land in Tanzania is the property of the state, and the rights of an indi-
vidual are limited to the unexhausted improvements to the land. However,
a property owner pays land rent for the use and occupation of land to the
government (McCluskey and Franzsen 2005; Olima 2010).

Tanzania provides for the application of either a simple flat rating sys-
tem or an ad valorem property tax. All local authorities in Tanzania may
impose the flat rating system through the provision of local bylaws under
the Local Government Act of 1982. This system has been refined from an
original flat amount per building to one that reflects adjustments for loca-
tion, size, and building use (Franzsen and Semboja 2004).

If a property is not valued and included on a valuation roll, it is liable to
flat rates. In this context, flat rates are a rather simplified property-based
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tax used by some local government authorities (LGAs) and implemented
through a bylaw. Flat rates are applied through a fairly nontechnical ap-
proach. Properties liable to flat rates are not valued as such but are assessed
a tax amount based on such factors as property use, location, and size.

Given the large number of properties and the lack of valuers within
some LGAs, flat rates are seen as a viable alternative to value-based rat-
ing. It is generally accepted that a property liable to flat rates will have a
tax bill approximately 50 percent lower than the amount that could be
charged if the property were to be valued. Therefore, there is a real finan-
cial benefit to valuing properties. Table 28.2 shows the basis of property
rates across four LGAs. All four LGAs use value-based rating. Because of
the potential of increased revenue from value-based rates, there is a grow-
ing trend to increase the number of properties liable to value-based rat-
ing. Kinondoni and Ilala no longer use flat rates, which is a positive move.

Under the Urban Authorities (Rating) Act of 1983, authorities are per-
mitted to levy an ad valorem property tax. Although assessments of prop-
erties under this tax should be based on market values, all valuations are
in fact based on replacement cost, largely because of the lack of market
value information. Table 28.3 illustrates the relatively low coverage of
properties on the valuation rolls. The three Dar es Salaam municipalities
have by far the greatest number of properties on their valuation rolls. Each
of them is taking steps to ensure greater coverage. For example, Kinon-
doni has been using about 60 graduate students (in real property valua-
tion) to undertake fieldwork on unvalued properties; the information they
gather is then passed to valuers for valuation purposes. Ilala has been ag-
gressively undertaking annual supplementary valuations since the revalu-
ation in 2012 that saw an 11 percent increase in the number of properties
on the valuation roll. Arusha has been using groups of students to undertake
field inspections for properties captured on the flat rating system. Tables
284 and 28.5 show the revenue-collection performance of Kinondoni
Municipality over the five-year period from 2009/2010 to 2013/2014 and
for 2013/2014.

Table 28.2 Property-Rating Methodologies

LGA Value Based Flat Rates
Arusha Yes Yes
llala Yes No
Kinondoni Yes No

Temeke Yes Yes
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Table 28.4 Budgeted and Actual Revenue for Kinondoni Municipality,
2009/2010-2013/2014 (TZS)

Source Budgeted Actual

Property tax 15,284,000,000 9,754,301,156
City service levy 36,450,000,000 40,764,803,834
Licenses 11,101,675,718 2,714,135,008
Hotel levy 3,769,340,000 3,361,410,467
Billboards 3,000,000,000 9,020,450,639
Land rent 828,000,000 354,828,637

Miscellaneous

Total own-source revenue

34,904,157,409
105,337,173,127

33,251,687,617
99,221,617,358

Source: Kinondoni Municipal Council (2015).

Table 28.5 Revenue Collection in Kinondoni Municipality,

2013/2014 (TZS)

Source Budgeted Actual

City service levy 10,000,000,000 13,300,340,189
Mfuko wa barabara (road fund) 5,254,407,200 7,882,602,095
Plot sale compensation fees 7,000,000,000 3,5652,696,013
Cost sharing 2,450,000,000 3,090,693,116
Property tax 4,500,000,000 2,857,710,201
Trade licenses 2,600,323,017 2,749,264,594
Mfuko wa Afya (basket fund) 2,460,747,000 2,460,747,000
Advertisement fees 2,000,000,000 2,235,475,672
Garbage collection fees 1,200,000,000 2,014,747,858

Community contributions

1,150,000,000

1,532,370,905

Source: Kinondoni Municipal Council (2015).

Exemptions

Certain property can be exempted from property tax liability in accor-
dance with the provisions of the Local Government Finance Act of 1982
the Urban Authorities (Rating) Act of 1983 and Urban Authorities (Rat-
ing) Exemption from Liability of Rates Order 1997. Legislation provides
that the following buildings are exempt from the property tax:

 Property personally occupied by the president.

¢ Property used for public utility undertakings.
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¢ Premises used primarily for public worship, with the exclusion of
property used for residential or social purposes in connection with
places of public worship.

 Public libraries and public museums.
¢ Cemeteries and crematoriums.
¢ Civil and military airports.

» Property used for sporting purposes or solely for educational
purposes.

 Railway infrastructure.

 Other property as may be prescribed by the particular urban local
authority.

Property that, in the opinion of the minister, is being used for public pur-
poses is exempt from liability of rates payable under the provisions of the
Urban Authorities (Finance) Act. The following properties and improve-
ments are specified:

 Property owned by the government and its departments and used
exclusively as office accommodation, laboratories, or warehouses.

» Government residential property used exclusively by government
officers and employees.

» Property used by or reserved for use by a local authority.
» Property used exclusively for educational institutions.

» Property owned by a religious institution and not used in any way
for commercial purposes.

In addition, government buildings are exempt from property rates even
though this exclusion is not stated in the law. The responsible minister is
required to pay service charges in lieu of property rates, but the central
government has not been remitting these payments to local authorities.
Because government buildings are numerous and occupy prime locations
in urban areas, this has significantly affected the actual revenue of local
authorities.

Valuation

The Urban Authorities (Rating) Act of 1983 requires that property valu-
ation be based on the capital market value or, where the market value can-
not be ascertained, the replacement cost of the buildings, structures, and
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other improvements, adjusted for depreciation. The law provides for a
maximum allowable depreciation rate of 25 percent. According to the act,
properties should be revalued every five years unless the responsible
minister approves less frequent revaluations. The act also provides for
supplementary valuations where physical changes to properties have oc-
curred during a valuation cycle.

Objections and Appeals

When the valuation roll is published, taxpayers may visit the offices of a
local authority to inspect the roll. The local authority must set a date for
the filing of objections, which should be at least 23 days after the date of
publication of the notice in the gazette. An owner may submit a written
complaint against the valuation to the rating authority on or before the
date specified by the authority and must identify the concerned property,
the value of the property as entered in the roll, the grounds for the objection,
and the value the individual considers appropriate. The rating authority
may also object to a property or its value entered in the roll or the omis-
sion of a property that should have been included in it. The objection is
presented to both the valuer responsible for the roll and the owner or oc-
cupant of the property or any appointed representative. Objections prop-
erly made are lodged with the Rating Valuation Tribunal. The law provides
for an appeal to the High Court against a decision of the Rating Valuation
Tribunal on a point of law.

Tax Rates

There are no uniform, nationally determined tax rates. Rates are deter-
mined locally but irregularly. In Ilala Municipality, different rates are ap-
plied to various categories of properties—residential, commercial, and
industrial—with a maximum and minimum rate per square meter. For ex-
ample, the rate is 0.15 percent for residential property, whereas a rate of
0.2 percent applies to nonresidential properties (2016).

"The value-based rating approach is predicated on determining the value
of the property based on its depreciated replacement cost. The amount of
property tax payable is then the product of the assessed value and the tax
rate. Tax rates are determined by the LGA. As can be seen in table 28.6,
these rates have not been changed for a long time. In addition, the tax
rates are quite modest, ranging from a low of 0.12 percent to a high of
0.40 percent. Relatively low tax rates that have not kept pace with infla-
tion lead to the lack of revenue buoyancy from property rates. In practice,
the real value of the revenue collection diminishes over time because of
inflation. The Arusha City Council completed a revaluation in 2016 and
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Table 28.6 LGA Tax Rates

Residential Commercial Res/Com

LGA (%) (%) (%) Comments

Arusha 0.2 0.4 0.3 Rates set in 2002

llala 0.15 0.2 - Minimum flat rate
set at 10,000 TZS

Kinondoni 0.15 0.2 - Rates set in 2004

Temeke 0.15 0.15 0.15 Minimum flat rate

set at 15,000 TZS

will have to consider its tax rates in the light of property value increases.
Ilala is proposing to amend its tax rates to 0.175 percent for residential
property and 0.25 percent for industrial property.

Collection and Enforcement

Revenue-collection activities are administered through the local-authority
treasurer’s office. Currently, most local authorities have computerized
the preparation of bills, but delivery is largely done manually through
coordination by ward executive officers.

The Urban Authorities (Rating) Act is silent on the dates on which tax
payments are due and the number of installments allowed. Under the by-
laws issued by Dar es Salaam councils, for example, the tax deadline is de-
fined as 30 days “after receipt of the property tax bill.” Also, tax payments
in municipalities in Dar es Salaam are mainly made as a lump sum, al-
though large taxpayers are allowed more than one installment.

Despite the various legal provisions to enforce payment, collection rates
appear to be quite low (e.g., less than 50 percent in Dar es Salaam). There
are several possible explanations for this low collection rate, including lack
of taxpayer education and understanding, inadequate local service levels,
and taxpayer resistance. Some attribute the low collection rates largely to
a lack of political will and to administrative inefficiency (Kayuza 2006).

The Local Government Revenue Collection Information System

The Local Government Revenue Collection Information System (LGR-
CIS) is a holistic system and database, underpinned by a multipurpose geo-
graphic information system (GIS), that is designed to incorporate all
LGA functions to ensure that LGAs have a single view of customers, tax-
payers, land, and property and the means to manage all revenue sources
efficiently and reliably. The LGRCIS is a web-based application accessed



CHAPTER 28: TANZANIA / 419

through a web browser. Development of a local-government revenue ad-
ministration system began in 2005 and led to the release of the Municipal
Revenue Collection Manager (MRECOM). This system was rolled out in
a number of LGAs, for example, Kinondoni in 2006 and Ilala and Temeke
in 2007. Other LGAs (such as Moshi and Morogoro) also implemented
MRECOM. Currently, some 12 LGAs use MRECOM.

The use of LGRCIS is seen as a key tool in improving collections within
LGAs. Improvements tend to be correlated with accurate taxpayer record
keeping, efficient bill preparation, and taxpayer confidence that their pay-
ments are properly recorded, with electronic receipts. From a technical
perspective, the integration of GIS will positively contribute to the man-
agement of the collection proce