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THE CONCEPT OF REAL ESTATE TAXATION BASED ON THE
AD VALOREM PRINCIPLE

KONCEPCJA OPODATKOWANIA NIERUCHOMOSCI
WEGLUG FORMULY AD VALOREM

KOHIEIIIUA HAJTOI'OOBJIOKEHUA HEABU/KUMOCTH
HA OCHOBE ITPUHLUIIA AD VALOREM

Abstract

A property tax (or millage tax) is a levy on property that the owner is required to pay.
The tax is levied by the governing authority of the jurisdiction in which the property is
located; it may be paid to a national government, a federated state, a county or geograph-
ical region, or a municipality. Multiple jurisdictions may tax the same property. This is
in contrast to a rent and mortgage tax, which is based on a percentage of the rent or
mortgage value. There are four broad types of property: land, improvements to land (im-
movable man-made objects, such as buildings), personal property (movable man-made
objects), and intangible property. Real property (also called real estate or realty) means
the combination of land and improvements. Under a property tax system, the government
requires and/or performs an appraisal of the monetary value of each property, and tax is
assessed in proportion to that value. Forms of property tax used vary among countries
and jurisdictions. Real property is often taxed based on its classification. Classification
is the grouping of properties based on similar use. Properties in different classes are
taxed at different rates. Examples of different classes of property are residential, com-
mercial, industrial and vacant real property. In Israel, for example, property tax rates
are double for vacant apartments versus occupied apartments. A special assessment tax
is sometimes confused with property tax. These are two distinct forms of taxation: one
(ad valorem tax) relies upon the fair market value of the property being taxed for justifi-
cation, and the other (special assessment) relies upon a special enhancement called a
"benefit" for its justification.
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Streszczenie

Podatek od nieruchomosci (lub podatek od uprawy ziemi) to podatek od nieruchomosci.
Podatek jest pobierany przez organ, ktoremu podlega jurysdykcji, w ktorej znajduje sie
nieruchomos¢; moze zosta¢ wyplacona na rzecz rzqdu krajowego, panstwa federacyyj-
nego, powiatu, regionu geograficznego lub gminy. Wiele jurysdykcji moze opodatkowaé
te samq nieruchomosc. Jest to odwrotnie niz w przypadku czynszu i podatku hipoteCznego,
ktory jest oparty na procencie od wartosci czynszu lub kredytu hipotecznego. Istniejg
cztery podstawowe typy nieruchomosci: grunt, udoskonalenia gruntow (nieruchome
obiekty stworzone przez czlowieka, takie jak budynki), mienie osobiste (ruchome obiekty
stworzone przez czlowieka) i dobra niematerialne. Nieruchomosci (zwane rowniez nieru-
chomosciami) oznaczajg polqczenie gruntow i udoskonalen. W ramach systemu podatku
od nieruchomosci, rzqd wymaga i / lub dokonuje oceny wartosci pienigznej kazdej nieru-
chomosci, a podatek jest oceniany w stosunku do tej wartosci. Formy podatku od nieru-
chomosci wykorzystywane sq rozne w roznych krajach i jurysdykcjach. Nieruchomosci sq
czesto opodatkowane w oparciu o ich klasyfikacje. Klasyfikacja to grupowanie wiasci-
wosci opartych na podobnym zastosowaniu. Wiasciwosci w roznych klasach sq opodat-
kowane wedtug roznych stawek. Przyklady roznych klas wilasnosci sq mieszkalne, han-
dlowe, przemystowe i wolne od nieruchomosci. Na przyklad w Izraelu stawki podatku od
nieruchomosci sq dwukrotnie nizsze w przypadku mieszkan wakacyjnych niz mieszkan
czynszowych. Specjalny podatek od oceny jest czasami mylony z podatkiem od nierucho-
mosci. Sq to dwie rozne formy opodatkowania: pierwsza (podatek ad valorem) opiera sie
na wartosci rynkowej nieruchomosci, a druga (specjalna ocena) oparta na specjalnych
zasadach ,, korzysci” okreslonych dla jej uzasadnienia.

Stowa kluczowe: opodatkowanie, koncepcja ad valorem, podatek od nieruchomosci

AHHOTAI A
Hanoe na Hedsudcumocmv  (unu  3eMenbHull  HANO2) AGIAEMCA  HANO20M  HA
Heosudicumocms. Hanoe e3umaemcs opeanom, Komopomy oOH noonadaem noo
IOPUCOUKYUIO, 8 KOMOPOU HAXOOUMCS UMYWEeCmBO;, OH Modicem Oblmb GbINIAYeH
HAYUOHANbHOMY npasumenbcmsy, geoepanvromy 2ocyodapcmay, oxpyey,
2eozpaghuueckomy pecuony unu MyHuyunaiumemy. Muozue 10puUcOUKYuU MO2ym
0b1azams HAI020M OOHO U MO Jice UMYUiecmeo. B amom cocmoum omauyue om apenonoii
niamol U UNOMEUHO2O0 HAN02d, KOMOpble OCHOBAHbI HA NPOYeHme Om CHOUMOCTU
apenowvl unu unomexu. Cywecmeyem uemvipe OCHOBHbIX MUNA HEOBUNCUMOCIU. 3eMJIS,
bnazoycmpoucmeo meppumopuu (QuKcuposanuvie 00vbeKmul, CO30AHHbIE UeN08EKOM,
Hanpumep, 30anus), JIUYHASL COOCMBEHHOCMb (08UdCywUecs 00beKmbl, CO30aHHbIE
Yeno6eKoM) U HemamepudaivHvle mogapul. Hedsuowcumas cobcmeenHocmsv (makxoice
Ha3vleaemMas HeOBUIICUMOCMbIO) - couemaHue 3eMau u ee Orazoycmpoucmeda. B
coomeemcmeuy ¢ CUCMeMOoll Hanoz2d Ha UMYWeCcmaeo npagumenbcmeo mpeoyem u / unu
nPOBOOUM OYEHKY CHOUMOCHU KAHCO020 umyuecmsea. Popmuvl HALO2A HA UMYWECTNEO
OMAUYAIOMCSL 8 PA3HBIX CIMPAHAX U lopucouxyusx. Hedeusicumocmo wacmo obnazaemcs
HANIO2OM Ha OcHO8anuu ee Kiaccugurayuu. Knaccugurxayusi ocnosvieaemcs Ha
SPYNNUPOBAHUU  CBOUCMS,  OCHOBAHHBIX ~ HA  AHAIOZUYHOM — UCHOAb306AHUU.
Heoguoicumocmv 6 pasuvix epynnax obnacaemcsi HAA020M HO PA3HbIM CHIAGKAM.
Hanpumep, mocym bvims credyrougue kiaccol cOOCMEEHHOCMIU: JHCUbIS, KOMMEPUECKas,
NPOMBIWIEHHASL U HEUCNONb3yeMas Heosudcumocms. B H3spaune, nanpumep, cmasku
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HAN02a HA HeOBUICUMOCMb YOBAUBAIOMCS OISl C60O0O0HBIX K8APMUD NO CPAGHEHUI) C
sansmeimu keapmupamu. CReyuanrbHylo Haio208yi0 OYeHKY UH020a Hymarm ¢ Hai02oMm
Ha umyuiecmeo. dmu 08e pasiuuHvle opmbl HAN02000104CeHUs: Nepeas (A08AI0PHOU
HA02) ONUPAEmcst Ha CNpaseoiugyio PolHOYHYIO CHOUMOCHbL UMYUeCmed, 001a2aemyio
Hanoeom, a oOpyeas (CneyuanbHAs OYeHKA) Onupaemcs Ha «8vieooe» Ol e20
obocnosanusl.

Knouesvle cnosa: Hano2oo0nodcenue,  a08anopuas  KOHYenyusi,  HAN0Z2  HA
HeOBUICUMOCTND

Avrticle history: Received: 20.11.2018 / Accepted: 15.12.2018 / Published: 30.12.2018
JEL Classification: K11, K 34

Statement of the problem in general outlook and its connection with important
scientific and practical tasks.

It is an official description, list and register  the cadastral value be determined for real
of real estate (land and real estate) made for ~ estate mentioned in the provisions of the
tax purposes. Within this description the real estate tax. In order to establish the ca-
value of the property and the list of in- dastral value, the authorities running the
comes generated by the property is as- cadastre will hold common taxation of
sessed. In Poland, preparations for the in- property. The cadastral value of the prop-
troduction of the cadastre system have fis- ertSy is established on the basis of as-
cal purposes. According to the assump- sessing real estate representative for partic-
tions, the currently valid principles of tax- ular types of real estate in the area of a
ation concerning real estate tax, agricul- given commune. The value of representa-
tural tax, forest tax and tax on inheritance tive real estate is determined using the
and donations will be replaced by the new transaction prices in the area of the com-
regulation. Instead of taxing according to  mune. If there are not enough transactions
the area of the property, the base for calcu- — the area of an adjacent commune is taken
lating tax will be the property value into account. The activities of estimating
(Wolowiec T., Bilinski J., 2002; Wotowiec  representative property in order to define
T., 2002). the cadastral value and to draw up taxation
According to planes the cadastre system maps and tables is performed by real estate
will not comprise only the fiscal cadastre. appraisers (Wotowiec T., 2003).

It will also include real estate cadastre and  Cadastral values, determined in the process
land and mortgage cadastre. Today the reg-  of common taxation of real estate, should
ulations governing the future cadastre sys- reflect differences existing between partic-
tem are the act on real estate management ular properties and they should aim at get-
and implementation rules laid down in the ting as close to the market price as possible
regulation on common taxation of real es-  with the principles of mass valuation. The
tate. It is also planned to prepare a separate  basis for determining the cadastral value of
act on the cadastre system. The changes particular real estate are taxation maps and
will be implemented gradually and the tables. The value is established for the
whole operation will be finished around whole property or its parts if they have
2010. The valid regulations stipulate that
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been singled out as taxation objects in reg-
ulations on real estate tax. The cadastral
value of a land property is the cadastral
value of the land and of its elements. A tax-
ation unit with reference to the land is a
plot of land or its part with different alloca-
tion than the neighboring plots or the re-
maining part of the plot, determined in the
local spatial development plan or another
way of using a given part of the plot if the
spatial development plan has not been pre-
pared. A taxation unit with reference to the
elements of the land is a building, a flat in
a multi-flat building or another premise
permanently fixed to the ground. The value
of the property in the taxation process is es-
tablished taking into account characteristic
features of the property affecting its cadas-
tral value, For this purpose two types of
land are differentiated: developed property
or property allocated for development, and
property allocated for other than agricul-
ture and forest purposes and agriculture
and forest property (Wotowiec T., 2005).
The characteristic features affecting the
cadastral value of the first group include:
location, purpose assigned in the local spa-
tial development plan, and in case there is
no plan — the way it is used, technical infra-
structure, degree of development, soil class
of the land if it was determined in the real
estate cadastre. Characteristic features in-
fluencing the cadastral value of buildings
also comprise: location, type of building,
how it is used, what internal installations it
has, technical data as defined in the provi-
sions on the real estate cadastre, degree of
wear and tear. On the other hand, the fea-
tures of flats/premises affecting their ca-
dastral value are: location in the building,
type of flat, how it is used, what internal
installations it has and its degree of wear
and tear (Grycuk A., 2000).

Advantages of the implementation of ca-
dastral tax (ad valorem):

e consolidating (expanding) the income
base for territorial self-government
units;

clarifying the issues of ownership of
property (for example positive influ-
ence on safe of property trade);
limiting the so-called grey zone of lo-
cal taxes;

an impulse to developing property
not used yet (including communal
property);

is socially justified (owners of more
expensive properties pay a propor-
tionally higher tax);

positive influence on wealth distribu-
tion in the society (more proportional
distribution of tax burden);

limiting speculative investment in real
estate.

Disadvantages of the introduction of cadas-
tral tax (ad valorem):

it is expensive to introduce (for exam-
ple the necessity of building an inte-
grated system of information on prop-
erties);

it requires completing and ordering
data in the register of land and build-
ings and in the land and mortgage reg-
ister;

possible increase in costs of rental and
use of the property;

it may be seen as socially unfair (size
of tax burden does not depend on the
taxpayer’s income);

weakening the tendencies of some
owners to renovate and modernize the
property since its value may grow
(and consequently, the amount of due
tax);

the risk of deepening disproportions
between poor and rich communes
(differences between the taxation base
values).

The draft of the property tax reform ac-
cording to the Ministry of Finance.
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Taxation subject. Tax will cover property
owners, or — in case of the perpetual usu-
fruct of the property belonging to the
Treasury — users holding the property.
Taxation object. All properties classified
according to the civil code provisions:
land, buildings and other structures erected
on the ground and permanently fixed to it.
For the purposes of cadastral tax, non-agri-
cultural and non-forest properties will be
differentiated depending on their purpose,
into properties serving economic purposes,
properties serving personal needs (residen-
tial or public) and properties for rent.
Taxation base. Taxation base is to consti-
tute some percentage of the value of prop-
erty determined in accordance with the pro-
visions of the act on property cadastre. The
above value is determined via capital-
based method - according to its current
value. In case of buildings for rent, it is
postulated to determine the value based on
rent value — that is according to the income
of the property, that is real or hypothetical
rent.

Tax rates. Tax rates will be differentiated
depending on the type (purpose) of the
property. The level of tax rates would be
determined by the commune council,
within limits determined by the act. The
Ministry of Finance preliminary assump-
tion is that the cadastral tax rates should be
from 0.1% (residential buildings) to not
more than 2% (buildings related to con-
ducted business activity) of the property
value per year. To compare — in western
Europe property owners pay cadastral tax
in the amount of between 0.5% and 1.8%
of the property value annually.

Tax exemptions. The commune council
would be entitled to use tax reliefs and ex-
emptions, while maintaining the obligation
to calculate tax for the purposes of the com-
pensation subsidy system. There is also an-
other group of exemptions from taxation,

lying in the competencies of the Polish Par-
liament, concerning investment reliefs or
indefinite exemption of the property re-
lated to the defense. Properties owned by
communes would remain exempted from
taxation. Capital value of the property may
be determined on the basis of the property
market value, book value determined for
depreciation purposes, and valuation as-
sessment. The capital method is used in the
USA, Germany, Japan, the Netherlands,
Latin American countries and Turkey.

The reasons for reforming the property
taxation system. Before analyzing the
main reasons for reforming the property
taxation system in Poland we need to estab-
lish the meaning in which the concept of
“system” will be used in this publication. It
is necessary due to the fact that we may
have justified doubts whether there is any
“system” of property taxation in Poland at
all (Wotowiec T., 2005). This concept will
mean a set of taxes valid at the same time
in Poland, whose subject is related to hold-
ing a property. The keynote for this system
— that is the factor combining these taxes
into the whole is that the obligation to pay
these taxes is connected with the fact pos-
sessing and using a property. Such under-
standing of the “system” does not deter-
mine whether it constitutes an orderly
whole, is internally non-contradictory, has
pre-determined goals, etc. These internal
features of a rational system are not taken
into account when determining what taxes
are included in the system of property tax-
ation; they will serve though as criteria for
its evaluation (Etel L., 2004). The property
taxation system, as understood above, is
built of three taxes at present, namely:
property, agricultural and forest taxes.
Property tax is defined in the Act of 12t
January on taxes and local fees, agricul-
tural tax — in the act of 15" November 1984
on agriculture tax, while the forest tax — in
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the act of 28™ September 1991 on for-
ests. The current property taxation system
is made of three taxes of very similar ob-
jects, broadly understood as property. It is
assumed that property tax has the widest
object scope, as it places burden on land
and buildings. The object of agricultural
and forest taxes is only land. These perfor-
mances, according to the rule differentiat-
ing their scope, included in Article 3 of the
act on local taxes and fees, are supposed to
complement each other so that land cov-
ered by agricultural or forest tax is not sub-
ject to property taxation, unless it is used
for conducting other than agricultural or
forest activities. These taxes, as empha-
sized in specialist literature, “are competi-
tive to each other, since depending on the
use of the property for agricultural, forest,
residential or business purposes, it may be
covered with one of these three taxes (Mas-
talski R., 1996)." In spite of the existence
of the above rule separating these taxes,
they overlap both as far as the subject and
object of taxation are concerned. The co-
existence of these three performances
when taxing properties gives rise to numer-
ous problems in both theory and practice.
However, this is not the main reason for re-
forming the property taxation system. The
most important reasons are listed below:

1. It is a typical historical system, shaped
not on the basis of arbitrarily adopted as-
sumptions but by continuous adjustment of
its particular elements — taxes — to the
changing social and economic situation. In
fact, for the past few decades the same
rules regulating the agricultural and forest
tax have been used, subject only to modifi-
cations, and never thoroughly re-
formed. The property taxation, especially
real estate taxation, is the final element of
the tax system which has not been practi-
cally changed after 1989 (Wotowiec T.,
2007).

2. This system is not adjusted to those op-
erating in the European Union, dominated
by systems based on taxable properties ca-
dastre. The Polish system of registering
and taxing properties has been severely
criticized by EU experts, who emphasized
the necessity of its reform. The creation of
the cadastre and related property taxation
system is one of the basic conditions of Po-
land’s membership in the European Union,
where such solutions are used in nearly all
countries. The European Communities
place special significance to the issue of ca-
dastre, which is reflected in obliging those
member states which have not had such
system, to implement it. The work on the
cadastre system was taken up practically in
all Central European countries applying for
EU membership. This is to harmonize
their system of registering properties with
the system used in the EU, which will un-
doubtedly facilitate and accelerate the pro-
cess of their integration within the Euro-
pean Community (Wotowiec T., Sobon J.,
2010).

3. It is an obsolete system, based on taxing
the area of the property (buildings and
land), only slightly reflecting value as the
taxation base (buildings). The assets in
these taxes are valued for the taxation pur-
poses in square meters and hectares (con-
version and physical), not in money. In the
structural evolution of taxes comprising the
property taxation system we can discern a
visible trend consisting in moving away
from the taxation of income (agricultural
tax) and property value (property tax) and
towards taxation of property area.
4. In fact there is no uniform and credible
register allowing proper calculation of
taxes imposed on the property. The area be-
ing the taxation base is supposed to be de-
rived from the register of land and build-
ings. In reality, though, there is only the
register of land, whereas the evidence of
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buildings is still waiting to be cre-
ated.X2 Therefore the building taxation base
is determined on the basis of physical
measurements. Forests and forest ground
are taxed on the basis of physical data re-
sulting from the forest development plans
or simplified forest development plans,
whose credibility, due to the lack of up-
dates is also far from perfect. Where no for-
est development plans are available, the
area of the forest is determined on the basis
of data from the register of land.

5. It is a system which does not bring any
expected income for local budgets. This is
mostly attributed to the fact that buildings,
constructions and the so-called construc-
tion objects which are not permanently
joined to the ground are covered by any
register, and so tax bodies of communes
find it extremely difficult to determine
which of these objects have not been regis-
tered for taxation. Another reason for low
fiscal productivity is due to the fact that
there are very high and in many cases, un-
justified differences in the level of particu-
lar taxes imposed on property. Preferential
taxation of agricultural and forest property
compared to other types of real estate, ac-
counts for the escape of taxpayers from
paying taxes on property and choosing to
pay agricultural tax, which is very easy in
the present system. For the area to be taxed
with agricultural tax it only has to have at
least 1 hectare and one does not even need
to conduct agricultural activity. Also a
large number of statutory exemptions (cov-
ering, for example, land classified as 5%
and 6™ class) translates into low incomes
achieved by communes.

6. Taxes comprising this system, even
though they are becoming performances
similar in type due to the implemented
changes, still demonstrate certain heteroge-
neity of their construction. Further changes
to the agricultural tax and property tax have

transformed these performances from rev-
enue (agricultural tax) and revenue-capital
(property tax) into capital types of taxes,
with some typical elements of revenue
taxes. This dual nature of taxes accounts
for ill-adjustment of their object (assets) to
the taxation base, which directly does not
reflect the value of the property.

7. The current system does not solve the
problems of agriculture taxation, including
taxation of agricultural real estate. At pre-
sent taxes imposed on properties, espe-
cially agricultural tax, are the only perfor-
mances burdening farm owners (hot count-
ing incomes from special sections of agri-
cultural production). Since that profes-
sional group does not pay taxes on revenue
or income obtained from conducting agri-
cultural activity, attempts are made at mak-
ing the agricultural tax a revenue-income-
capital tax. This is obviously some fiction,
negatively affecting the shape of agricul-
tural tax, which is manifested, for example,
in the concept of conversion hectare.
Whether it is used to determine the revenue
capacity, income capacity or the area of a
farm, it is hard to say. Determining the
principles of agriculture taxation, including
classification of agricultural tax as a typical
asset tax and covering revenues from agri-
culture with an income tax is one of the
most important and most challenging prob-
lems to be solved in the near future.

8. It is a system without the “general part”,
within which common institutions for all
taxpayers would be regulated. In none of
the constitutional acts are taxes treated as a
whole; on the contrary — property tax is
classified into the local taxes and fees,
while agricultural and forest taxes are not.
There is no uniform terminology used in le-
gal acts regulating their structure, as a re-
sult of which problems arise concerning
their object and subject scope.

9. In spite of appearances, the structure of
these taxes may be shaped by communes
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only to a small extent. For no apparent rea-
son the scope of the power given to the
council differs for particular taxes. The
competencies granted to councils are not

adequate to the constitution-guaranteed
right of territorial self-government units to
determine the level of local taxes and fees.

Analysis of latest research where the solution of the problem was initiated.

The above drawbacks of the valid system
of property taxation seem to call for the ne-
cessity of taking quick action aimed at re-
forming it. Some of them can only be re-
moved by thoroughly reforming the prop-
erty taxation system, aimed at introducing
the cadastre system and the tax on property
value based on it. The implementation of
the fundamental reconstruction of the cur-
rent system of registering and taxing prop-
erties requires quite a long period of time.
This is mainly connected with the necessity
of establishing the real estate cadastre and
conducting common taxation in order to
determine the cadastral value of properties.
It is assumed that a fiscal cadastre may be
introduced in a couple of years, at the ear-
liest, and if it is going to be a multi-purpose
cadastre, this period will be significantly
prolonged (Wotowiec T., 2003).

However, many of the above-signaled
drawbacks of the current property taxation
system may be eliminated without the need
to wait for the cadastre. Even now, within
the first stage of the reform, actions can be
taken aiming at improving the existing reg-
ulations, which should either strive at re-
moving or modifying those provisions
which generate problems at the stage of
collecting taxed imposed on real estate and
adjusting the existing norms to the assump-
tions of the designed cadastral tax. Among
detailed actions that should be imple-
mented in the first stage of the reform one
could mention:

1. Standardizing the structure of three taxes
imposed on the land, which especially con-
cerns the statutory definition of the tax ob-
ject, exemptions and reliefs, properties ex-
empted from taxation, competencies of

self-government bodies in shaping some of
their elements and the mode and terms of
payment. Also terminology used in provi-
sions of the acts regulating taxes should be
standardized. Taking up these activities
will make it easier in the future to impose
one cadastral tax on all land property.

2. Eliminating significant differences in the
amount of tax burden imposed on particu-
lar types of property. Activities here should
be aimed at making tax burden real, espe-
cially in case of agriculture land and for-
ests, by gradually increasing the amount of
agriculture and forest tax (eliminating
some exemptions and reliefs, increasing
the tax rate). Also the differences in the
amount of taxation within particular taxes
should be decreased (for example between
residential and other buildings, forests with
forest development plans and those which
are taxed on the basis of the register of
land, etc.). Relative standardization of the
level of particular taxes will eliminate the
phenomenon of dodging property taxes and
will alleviate the effects of covering agri-
culture and forest lands with cadastral tax
(Wolowiec T., 2003).

3. Using the depreciation value as the taxa-
tion base not only to constructions, but to
all objects subjected to statutory deprecia-
tion. In this way most buildings and con-
structions not fixed permanently to the
ground and used for conducting economic
activity would be taxed on principles char-
acteristic for cadastral taxes.

4. Introducing a provision which would
precisely differentiate the object scope of
these three taxes. The best idea would be to
write down in the act on agriculture and
forest tax that the land covered with the
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provisions of this act includes the taxable
land, the land exempted from these taxes
and the land not covered by these taxes by
the virtue of the above acts. This will help
clearly isolate the object scope of these
three performances and will limit the phe-
nomenon of avoiding to pay property taxes
(Wotowiec T., 2004).

5. Making entries in the land register real,
establishing the register of buildings and
clearly stating in the three acts regulating
property taxation that the taxes are calcu-
lated on the basis of data arising from the
above registers. This will standardize the
principles of determining the area of the
taxable property, facilitate calculation of
taxes and contribute to revealing properties
which have not been declared for taxation.
Data included in these types of registers
will undoubtedly be used when establish-
ing the property cadastre.

6. Removing “dead” provisions from the
acts, that is provisions which are no longer
used or do not perform the assumed func-
tion (for example the right of the province
governor to move communes to another tax
region, preference treatment of land in case
of only one group of the retired people —
those who belong to a cooperative, etc.).

7. Increasing the rights of self-government
bodies in shaping the structure of these
taxes by, for example, adopting the princi-
ple that rates in agriculture, forest and
property taxes may be decreased and dif-
ferentiated by the commune council with-
out any restrictions. Minimal rates should
not be used, as — which is confirmed in
practice — do not perform any function in
the current system. The commune council
should also be authorized to introduce not
only exemptions but also reliefs in all three
taxes. This competence of the council
should be statutorily limited, due to Article
217 of the Constitution, only to object ex-
emptions. Granting such rights to the com-

mune council is a manifestation of the im-
plementation of the principle of increasing
the local government rights and the consti-
tution guaranteed right to determine the
level of local taxes and fees. Accomplish-
ing the first stage of the reform will make
it more probable to achieve social ac-
ceptance for implementing fundamental
changes in the system of property taxation.
The evolutionary transformation of the tax
“on the surface” into the tax “on the value”
of the property will, as can be supposed, al-
leviate the taxpayers’ fears concerning pos-
sible effects of introducing the cadastral
tax. Extending the circle of entities obliged
to pay the tax on property value, within the
existing regulations, will decrease the nat-
ural resistance of taxpayers against accept-
ing new principles of property taxation.
Such effect cannot be achieved by intro-
ducing, and omitting the transitory period,
new, totally different regulations, ad-
dressed at a very wide circle of potential
taxpayers used to the valid principles of
paying tax on property.

The gradual implementation of the prop-
erty taxation reform is also supported by
the fact that in practice its success will sig-
nificantly depend on the efficiency of the
operations of self-government tax bodies.
Employees of these bodies (especially
treasurers) do not always have proper edu-
cation allowing them to acquaint with new
regulations concerning the process of prop-
erty tax collection quickly and inde-
pendently. We should bear in mind that in
practice the first problems encountered
with switching to the new principles of
property taxation will be solved by these
people. Their competencies will determine
the efficiency of the implementation of
new provisions. This favors the gradual ad-
justment of the valid regulations wherever
possible, to the designed cadastral tax. It
will enable us to ‘test’ in practice some of
them in the system of property tax and will
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allow the employees of tax calculation or-
gans of local governments to acquaint with
it. The accomplishment of the first stage of
the reform will enable us to prefect the
valid legal provisions and to eliminate
those which generate problems. It is of par-
ticular importance in a situation when the
structure of some elements of the new tax
will be based, as it should be postulated, on
provisions of law included in the current
acts. The norms concerning such tax ele-
ments as its subject, object, exemptions or
mode of payment, after introducing some
corrections, may be moved to the cadastral
tax. The introduction of these corrections
and their practical verification on the basis
ofthe ‘old’ tax will contribute to their prob-
lem-free operation in cadastral tax.

There is one more reason for the imple-
mentation of the reform, a reason we have
already mentioned many times. The effi-
cient operation of the new tax is deter-
mined by the creation of the cadastral sys-
tem and conducting common taxation of
properties. This tax, apart from other con-
ditions, will function well if the cadastre
performs its functions. This can only be
checked empirically by observing how this
institution functions for some time. If it
turns out that it performs its functions, we
can base the property taxation system on it.
However, if for some reasons, the function-
ing of the cadastre does not go in line with
the assumptions of its creators, we cannot
relate a new property tax to it. Therefore it
seems that it is not justifiable to introduce
the cadastre and the cadastral tax simulta-
neously. In the first stage of the reform we
should practically verify how the new solu-
tions concerning property valuation and ca-
dastre work and then — after successful ver-
ification — start the second stage consisting
in implementing the cadastral tax.

Structure of the new property tax. The
structure of the new property tax should be

based on the following assumptions
(Wotowiec T., 2005):

1. Cadastral tax will replace the currently
used three taxes: property, agriculture and
forest ones. In this way all types of real es-
tate being a property or belong to various
types of entities will be taxed along the uni-
form regulations, which does not mean,
though, that there would not be any specific
principles of taxing particular types of
property (for example agricultural land and
forest). Imposing one tax on all kinds of
real estate would help eliminate the above-
signaled drawbacks of the existing regula-
tions, such as: avoiding taxes on real estate,
considerable difficulties with proper classi-
fication of the property as subject to a given
tax and determining which entity has tax
obligation. When determining the object
of the new tax, we should preserve the cur-
rent regulation stating that a taxpayer is an
owner of the property and only in case of
properties belonging to the Treasury and
self-government units, the taxpayer is an
entity holding the property. This principle
should be reinforced by adopting a solution
that in case there are both the owner and the
owner-like possessor, it is the owner (with
exceptions of the state and commune prop-
erties) who will be the taxpayer. It should
be postulated that the lawmaker, when de-
fining the taxpayer, should leave the term
“owner” and adopt the term “:holder” of
property. The latter is a broader term, cov-
ering not only the owner, as understood in
Article 336 of the Civil Code, but also the
dependent holder, trustee and manager of
the property. In this way clear criteria for
determining the person obliged to pay taxes
on state and commune property would be
created; it would be the holder of the prop-
erty, regardless of their legal title and other
related circumstances. A similar principle
would be applied to defining the taxpayer
for the properties whose legal status has not
been regulated yet, which unfortunately are
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quite common in Poland. In this case the
taxpayer is the holder of the property
whose legal status is not regulated.

2. The object of the cadastral tax should be
the real estate not only as understood in the
Civil Code, but also other types of building
objects and constructions, which are not
these types of property (temporary build-
ings, sheds, fences, swimming pools,
greenhouses, etc). The provisions regulat-
ing the cadastral tax should relate to the
Construction Law, which comprises pre-
cise definitions of a building, a structure
and an object.

The tax object should also be agricultural
and forest real estate, which is connected
with the already mentioned postulate of
eliminating the agricultural and forest tax.
An optimal solution would obviously be to
cover from the very beginning all land with
the new property tax. However, due to sig-
nificant specificity of agricultural and for-
est land taxation, a transition period seems
to be necessary. In this period we should
maintain the existing tax burden placed on
these types of land. However, during this
time, the agricultural and forest tax level
should be gradually increased to the as-
sumed level of the cadastral tax. The bur-
den should be increased by eliminating
some reliefs and exemptions (such as ex-
empting class VI land from tax, “soldier”
reliefs) and granting commune councils the
right to increase the rates for these taxes. It
also seems that we should consider what
was already practiced in 1984, namely
gradual increases of the statutory rates of
agricultural and forest land tax to dampen
the effects of switching to the general tax-
ation principles.

3. The taxation base in the new tax should
be the value of property resulting from the
real estate cadastre. The real estate cadastre
should be of fiscal nature and should be run
by self-government cadastre bodies at the
district level. The cadastral value should be

determined via common appraisal of real
estate, which would help to avoid costly in-
dividual appraisals performed by apprais-
ers. The principles of determining the ca-
dastral value being the taxation base for the
designed tax have already been defined in
the act on the real estate management. Sec-
tion IV of this act concerns property valua-
tion, including determination of cadastral
value. The real estate cadastral value, ac-
cording to Article 150 part 4 of the Act, is
determined for real estate listed in the pro-
visions of the property tax. It is deter-
mined via common appraisal of real estate
by bodies running the real estate cadastre.
The cadastral value of the property is deter-
mined on the basis of appraising properties
which are representative for particular
types of real estate in a given commune.
Technical activities related to assessing the
value of representative real estate and then
drawing up appraisal maps and tables are
performed by real estate appraisers. Ap-
praisal maps are used to mark single values
of the land located in the zone character-
ized by similar factors determining the
market value of the land. Relating this
value to the land area we obtain the cadas-
tral value. Similar principles are applied to
the value of land elements. In order to de-
termine the cadastral values of land ele-
ments (buildings, structures, constructions
which do not constitute a separate owner-
ship title) are determined via their respec-
tive area values and presented in appraisal
tables. The cadastral value of the object
constituting an element of the land is deter-
mined as the product of its area indicated in
the property cadastre and the unit value in-
dicated in appraisal tables. The same
method is applied to determine the cadas-
tral value of premises and buildings consti-
tuting an object of ownership separate from
the land.

Appraisal maps and tables are drawn up by
the body running the cadastre, obliged to
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provide access to them. Everyone whose
legal interest is affected by appraisal maps
and tables may raise objections to them.
Having considered objections, the com-
mune council passes a resolution on vali-
dating appraisal maps and tables. Those
dissatisfied with the way their objection
was dealt with are entitled to appeal to the
Supreme Administrative Court.

The cadastral value of a particular property
is determined by the body running the ca-
dastre and on the basis of this decision the
value is entered into the property cadastre.
This value becomes official data once it is
entered into the register. Values of proper-
ties entered into the cadastre may be up-
dated officially or at the taxpayer’s request,
following the individual assessment of the
property. The law does not specify when
such first valuation of property should be
conducted (this is to be determined sepa-
rately). The Council of Ministers was
obliged to issue a regulation on detailed
principles and mode of conducting the val-
uation and its control, however the relevant
regulation has not been adopted yet.

It seems that the regulation of the princi-
ples of determining the cadastral value in
the ‘non-tax’ act of law is a rational solu-
tion for two reasons. Firstly, the principles
of determining this value constitute an in-
tegral part of the system of property valua-
tion, which is regulated in a complex way
in the act on property management. Isolat-
ing the mode of determining the cadastral
value from general principles of property
valuation would require regulation of the
same issues (for example ways of deter-
mining the property value, principles of
real estate surveyors work, etc.) in an iden-
tical way in two different acts of law. Sec-
ondly, the complexity of the issue would
justify excluding the principles of deter-
mining cadastral value from the act on
property tax. Regulating it in the prepared

act would considerably increase its vol-
ume, which would negatively influence its
transparency and clarity.

4. Maximum percentage rates of the tax
should be determined in the act, whereas
the commune council would be given an
opportunity to differentiate them. In order
to determine the maximum rate for a given
category of property it is necessary to per-
form some simulations which would allow
us to decrease the risk of sudden growth in
tax burden imposed on the property. New
tax rates should be shaped so as to make the
amount of cadastral tax similar to the
amounts currently paid. The commune
councils should, within these limits, deter-
mine rates for a given tax year, adopting a
relevant resolution. It seems that it is hard
to justified, as confirmed in the practice of
determining the lowest rate that communes
have competencies to introduce rates ex-
ceeding maximum rates, though this com-
petence should be limited by law, for ex-
ample to 10% of the maximum rate This
competence would work as some kind of
‘safety fuse’ in the first period of imple-
menting this law, when we can expect to
see the phenomenon of ill-adjustment of
the statutory rate — uniform for the whole
country — to the specificity of a given com-
mune.

5. The proposal of the act on cadastral tax
the catalogue of reliefs and exemptions ex-
isting in the current taxes should be limited.
It is not advisable to incorporate all reliefs
and exemptions into the new act, as they
have been shaped in various periods of
time and do not constitute an orderly and
well thought out system aimed at accom-
plishing some clearly defined goals. First
of all, it is hard to indicate the criteria
which determined why a given type of
property is exempted from tax. The subject
literature demonstrates that it is completely
unclear why, for example, we should ex-
empt from tax structures used for the public
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railway transport, airports, sea ports or
structures for generating electricity or en-
ergy, in a situation when their use is asso-
ciated with conducting business activity in
which you can take into account costs re-
lated to taxation of such property. The lack
of clear criteria for exemption is also man-
ifested, inter alia, by the fact that power
lines are exempted from taxes, whereas tel-
ecommunication network, though its sig-
nificance and functions performed for the
economy are very similar, are not. It seems
that when determining the content of the
catalogue of properties exempted from the
new tax, one should first set some goals to
be achieved via such exemptions and re-
liefs, and eliminate those which are not
useful. This would undoubtedly eliminate
most of the exemptions and reliefs included
in the draft of the act. Especially excessive
statutory exemptions should be reduced.
The tax exemptions concerning the objects
should be exclusively introduced by the
commune council. We should consider the
introduction of ‘investment’ reliefs, stimu-
lating to build and develop some structures
used for conducting business activity con-
cerning social and housing infrastructure
and residential constructions.

6. The cadastral tax should be paid on the
current principles. Legal entities and or-
ganizational units without legal capacity
would calculate and pay in installments the
due tax to the budget of the commune in
which the property is located. Individuals
would pay the tax on the basis of a decision
issued by the self-government tax body,
which should be the body running the prop-
erty cadastre. We can also consider the pos-
sibility of administering this tax by a tax
body to all taxpayers in form of a decision.

Aims of paper. Methods.

The main goal is to present and evaluate
legal regulations concerning systems and

It is justified by the fact that in the first pe-
riod of the new tax taxpayers will experi-
ence difficulties with calculating it on their
own. However, the implementation of this
proposal, especially in large municipal
communes, would considerably increase
the obligations of tax bodies, as they would
have to prepare, issue and serve a large
number of valuation decisions. This would
negatively affect the costs of this perfor-
mance. Besides, legal entities and organi-
zational units which do not have legal ca-
pacity are obliged by the valid law to de-
clare and calculate taxes whose construc-
tion is more complicated than the construc-
tion of the cadastral tax and somehow man-
age to it, therefore we can assume that they
would also manage to calculate the cadas-
tral tax. Resigning from self-calculation of
the cadastral tax by this category of taxpay-
ers in the initial stage of the tax implemen-
tation does not solve the problem, but only
postpones it. This may lead to a situation
when legal entities and other organiza-
tional units will ‘forget’ the necessity of
self-declaring and self-calculating property
tax. Therefore it seems that the cadastral
tax should be paid on the current principles.
The implementation of the above-pre-
sented postulates concerning the structure
of the future cadastral tax is not enough for
creating a rational system of property taxa-
tion in Poland. Simultaneously, work
should be done on establishing a modern
fiscal cadastre of properties, as its proper
operation guarantees the success of the re-
form. This issue, however, exceeds the
scope of this publication, whose main aim
was to present the basic assumptions of the
reform of the property taxation system.

models of real estate taxation in the Eu-
ropean Union countries. The analysis of
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legal regulations includes both the point
of view of the taxpayers and public ad-
ministration bodies (tax authorities). Ad-
ditional goal comprise identifying disad-
vantages and advantages of the surface
model as well as ad valorem model, to-
gether with legal assessment of the con-
cept of transformation of real estate tax
based on the so-called zoning of tax
rates.

Scope of research. The evaluation of le-
gal regulations and solutions concerning
systems of real estate taxation in the Eu-
ropean Union countries was limited to
the real estate tax and reflects the search
for legal governance in real estate taxa-
tion from the point of view of taxpayers
(individuals and entrepreneurs) and pub-
lic administration units (mostly local
self-governments). The evaluation of
current and projected solutions and
amendments to legal regulations includes
both short-term and long-term perspec-
tive. Subject of research are legal regu-
lations concerning systems and models
of real estate taxation in the European
Union countries, includes both the point
of view of the taxpayers and public ad-
ministration bodies (tax authorities).
Subject of research comprise also identi-
fying disadvantages and advantages of
the surface model as well as ad valorem
model, together with legal assessment of
the concept of transformation of real es-
tate tax based on the so-called zoning of
tax rates. Object of research comprise
the legal models of real estate taxation in
EU countries taking account a presenta-
tion the ways of reforming Polish real es-
tate taxation system. Research method-
ology. Induction is the main research
method used in the paper. It consists in
drawing general conclusions or deter-
mining some regularities on the basis of
an analysis of empirically observed phe-

nomena or processes. It is a type of rea-
soning on the basis of details on general
properties of a phenomenon or an object.
The application of this method requires
accepting an assumption that only facts
may constitute the basis of scientific rea-
soning. These facts are real situations
(social, legal or organizational ones). In-
duction methods comprise various types
of analyses, expert’s opinions, statistical
data and scientific documents used in so-
cial research. Moreover, in the paper |
used two general research methods,
namely analytical and synthetic meth-
ods, characterized by special approach to
examining the reality. The analysis
shows reality as a set of single, particular
features and events. Following this re-
search method consists in taking the ob-
ject of the analysis apart and examining
each part separately, or in discovering
the elements of that object. A drawback
of the analytical method is excessive ex-
posure of details, sometimes leading to
losing sight of the whole object of re-
search. This prevents us from fully and
objectively learning about the reality,
which admittedly is a set of independent
elements, but also a set of parts closely
linked together to form the limited
whole. The synthetic method treats re-
ality as a set of features, its implementa-
tion consists in seeking common features
of various phenomena and events and
then combining them into a uniform en-
tity. Therefore the synthetic method ex-
amines and determines the whole object
of research. Using complex (hybrid) re-
search approach we also used the so-
called triangulation of data sources,
that is comparing the information on real
estate taxation from various periods and
legal systems, and theoretical triangu-
lation — consisting in analyzing the ob-
tained data from the point of view of var-
ious theoretical legal concepts.
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Exposition of main material of research with complete substantiation

of obtained scientific results. Discussio

The system of financing local government
in Poland requires changes which would
strengthen the share of own income in self-
government budgets and increase the au-
tonomy of financial policies implemented
by local authorities. Among the hotly de-
bated proposals in Poland of strengthening
the tax potential of local budgets one can
differentiate:

Discussions concerning changes in the
property tax

Concepts aiming at transforming shares
in PIT into a local income tax

A concept of local sales value tax,
recently formulated by W. Misiag.

All these three directions deserve detailed
analysis, however, our report concentrates
most of all on the first of the above-listed
options. There is no coincidence in the fact
that property tax is the main source of in-
come for self-governments in many coun-
tries. This is due to its features which make
it a nearly ideal local tax:

The tax base is relatively (at least
compared to most other taxes) equally
spread in the area;

Allocating the income to a particular
local authority is unequivocal (this
feature differentiates property tax from
PIT, where we also encounter problems
while trying to determine the actual
number of residents. There is also a
problem of how to treat people with
several places of residence. The
problem of territorial equivocalness is
even more acute in other taxes — for
example CIT, or — in an even more
dramatic form — in case of VAT);
Allocating to a particular local
authority prevents manipulations of
possible taxpayers (for example in case
of PIT we cannot exclude the

n.

possibility of fictitious migrations
motivated only by the need for tax
savings).
The concepts of changes to the property tax
in Poland date back to as early as the first
half of the 1990s, though none of them has
ever been implemented. This report pre-
sents the concept which, in our opinion,
meets several important criteria:
It increases potential incomes of many
local authorities;
It is more fair than the currently used
system;
It is relatively simple and easy to
implement.
The main subject of this report is to present
the details of this proposal, together with
the simulation of its financial implications
for various categories of self-government.
In addition, we briefly relate to a few issues
connected with the main topic, namely:
The issue of combining changes to
property tax and accompanying
changes to other segments of the sys-
tem of financing self-governments, es-
pecially the way of calculating the gen-
eral subsidy;
The issue of connecting property tax to
other burdens of similar nature — forest
and agriculture taxes and perpetual usu-
fruct fees;
Discussion on the scope of tax power of
local authorities.
I present a thesis of positive effects which
would be brought by the strengthening of
local authorities incomes by local taxes.
We may list several arguments, both polit-
ical and economic ones, for such construc-
tion of the income system:
The system in which the major part of local
budget comes from own resources devel-
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ops responsibility of local governments to-
wards their inhabitants. The shape of the
commune budget largely depends on deci-
sions concerning local taxes and fees. This
helps strengthen political responsibility of
councilors and executive authorities to-
wards their voters as well as supports the
interest of inhabitants in local public is-
sues. In other words, such a system of in-
comes supports the development of local
democracy.

Such a system also helps rationalize ex-
penditure and search sources of possible
economies. Local government politicians
find it more difficult to increase expendi-
ture if it is to be finances by increasing
taxes imposed on their own voters (who
may not be happy with such a solution)
than in a situation when we receive the
money from the central government.

The fiscal policy may be adjusted to local
preferences. In one place, inhabitants may
expect a higher level and better availability
of services, even at the cost of higher local
taxes, whereas in another place they will
prefer poorer availability or higher pay-
ment for services only to keep local taxes
as low as possible. If a significant part of
income came from donations and subsi-
dies, the implementation of such a policy,
taking into account local preferences,
would be impossible, as only own incomes
can be shaped at the level of local govern-
ment units.

A solution in which the majority of local
authorities income is own income lowers
the pressure on the amount of total public
expenditure, especially on the size of ex-
penditure from state budget. This is the
consequence of the above-mentioned fact
that in a situation of the dominant own in-
come, attention is paid to seeking savings
rather than on negotiating resources (trans-
fers) with higher level authorities. Rattso
(Rattso J., 2002) notices that in a situation
where the dominant part of local authorities

income comes from transfers, that is a situ-
ation in which the local community does
not bear the direct burden of financing
tasks, inhabitants are inclined to expect ex-
cessive supply of local services. On the
other hand, local authorities — passing these
expectations further — require bigger trans-
fers, which are financed from taxes im-
posed on taxpayers in the whole country.
Such system leads to increased pressure on
higher public expenditure.

The postulated income structure also
strengthens the position of local authorities
in the country. Self-government becomes a
partner contributing to the financing of
public tasks, rather than a client asking
from “crumbles” from the government ta-
ble.

With a high share of own income in local
authorities budgets, local authorities be-
come more interested in promoting local
economic development (though this inter-
est has also other reasons). Self-govern-
ment politicians and managers will try to
support development of economy just to in-
crease budget incomes from their taxes.
However, we cannot pretend that basing
self-government budgets on own incomes
will only bring positive results. There is
also a negative consequence — a growing
role of own incomes in local budgets will
inevitably lead to growing differences be-
tween poor and rich regions.

Besides, using the criteria discussed here,
the worst type of income is the self-govern-
ment share in state taxes. It has the above-
mentioned drawback (leads to growing dis-
proportion of incomes achieved by self-
governments in poor and rich regions), and
does not have most of the benefits associ-
ated with own incomes. Since the decisions
taken by local authorities do not influence
the rates of these taxes or granted reliefs
and exemptions, it is hard to expect that the
existence of this share could contribute to
better adjustment of fiscal policy to local
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preferences or that it could limit the general
amount of public expenditure.

Local taxes in European countries. Most
European countries have more than one lo-
cal tax. There are two dominant models:
The model in which the most important
local tax is property tax. Here we have
the United Kingdom (we will discuss
this case in greater detail), France, Po-
land and nearly all Central and Eastern
European countries which joined the
European Union in 2004;

The model in which the most important
local tax is local income tax. This group
is dominated by all Scandinavian coun-
tries (Denmark, Sweden, Norway, Fin-
land), though Croatia and Belgium also
seem to follow in this direction, since
the growing part of their incomes is
from the self-government addition to
income tax (Alibegovi¢, D. 2002; Bajo
A. Jakir-Bajo 1., 2008).

The object of my special interest are those
countries which base on property tax. Spe-
cial attention should be paid to those of
them which abandoned the tax related di-
rectly to the value of each taxed property.
The United Kingdom is an interesting case.
Traditionally property tax was one of local
taxes and was collected on both residential
and business buildings. Until the mid-
1980s, local authorities had unlimited
rights to determine the amount of this tax.
Then the right was limited indirectly by the
possibility of imposing the expenditure
limits on local authorities by the govern-
ment. In 1990 Margaret Thatcher decided
that the property tax should be replaced
with the poll tax. This moment also created
an opportunity to deprive self-governments
of the tax imposed on property used in
business activity (the incomes from this tax
still go to local authorities, but they are al-
located on the basis of the algorithm de-
fined by the government). In 2010 they

jointly brought 13% of local government
incomes.

The poll tax was perceived by the large part
of the society as unfair and caused massive
protests. It was one of the main causes of
the resignation of Thatcher’s government
at the beginning of 1991. Her successor —
John Major — decided to implement another
reform — introducing the local government
tax (council tax), which is similar to the
property tax, though its contains elements
of the poll tax as well. Properties are di-
vided — according to their value — into 8
classes (bands), marked with letters Ato H,
where A stands for the cheapest properties,
while H — the most expensive ones. The
council passes a resolution on the amount
of tax for band “D”. The tax for each prop-
erty is calculated by multiplying the base
amount by a relevant coefficient related to
the value of the property. The tax also de-
pends on the number of people residing in
the property. For example single persons
pay 25% less. The tax is paid on the prop-
erty which is the only or the basic place of
residence. In case of rented houses, it is the
tenant, not the landlord, who is the tax-
payer. An interesting source of inspiration
is provided by the Czech Republic and Slo-
vakia, where the tax depends — with some
exceptions that are negligible for our con-
siderations — on the type of use and size
(area) of the property. A certain substitute
of the value is found in determining the
maximum tax rate differentiated according
to the location of the property. In both
countries a uniform maximum tax rate on
square meter is differentiated depending on
location (Local Government Finance |,
2010).

Property tax in Poland - the current
state. The aim of my analysis is not to de-
scribe the commonly known details con-
cerning the structure of the existing tax. |
will concentrate on a few features which
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are of fundamental significance for the pro-
posals presented in the further sections.

1. Property tax still remains the most ef-
fective source of own income for com-
mune self-governments.

The local tax base, and consequently,
the share of property tax in budget in-
come of communes, differs.

With a few exceptions (concerning
constructions), tax is calculated not on
the value but on the area of the prop-
erty, with maximum rates applied,
since local authorities cannot exceed
them.

Apart from the tax policy run by local
authorities, the size of collected reve-
nues is influenced by numerous statu-
tory provisions, which determine, for
example, exemption of some categories
of properties from tax. Also of signifi-
cance are those seemingly small
amendments to the law not related di-
rectly to local authorities finance and
implemented without the awareness of
their far-reaching consequences. For
instance a change to the definition of a
building and a construction object in
the Act on Construction Law, imple-
mented in 2003, narrowed down the

Conclusions.

All governments had to deal with various
aspects of property tax policy design — de-
termining what is included in the tax base,
assessing properties, setting tax rates, and
administering the property tax system — alt-
hough the focus was different in different
places. This conclusions presents each of
these elements of property tax reform in a
little more detail. Bahl (Bahl R., 2009; Bahl
R. & Wallace S., 2008) sets out several log-
ical steps in preparing a property tax re-
form: (1) do a detailed diagnostic of the
current system to understand what is work-
ing and what is not as well as to determine

concept of the building, eliminating ‘by
the way’ all property taxation on con-
struction objects not permanently fixed
to the ground (for example garages), if
they are not connected with conducting
business activity. The adopted structure
of maximum rates accounts for the fact
that the property tax is mostly the tax
paid on conducted business activity and
only to some small degree it is paid by
owners of residential or recreation
properties (Przekopiak J., 2011).

As we can see from the above-quoted
data, a significant number of com-
munes resign from applying maximum
rates by granting reliefs, exemptions,
redemptions and also lowering rates on
some categories of property. A detailed
analysis of the tax policy in this scope
is beyond the scope of this report, how-
ever, it is worth indicating several fea-
tures to which we will refer in the pro-
posals presented in the further sections
here. Firstly, lowering property taxes
concerns mostly smaller communes —
especially rural ones — whereas in large
cities this phenomenon is rather rare.

clearly the objectives of the reform -- reve-
nue mobilization, fiscal decentralization,
land use control, etc.; (2) develop an appro-
priate tax policy design with respect to
choice of tax base, rate structure, exemp-
tion policies, etc.; (3) design the adminis-
trative reforms needed to implement the tax
designed such as coverage, valuation, rec-
ord keeping and collection; and (4) monitor
carefully the success of the reform with
such quantitative indicators as collection
rate, revenue collections, assessed to mar-
ket value ratios, etc. This advice seems
sound but it is unclear that any country has
actually done all this and, as the cases in
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Section 2 above suggest, politics seems to
have dominated most country discussions
of property tax reform and largely deter-
mined the outcomes.

The first key design question is what
should be taxed. Some properties are ex-
empt in most jurisdictions. For example,
property owned and occupied by govern-
ment is generally exempt from property
taxes. Other property types that are often
exempt include colleges and universities,
churches and cemeteries, public hospitals,
charitable institutions, public roads, parks,
schools, libraries, foreign embassies, and
property owned by international organiza-
tions. In some countries, agricultural land
and principal residences are also tax ex-
empt.

Exemptions have been criticized on a num-
ber of grounds. First, since governments
use municipal services like others who oc-
cupy space, they should be taxed. Second,
since taxed properties face higher costs
than exempt properties, economic compe-
tition among businesses and between busi-
nesses and government is distorted
(Kitchen H.M. & Vaillancourt F., 2009).
Third, differential tax treatment also affects
location decisions, choices about what ac-
tivities to undertake, and other economic
decisions. Fourth, exemptions narrow the
tax base and either increase taxes on the re-
maining taxpayers or reduce the level of lo-
cal services. Finally, since the proportion
of tax-exempt properties varies by munici-
pality, disproportionate tax burdens are
created across communities. This result is
especially troublesome when higher-level
governments determine what is exempt
from local taxation. Of course, local gov-
ernments themselves are often tempted to
provide tax incentives to attract businesses
to their jurisdiction. The usual argument is
that property tax incentives will result in
job creation, investment in the local area
and increased local output (Brunori D.,

2003). Governments often engage in such
tax competition to attract and keep taxpay-
ers who are believed to contribute more in
local revenues than they consume in gov-
ernment services.

Once the tax base is decided upon, the sec-
ond key question is how to determine it in
practice. Two distinct assessment method-
ologies are commonly used for valuing
property: area-based assessment and value-
based assessment, with the latter being di-
vided into capital and rental value ap-
proaches. A few countries (e.g. Ireland) use
some variant of self-assessment. The con-
ventional consensus is that capital (or mar-
ket) value taxation is best, for several rea-
sons. The benefits from services are more
closely reflected in property values than in
the size of the property. For example, prop-
erties close to transit systems or parks en-
joy higher property values. Market value
also has the advantage of capturing the
value added by neighbourhood amenities
that have often been created by government
expenditures and policies. Finally, any as-
sessment system that fails to take account
of changes in relative values over time will
result in inequities. Nevertheless, some
countries use area-based systems of taxa-
tion because they lack the necessary infor-
mation, expertise, and resources to deter-
mine market values (e.g. Greece) or some-
times, as in the case of Poland, because
they consider the market-value approach
politically unacceptable. Germany, where
property tax reform has been discussed for
more than 35 years but never implemented,
is currently considering three different re-
form proposals — market value, area-based,
and a combination of the two whereby land
would be based on market value and build-
ings would be area-based (Farber G. Salm
M. Hengstwerth S., 2013).

Some countries use variants of self-assess-
ment, under which property owners place
an assessed value on their own property. In
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the case of Ireland, for example, taxpayers
are required to determine the value of their
property and choose the correct value band.
Self-assessment is an appealing procedure
to countries with little administrative ca-
pacity. It does not appear to require expert
assessment staff, and it seems to be easy to
implement. In general, however, self-as-
sessment seems likely to lead to inaccurate
estimates of property values, with a ten-
dency toward under-estimation. Since
lower-valued properties are generally less
under-estimated than higher-valued prop-
erties, this approach tends to produce re-
gressive results with taxes being relatively
higher on low-valued properties. To mini-
mize the obvious problems of under-state-
ment associated with self-assessment, gov-
ernments must be prepared to obtain (often
costly) expert assessments of individual
properties in cases where it believes self-
assessment is inaccurate. Three major is-
sues arise with respect to tax rates. Who
sets them? Are they differentiated, and, if
so, how? And can taxpayers understand
how the rate is applied to particular proper-
ties?

Sometimes rates are set by the central gov-
ernment. Sometimes there is some local
discretion, within centrally-set limits.
Sometimes there is complete local discre-
tion. Even where rates are locally deter-
mined, they are often limited by the central
government. For a local government to
make efficient fiscal decisions, it must
weigh the benefits (at the margin) of pro-
posed services against the costs of provid-
ing them. If local governments do not fi-
nance services themselves, the connection
between expenditures and revenues is lost
and the choice of services will not be based
on an accurate perception of their cost
(Bird R. M. Slack E., 2013). Setting local
tax rates places accountability for tax deci-
sions at the local level, and increased ac-

countability may lead to better local ser-
vices and perhaps even to a sounder devel-
opment path over time (Hoffman B. D.
Clark C. G., 2005; Sokoloff K.L. Zolt E.
M., 2006). Local determination of tax rates
is particularly important in countries in
which a senior level of government deter-
mines the tax base. Local tax rates may
have to be set within limits, however, to
avoid distortions. A minimum tax rate may
be needed to avoid distorting tax competi-
tion. Richer local governments may choose
to lower tax rates to attract business. With
their larger tax bases, they can provide
equivalent services at lower rates than
poorer competing regions.

Even when the resulting location shifts are
not allocatively distorting they are gener-
ally politically unwelcome. A maximum
rate may also be needed to prevent dis-
torting tax exporting, whereby local gov-
ernments levy higher tax rates on industries
in the belief that the ultimate tax burden
will be borne by non-residents. Such tax
exporting severs the connection between
payers and beneficiaries and renders de-
centralized decision-making about taxing
and spending inefficient. Political leaders
prefer providing services to their constitu-
ents without placing the burden of payment
on them. When they do so, however, there
may be increased demand for more ser-
vices from those who do not have to pay for
them. Variable tax rates (or other differen-
tiation of property taxes among property
classes) may be justified on a number of
grounds. For example, the benefits from lo-
cal public services are different for differ-
ent property classes. In particular, a case
can be made on these grounds for taxing
non-residential properties less than resi-
dential properties. Since business capital
tends to be more mobile than residential
capital, efficiency arguments also lead to
the conclusion that business property
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should be taxed more lightly than residen-
tial property. In reality, however, lower
rates are most often applied to residential
properties, presumably for political rea-
sons. There is little economic rationale for
higher taxation of non-residential property.
Differentially higher taxation distorts land
use decisions and favors residential use
over commercial and industrial use
(Maurer R. Paugam A., 2000). Special tax-
ation of one factor of production (real prop-
erty) may also distort productive efficiency
by inducing a different choice of factor mix
in producing goods and services. However,
politics often produces such discrimina-
tion: homeowners are much more likely to
vote in local elections than tenants and,
while the incidence of nonresidential taxes
is seldom clear, non-resident owners and
consumers who may bear some of the bur-
den of such taxes have no vote (although
political contributions and connections
may give them some voice in the local po-
litical process). Farm properties are fa-
voured in the property tax system in many
countries as part of a more general policy
of protecting farmland. Favourable treat-
ment of agricultural land is usually de-
signed to preserve it from conversion to ur-
ban use. It may be, however, that basing the
property tax on value in current use is not
sufficient to preserve farmland because,
given the generally low effective tax rates
on land, the resulting tax differential is un-
likely to be large enough to compensate for
the much higher prices that would be paid
if the land were converted to urban use. Fa-
vorable treatment of rural land can increase
speculation at the urban fringe and increase
urban land prices.

Property tax rates may be visible, but can
taxpayers understand how the tax rate has
been applied to their property? When cen-
tral governments set local property tax
rates, local accountability is clearly re-
duced. Under this system, however, it is

simple to understand why one’s tax burden
increases since the only possible reason is
that the assessed value of one’s property
has increased. One need not accept this re-
sult as either correct — it is, after all, a pre-
sumptive assessment, no matter how care-
fully it may be done — or fair, since it is by
no means evident that increases in assessed
values correlate tightly with any accepted
fairness principle (Sheffrin S. M.. 2008).
Nonetheless, one can understand what is
going on. However, when property tax
rates are determined annually by local gov-
ernments, although in principle the system
is more conducive to local accountability to
residents, it is much less clear to any tax-
payer why his tax bill changes in any year.
Suppose, for example, that local govern-
ment budgets must be balanced, as is usu-
ally the case. The additional amount that
any locality must raise from property taxa-
tion in a particular period is determined not
only by changes in local expenditures but
also by changes in transfers from other lev-
els of governments and other revenues: it is
the residual resulting from this calculation
that must be financed by property taxes.
The change in that residual divided by the
assessment base yields the average prop-
erty tax rate increase that must be imposed.
However, the base itself changes with a
market-value assessment system, with
some values changing very differently
from others. The tax imposed on any par-
ticular property in any year thus depends
not only on the overall change in the tax
demand and in the assessment base but also
on the extent to which the change in the
valuation of that property is greater or
smaller than the average change in assessed
values. It is hard to believe that many peo-
ple can actually figure all this out. This sys-
tem may be more accountable than one in
which tax rates are determined centrally
but it is certainly far from transparent.
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No form of taxation is more dependent on
administration than the property tax. How
well property taxes are administered af-
fects not only their revenue but also their
equity and efficiency. Poor tax administra-
tion is an impediment to implementing the
property tax. Sometimes, local authorities
simply do not have the capacity to admin-
ister the tax. Many administrative func-
tions are performed manually rather than
being computerized. Sometimes, the reve-
nue base does not include all taxable prop-
erties, collection rates are low, and enforce-
ment is almost non-existent. Even coun-
tries with relatively good property tax ad-
ministration often have problems updating
values on a regular basis. Recognizing the
difficulty of local administration, many
countries involve higher-level govern-
ments in some aspects of property tax ad-
ministration, notably assessment. Even
then, however, the results may leave much
to be desired, since higher-level admin-
istrations often have little incentive to re-
spond to the needs of local governments for
up-to-date and accurate tax base infor-
mation. Three key steps are involved in the
process of taxing real property: (1) identi-
fication of the properties being taxed, (2)
preparation of a tax roll (which contains a
description of the property and the amount
of assessment) and responding to assess-
ment appeals, and (3) issuing tax bills, col-
lecting taxes, and dealing with arrears. The
first step in levying a property tax is to
identify the property and to determine the
owner (or other person responsible for tax
liability). A cadastre is an inventory of all
properties with a unique property identifi-
cation number for each parcel to allow for
the tracking of all parcels and linking of as-
sessment, billing, and property transfer rec-
ords. A good property identification sys-
tem also requires that information on prop-
erties within the jurisdiction is updated and

made consistent. Fair and productive prop-
erty taxes require a good initial assessment
as well as periodic revaluation to reflect
changes in value. Indexing (e.g. by the rate
of inflation) is not as good as reassessment
because property values change at different
rates in different neighbourhoods and for
different property characteristics. Nonethe-
less, where financial resources are insuffi-
cient to do regular reassessments, indexing
(over a three to five year period) that re-
flects relative price changes among loca-
tions and property markets may both ame-
liorate taxpayers’ discomfort with large as-
sessment changes and improve information
about market trends for assessment admin-
istrators.

Many countries have no provision for reg-
ular revaluations of the tax base or have
postponed revaluations. As a result, as-
sessed values bear little relationship to
market value or annual rental value. Aus-
tria, for example, applies cadastral values
from 1973 and the United Kingdom from
1991 for residential properties. Belgium
uses values from 1975 and Germany from
1964 although both index the values with
inflation or a corrective factor. Regular up-
dates occur, however, in the Netherlands
(annually), Denmark (biannually) and
Sweden every third year (Johannesson-
Linden A. Gayer Ch., 2012). No matter
how well designed and implemented it may
be, any property tax system may make mis-
takes. An essential component of a good
system is thus an error-correction mecha-
nism, and one critical element of such a
mechanism is to allow taxpayers to appeal
their assessment if they think it is wrong.
An appeal system is both desirable and
necessary: in reality, however, its outcome
may sometimes be to reduce equity, simply
because appeals are invariably most uti-
lized by better-off taxpayers who both have
more to gain and can better afford to pursue
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legal redress. Administration of the prop-
erty tax can be sufficiently costly to be an
obstacle to reform (Brys B., 2011). Prop-
erty assessment can be particularly expen-
sive. Frequent valuations maintain the le-
gitimacy of the tax and reduce the risk of
sudden, dramatic shifts in tax burdens from
large increases in assessed values. For
these reasons, the valuation cycle needs to
be fairly short. Revaluation is one of the
most difficult aspects of property tax re-
form in terms of resources and administra-
tion. The costs associated with regular re-
assessments include computer software
and support, training and availability of in
house staff, and training and availability of
local contract appraisers (Mc Cluskey W.J.
Franzsen R., 2013). To administer a prop-
erty tax at the same level of fairness as
most other major taxes can be costly. In a
number of developing countries, property
tax reforms have failed at least in part be-
cause the cost associated with administra-
tive improvements was too high relative to
the potential yield from the improved prop-
erty tax.

Much of the popular resistance to the prop-
erty tax appears to be based on its visibility.
Unlike the income tax, the property tax is
not withheld at source. Unlike the sales tax,
it is not paid in small amounts with each
daily purchase. Instead, the property tax
generally has to be paid directly by taxpay-
ers in periodic lump sum payments (except
in cases where the mortgage institution in-
cludes property taxes in monthly mortgage
payments). Property tax liabilities are usu-
ally sufficiently large that taxpayers have
to save in advance or increase their debt to
pay the taxes. The result is that the payment
of property taxes is more salient than other
taxes (Cabral M. Hoxby C., 2012). More-
over, the property tax finances services
which are also very visible, such as roads,
garbage collection, and neighbourhood
parks. Studies show that residents are more

willing to pay for local services when they
rate their government and service provision
highly. If services are not considered ade-
quate, however, they are more likely to
complain about their property taxes.

An important aspect of the property tax is
that it does not reflect a real cash flow but
rather an imputed one that may not neces-
sarily reflect the owner’s current situation.
The imperfect association between home-
owner incomes and property tax liabilities
may create problems for some taxpayers
such as seniors with little income. It is thus
not surprising that the most vocal oppo-
nents to property taxes and tax increases
are often seniors, many of whom may be
asset rich but cash poor.46 In part, they
may simply have more time to voice their
opposition. Whatever the reason, older
homeowners are a strong political force in
opposing the tax and are often rewarded by
receiving special tax treatment.

Some of the resistance to property tax re-
form is based on the belief that the tax is
regressive. Who pays the property tax, and
is it an equitable tax? There are as many
answers to these questions as there are
views about the property tax. Those who
view taxes on residential real property as
essentially taxes on housing services tend
to think that property taxes are inherently
regressive, since housing usually consti-
tutes a relatively larger share of consump-
tion for poorer people. Those who view
property taxes as essentially a tax on capi-
tal tend to think that such taxes are inher-
ently progressive, since income from capi-
tal constitutes a relatively higher share of
income for richer people. Those who view
the portion of the tax that falls on land as
being paid out of economic rent consider it
to be inherently equitable to tax ‘unearned
increments’ that often arise from public ac-
tions. Those who view property tax as es-
sentially a benefit tax see no more sense in
asking if the ‘price’ of local public services
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(the property tax) is regressive than in ask-
ing if the price charged for anything else is
regressive: voluntary exchange (imposing
property taxes as generalized user charges
for services) does not, in their view, raise
any question of incidence. Although hardly
conclusive, the empirical evidence on cap-
italization on the one hand and ‘tax export-
ing’ on the other, at least in the United
States and Canada, suggests that there may
be something in all of these views. Since
almost all quantitative studies purporting to
show property tax regressivity reflect the
assumption used in allocating property tax
revenues across income classes, in the end
belief concerning the equity or inequity of
the property tax depend less on the (un-
clear) evidence than on what one thinks of
the property tax in the first place. Property
taxes may be levied at a flat or graduated
rate. In many countries, some graduation is
introduced by exempting low-value prop-
erties.

Property tax revenues are relatively inelas-
tic because unless the base or rate is
changed revenues do not change. Unlike
income or sales taxes, property taxes do not
automatically increase with growth. Even
if the potential tax base does increase with
growth, as with a market-value based tax,
property values generally respond more
slowly to changes in economic activity
than do incomes or sales. This inelasticity
is exacerbated because few of the countries
that use market value assessment update
property values for taxation purposes on an
annual basis. In those countries where
property taxes are based on the area of the
property, the tax responds even more
slowly to annual changes in income. In or-
der to maintain property tax revenues in
real terms (let alone increase them), it is
thus usually necessary to increase the rate
of the tax. One result of inelasticity is more
accountability because local authorities

must increase tax rates and persuade tax-
payers that they are justified in doing s0.50
But this good feature is seldom considered
desirable by those held accountable. As
times change, perspectives may change.
When the economic tide is rising, local
governments deplore the inelasticity of the
property tax both because it means their
revenues do not expand automatically with
growth and because they have to face the
voters with higher rates simply in order to
maintain revenues in real terms. On the
other hand, the stability of property tax rev-
enues may be considered a good feature by
local governments in times of recession
since it provides them with a more stable
fiscal base for financing local services than
they would otherwise have. At the same
time, however, local taxpayers may again
be very unhappy because their property
taxes do not go down as quickly as their in-
comes and probably not as quickly as the
value of their properties. In the last few
years, for example, although property
prices have fallen sharply in some OECD
countries, property taxes did not fall as
quickly and to the same extent.

The reasons for undertaking property tax
reform vary over time and across countries.
Good reasons for reform include increasing
local revenues (and perhaps reducing trans-
fers to local governments), improving local
fiscal performance, removing inequities in
the tax system so that there is similar treat-
ment of similar properties, reducing ad-
ministrative and compliance costs by sim-
plifying the tax system, and improving ef-
ficiency by reducing the impact of taxes on
households and business decisions. The
economic approach to property tax reform
emphasizes efficiency. In reality, however
“tax policy is the product of political deci-
sion making, with economic analysis play-
ing only a minor supporting role” (Hol-
combe R. G., 2003). As a rule, politicians
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are less concerned with economic effi-
ciency than with equity and public accept-
ability — concerns that often lead to such
structural elements as exemptions, proce-
dural elements such as less frequent assess-
ments, and an array of supposedly transi-
tional limits and constraints on the tax. A
well-designed reform is more likely to suc-
ceed; but it is not necessarily more likely to
be accepted. Tax reform is always as much
or more a political exercise as it is a tech-
nical one. Someone always loses from tax
reform and losers are vocal in their opposi-
tion. Nonetheless, reform requires not only
sufficient and sustained political will and
support to ensure that it is implemented but
sufficient political acceptance to ensure
that it is sustainable and sustained. For such
support to be generated, taxpayers (and lo-
cal governments) must also accept the re-
form. Both are more likely to buy into re-
form if they have been consulted and feel
that their issues have been properly heard.
Consultation raises awareness of the re-
form and stakeholders who have partici-
pated in the consultation process are less
likely to oppose it. Of course, consultation
also runs the risk of consolidating opposi-
tion to reform: it is not always easy to lead
people to the light, especially if they have
little trust in their leaders. As discussed ear-
lier, it is not surprising that property taxes
—and especially increases in property taxes
— may be perceived to be unfair and arbi-
trary. Taxpayers’ perceptions of how fair
the property tax is and how fairly it is im-
plemented affect the extent to which local
governments can raise the tax. There is
some — though hardly overwhelming -- ev-
idence that people treat local taxes as es-
sentially prices for local services, an out-
come which is on the whole to be wel-
comed. More and better ‘taxpayer educa-
tion’ has often been put forward as a way
to increase public understanding and ac-

ceptance of rising property tax bills. How-
ever, the inherent arbitrariness of even the
best assessment procedures when com-
bined with the complex institutional pro-
cess that lies behind the ‘local tax demand’
almost guarantees that many taxpayers will
not understand - or trust - the basis on
which property values are assessed or how
the tax bills they receive are related to those
assessments. A proper communications
strategy engaging businesses, unions, spe-
cial interest groups, academics, and the
broader public may help to overcome some
of the obstacles to property tax reform. But
communication has to be in a form that tax-
payers understand. All too often, there is a
striking divergence between the popular
(and media) ‘frames’ for property tax pol-
icy and those of the experts, who “speak an
obscure and unrecognizable language to
each other” and “have forgotten how to
communicate and ‘frame’ the property and
land tax issue sensibly”. One way to over-
come both the apparent distrust of what
politicians say and the incomprehensibility
of what experts say may be to create a cred-
ible independent panel outside of the direct
influence of the politicians or administra-
tion consisting of both those who know the
subject (experts) and people who know
how to communicate with non-experts to
help develop and interpret the reform pack-
age to the public (Pagano M. A. Jacob B.,
2008).

The residential property tax is a good tax
for local governments, yet it is not a major
source of revenue for local governments in
many countries. Political pressure to keep
property taxes down and to favour certain
types of properties over others (through ex-
emptions or lower tax rates) has resulted in
low tax revenues. Added to low tax rates
and tax base erosion are poor assessment
practices that have reduced many of the po-
tential benefits of the property tax. Taxpay-
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ers have to have confidence in the assess-
ment system, so efforts need to be devoted
to doing it well - and frequently. Property
tax reform, in countries that have tried it,
has been difficult, however (Bird R.M. &
Slack E., 2004). No matter how economi-
cally desirable the long-run outcome of
property tax reform may be in terms of the
equity and efficiency of the tax, its transi-
tional effects may be sufficiently politi-
cally undesirable to forestall any attempt at
reform. In short, there will always be win-
ners and losers from tax reform: those who
were relatively overtaxed before the reform
was implemented will pay less taxes; those
who were relatively undertaxed before the
reform will pay more taxes. The losers
from a change in policy (even if they are
the minority) tend to be very vocal, because
they value their losses more than the win-
ners (even if they are the majority) value
their gains. Furthermore, as the losses tend
to be concentrated and the gains dispersed,
as is often the case with tax reform, nega-
tively affected interests will be motivated
to spend time and resources in political ac-
tion that can result in permanent, institu-
tionalized groups (for example, seniors, or
the owners of office towers, hotels, and wa-
terfront properties) that oppose reform.

Another problem with tax reform is the
widespread suspicion that any change in
tax policy will be used by governments to
raise the aggregate level of taxes so that the
number of losers and the magnitude of the
losses outweigh the number of gainers and
the magnitude of the gains. In short, the
public perception is that tax reform is not
revenue-neutral—a perception which, at
least in the cases where the goal of reform
is to increase revenues, is often correct.
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