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EXECUTIVE SUMMARY

The report bcgins by summarizing the rationale for land-based

finance and the decision criteria that should be used in dcsigning

iand—bascd raxes and fCCS,

The advantagcs ofland il’lClU.dC:

o First and FOYClﬂOSt land has a ﬁXCd ]ocation, dOCS not move

and is visible.

o Administration of land-based revenues can be enhanced and

revenues increased if local authorities piay an active role in

that administration.

o Land-based revenues are often progrcssive in nature as

ownership is gencraiiy concentrated in upper income groups.

o Land—bascd Hnancing may cnablc subnational govcrnmcnts

to bCCOlTlC more autonomous l)y ciosing thC gdp l)CtVVCCﬂ

own-source revenues and CXPCl]ditLerSi

« Land-based instruments tend to promote transparency and
accountability in local government, and may act as a benefit

tax (ic, compensation paid by landholders for the broad set

oﬂ)cncﬁts pI'OViClCd l)y tl’lC lOCéll govcmmcnt).

o Taxes bascd on iand and PI’OPCI’ty tCHd to hQ.VC ICSS Of a

dampcning7 cffect on priv;itc investments and economic

activities than other common types of taxation.

Three ovcrarching factors are identified that must be carcfuiiy
weighed in adapting land-based finance instruments to the
Egyptian context: icgai requirements, the condition of land

markets and the administrative capabiiitics of impicmcnting

agcncics. Each are discussed more Fu“y in the report.

The criteria for sclecting any revenuc instrument include:

Independent and autonomous revenues: In order for
a government to be able to reiiably budgct, the government
needs control over its revenues and needs ﬂcxibiiity in
adjusting revenues to meet community needs. While other
levels of government may determine the lcgal environment
and range of acccptablc rates, governments need to be able to
raise or lower revenues at least at the margin in response to
local needs.

Adequate and stable revenue: In order to facilitate
effective budgeting, own-source revenues should be sufficient

to meet basic expcnditurc needs and should be iargcly reliable.

Immobility of base: Loca“y imposcd taxes should be
placcd on a tax base that cannot be Casiiy relocated to avoid

the tax.

Benefit principle: The taxes paid by a given taxpayer
should correlate with the benefies received from government

by that taxpayer.

Ability to pay: The taxes paid by a given taxpayer should

reflect that taxpayer’s income capacity and abiiity 1o pay.

Compliance costs: The costs borne by taxpayers to
understand the tax, calculate their tax obligation, and pay the

tax should be kept to a minimum.

Ease and cost of administration: The costs incurred
by government to administer the tax, including assessment,

notification, and enforcement, should be kcpt to a minimum.

Transparency: Tax policy should be clear to both
administrators and taxpayecrs, including the method used to
calculate the tax obligation, the amount of tax due, along with

El” paymcnt and Cnforccment Pl‘O\’iSiOnS‘
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o Dolitical acceptability: Tax compliance is in direct o Land value increment taxes
proportion to the pubiic’s understanding and willingness to o Thesale of development rights
pay the tax. Political support from community leaders and o Landleasesand land sales
the public is essential. o Transfer taxes

e Horizontal cquity: Simiiariy situated taxpayers should pay The following table providcs a summary dcscription of cach
a similar tax. instrument. The discussion in the text includes a somewhat
more detailed description of cach instrument and discusses
e Minimal economic distortions: There should be Egypt’s experience with cach. Recommendations are made for
reiatively few changes in consumption or investment improving cach instrument in Egypt. These recommendations
decisions made by taxpayers in response to tax poiicy. Any are summarized in the concluding section of the report.
behavior changes that occur as a result of the tax or fee should
be minimal. Finally, the discussion concludes with suggestions for prioritizing
actions and mapping the way forward.
Seven common land-based finance instruments are brieﬂy
described. These instruments include:
o Recurring taxes on land and property
o Spccial assessments

o DCVCIOPCF exactions

Recurring land and property tax . Recurring tax based on an estimate of the value of land or on land attributes
. Recurring tax based on the value of immovable improvements or on the acributes of the
irnprovements

o Taxonlandand buildings may be separated

Special assessments . Charges assessed in connection with speciﬁc infrastructure improvements
o Limited to recovery of actual costs incurred

o DPaid by landowners who benefit from the improvements

) . Charges assessed in connection with deveiopment approval
Developer exactions

o Canbe paid in cash, in land or in kind

o Paid by deveiopers at the time the project is approved

Land value increment tax o Tax assessed as a percentage of the increase in land value due to public actions or generai market
trends
o Canbe collected in multiple ways
o Paid by landowners who realize the benefits of increased value
Sale of development rights o Payments received in exchange for permission to develop or redevelop land ac higher density or
changed land use

. Rights can cither be sold at auction or at fixed price
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. Payment received in exchangc for frechold title to public land

Sale of public land
Lease premiums and recurring lease payments .
o Permitted land use is spcciﬁcd
o Termsvary from 2 t0 99 years
Transfer taxes and stamp dutics .

Payment received in exchangc for right to occupy and benefit from pubiic land

Charge assessed for recording the transfer of a land title from one private party to another

o Can bC cither a ﬁXCd fCC ora perccntage Ofth Valuc Ofth property bcing transferred

The I'CPOI'E concludcs VVith SUggCSEiOHS {:OK' nexe StCPS. AS pUbllC

ofhicials and civic leaders consider the path forward regarding

land—bascd HHQ.I]CC for urban dCVClOPmCHt, [hC fOHO\’Vng

suggcstions may P[OVC USC[:UI.

1)

Initial steps should focus on those instruments that
will involve the least amount changc in the icgal and
administrative systems a[ready in placc That would suggest
thata good placc €O start may be with spccial assessments.
Thcy have been used cffcctivcly in Egypt with agricultural
improvements and it seems reasonable to extend that
experience into the urban sphcre. This will be cspccialiy
true if the processes implcmcntcd involve local landowners
in the determining which infrastructure projects will be
pursucd. Spccial assessment districts can be dcsigncd o
assure maximum public acceptance for the initial projects.
Those projects will then serve as Cxamplcs for otherareas in

the city and for other cities.

A second priority might be standardizing the sale of
dcvelopment rights at least for largc projects in major
cities. Such projccts are more iikcly to be formalized and

processcs for implcmcnting thC instrument can bC rcﬁned.

Moving bcyond these two options will require that Egypt
confront the issue of informal construction at least as far as
additional new construction. Without meaningful progress
on this front, licde progress can be made wich the other
instruments. Once again, an essential element in rcducing
the amount of informal dcvc]opmcnt will to reform the

appiication approval process for new dcvclopmcnt.

Once there are effective policics and practices to minimize
informal development, deveioper exactions can become
a signiﬁcant source of revenue for meeting the needs
of growing urban areas. The intent is not to curtail new
dcvclopmcnt bur to cngage dcvclopcrs in the process of
addrcssing the infrastructure and service needs created by

their dcvclopmcnts.

Either fb“owing or concurrently with the cxpansion of
dcvciopcr exactions should come the extension of scliing
additional dcvclop rights in smaller projccts and in smaller
cities. Agam‘ this can only happcn after progress is made to

I'CdU.CC informal dCVClOPmCIlt.

Fina”y,communitylcadersshouldconsidcrfurthcrrcFormS
to the annual real estate tax at least as recommended
prcviously. As an additional step, Egypt may wish to
consider separating the tax on urban land from the tax on

urban buildings. Both should be taxed, but at different rates.

This is an ambitious agcnda and it will ctake years to fu“y

implcmcnt it. Success will depcnd on gaining the truse of the

public that revenues collected will be spent on projccts that

benefic the community in visible and tangiblc ways. It will also

dcpcnd on strcngthening the capacity and effectiveness of local

gOVCI’HlﬂCIltS. Whll(. tl’lC W&y {:OI’VV&['d may scem daunting, thC

long rerm anCﬁtS to Egypti&lll SOCiCty \Vill bC profound and \’Vﬁ”

worth the significant effort that will be requiredi
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Introduction

In March, 2015, the Arab Republic of Egypt launched ics
“Sustainable Development Strategy.” (SDS) Egypts vision for

2030. This ambitious strategic plan will involve:
. Rcclaiming one million feddan,

o The creation of one million social housing units,
. Adding 4,800 km to the road network, and

o Other important social and economic devclopment

initiatives.

lntcgral to the SDS is reforming the national planning procc:ss‘l
A number of the elements in this process relate to land
dcvelopmcnt, land use management, land registration and land

law Cnforcemcnt.

With a land area of just over one million square kilomerters (km?)
and an overall population density of 83 peoplc per km?, it may
appear that land is in rich supply in Egypt. However, only 7.8%
of Egypt’s land area is currently inhabited. Further, over half the
nearly 90 million population lives in urban areas totaling less than
1% of Egypt’s total land area. The population dcnsity in these

areas averages over 4600 persons per km? and is over 48,200 per

km?® in the inhabited portions of the Cairo governorate.” Serviced

land is in high demand and short supply.

While the proportion of the Egyptian population living in
urban centers is still less than 50%, it is important to recognize
that successful economic and social dcvclopmcnt often increase
urbanization in a country. With increased urbanization, the
cconomic importance of land increases as well. This creates
both challenges in meeting the needs of low income urban
populations and new Opportunitics to generate revenucs to meet

tllC many challcngcs urban lCElClCFS must overcome.

One important pattern among highly urbanized countries is that
they tend to rely more heavily on land-based taxes. A review of
64 OECD and non-OECD countrics shows a strong positive
correlation beeween the urban population percentage and land-
based taxes as a percentage of GDP. The table presented in the
adjacent box illustrates this point. While the average land-based
tax revenue for these countries is about 0.75 percent of GDP,
the average among highly urbanized high income countries
is over 1.5 percent of GDP. Whar the table suggests is that as
urbanization intensifies in a country, and cspccially if income
levels increase, land becomes increasingly important in financing

sustainable urban dCVClOPant.

"E-Megharbel, Nihal, 2015, Sustainable Development Strategy: Egypts vision 2030 and Planning Reform, presentation, New York: Integrated Approaches to Sustainable Development Planning and Implementation, May 27,
2015. (heeps://sustainabledevelopmentun.org/content/documents/ 15262 E-Megharbell, %20 Egypr%20NSDS %2020150527 pdf )
* Central Agency for Public Mobilization and Statistics, 2015, Egypt in Figures 2015: Population, page 16, htep://www.sisgoveg/newvr/EgyptinFigures2015/EgyprinFigures/ Tables/ PDF/1-%20/pop.pdf
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Box 1: Urbanization and reliance on land-based taxes

(RCCU.I'I'Cl’lt raxes on immovabic PI'OPCI'ty asa pcrccntagc OfGDP)

World Bank income level

Urban popuiation Number of
% of tocal) Low & Lower U ddl - el Box 1 describes the rciationship between
% of rota i i countries
Gt middle ppermiade 8 on SOREEE urbanization and just one land-based
Less cthan 60% 0277 0460 0.358 0.347 15 ﬁnancing instrument: the annual tax on
61%to 79% 0415 0.430 0653 0531 28 immovable land and propercy. There are a
f other i
e 0443 1543 1330 51 number of other instruments used around
theworld. Manyof these represent signiﬁcant
Toral 0.327 0.439 1.063 0751 64 ) ;
sources of funding for infrastructure and
Number of countries 11 19 34 64

other urban improvements.

Source: Tax data taken from Norregaard (2013), Urbanization data from World Bank (bttp://data.worldbank.org/indicator/SPURB.TOTL.IN.ZS)

The purposc of this reportis threefold: Oniy a brief dcscription of cach instrument is providcd
here. For a more compictc discussion, with references and

1. Bricﬂy review the range of urban financial instruments that ~ numerous cxampics from around the world, the reader is
are tied to land referred to the UN-Habitat/Global Land Tool Network
pubiication Leveraging Land: Land-based Finance for Local

2. Describe the status of each instrument in Egypt Governments—A Reader. Before proceeding to a summary
dcscription of the various instruments, it will be useful to set the

3. Recommend potcntiai opportunitics for improving land- context i)y bricﬂy reviewing the rationale for using land-based
based finance in Egypt ﬁnancing instruments and by reviewing the criteria that are

often used in choosing between the available options.



RATIONALE FOR LAND-BASED FINANCE
AND DECISION CRITERIA

In virtually all dcvcloping countries, sub-national governments
rcly on a combination of central government transfers, user
chargcs and local taxes. It is widcly acccptcd that taxes and
chargcs related to land are underutilized. However, even it thcy
were more aggrcssivc]y cmploycd, land and property taxes are
unlikcly to providc sufficient revenue to finance major social
cxpcnditurcs such as education, health care and social assistance.
Conscqucntly, land-based taxes and chargcs can and should be
grcatly improvcd, but thcy will always constitute only part of the
bundle of revenues local governments require in order to meet

thff burgconing dcmand FOI” services and infrastructurc.

Land has a number of advantagcs for local leaders as a basis for
raising a signiﬁcant share of the revenues necessary to meet local

I’]CCdS.

o First and fbrcmost Llnd has a ﬁXCd [OC’dtiOH, dOCS not move

and is visible.

o Administration of land-based revenues can be enhanced and
revenues increased if local authorities play an active role in

that administration.

. Land—bascd revenucs arce oftcn pI‘OngSSiVC in nature as

owncrship is gcncraﬂy concentrated in upper income groups.

« Land-based financing may enable subnational governments
to become more autonomous by closing the gap between

own-source revenuces and cxpcnditurcs‘

o Land-based instruments tend to promote transparency and
accountability in local government, and may act as a benefic
tax (ic, compensation paid by landholders for the broad set

ofbcncﬁts p[’OVidCd by thC local govcrnmcnt).

o Taxes based on land and property tend to have less of a
dampcning effect on private investments and economic

activities than other common types of taxation.

Land~bascd revenuc SyStCIﬂS in dCVClOPng nations also l]aVC

drawbacks. These include

o Administration—Land-based  revenue systems  require
strong and effective local government administration, and

coﬂaboration b(l[VVCCH multiplc lCVClS OEgOVCI‘HmCl’lt

o Valuation—Methods for estimating the value of property
are frcqucntly dcsigncd to be based on some concept of
a property market. While there are alternative simplcr
approachcs to valuation, the judgmcnts and administrator
discretion necessary in many valuation systems can present a

challenge for local capacity.

o Taxpaycr rcsistancc—Many of these instruments are
cxtrcmcly visible comparcd to other taxes levied on or
through businesses, and thus may provokc signiﬁcant taxpayer

resistance.
Overarching requirements

There are quite a number of potcntial land-based finance
instruments, and many variations on these as thcy are
implcmcntcd around the world. It is essential to recognize that
instruments that work cffcctivcly in one context may require
substantial adaptation to be useful in Egypt. There are three
ovcrarching factors that must be carcfully Wcighcd in making
such adaptations: lcgal requirements, the condition of land
markets and the administrative capabilitics of implcmcnting

agcncicsi



Legal requirements for land-based financing

Oneofthe kcy stepsin implemcnting, updating or reforming any
policy or practice related to land is a review of the relevant lcgal
provisions at all levels of government. Dam (2006) notes that
there is now substantial agreement among both academics and
the research departmcnts of international financial institutions
that lcgal insticutions piay avital role in cnabiing and promoting
cconomic dcvciopmcnt. The core iogic is that security of
property riglits and the integrity of property contracts undcrpin
investment and trade. These, in turn, support cconomic growth
and dcvclopmcnt. (Haggard, Maclntyre, and Tiede 2008,
Haggard and Tiede 2011) Informal institutions are importantin
many Countrics; however, formal icgal institutions are cspccially
important in relation to efforts by governments to lcvy taxes and

fees related to land.

Impicmcnting a tax or fee that is related to land rcquircs that the

enabling legal framework address several key factors, including;

e What aspect of the land will be subject to the tax
or fee? Dcpending on the fee selected, the answer to this
question could vary from simply the size and location of
the land, to the transfer of a set of land-related rights from
one party to another, to the pubiicly granted right to usc or

devciop theland ina particular manner.

e Which properties will be subject to the tax or
fee? In many CONtexts, poiicy makers seck to distinguish
between different land uses or different types of land holders.
Such distinctions should be kcpt to a minimum in order to
minimize errors and abuse, and to facilitate administration.
But to the extent that not all properties are to be treated the

same, the desired categorics should be defined in law.

¢ How will the taxable value be determined? Value
Could bC dCﬁnCd Slmply based on size and lOCatiOn. It Could
also reflect some concept of the monetary value of ownership
or occupancy rights. Or the taxable value could be the

increase in monetary value rcsuiting from a public action, as

Leveraging Land in the Arab Republic of Egypt:
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determined by the land market. In all cases, the enabling law
should make clear what will be taxed and how the value of the

tax base will be measured.

What tax rate, fee rate or range of rates will be
applied? The races will be applied to the base value to arrive
at the tax or fee obligation. The law should set forth the rate
(or range of rates) that will be used. If multiple property
categorics or land holder categories are used, the law should

dcﬁnc thC rates that élpply to cach Cl;lSS OE pI'OpCI'[y or land

holders.

At what point in time will the tax or fee obligation
be incurred and when must the tax or fee be
paid? Depending on the instrument used, the tax could
be determined on a spcciﬁc date each year, or it could be in
connection with a spcciﬁc land-related event, such as the
transfer of the property from one party to another. The
amount of time that the taxpayer has to pay the tax or fee, and
any consequences forlate payment should be addressed in the

law.

Which government entity or entities will be
responsible for administering the tax or fee? Not
all aspects of administration should be handled by the same
entity. Itis often the case that different agencices have different
expertise and that collaboration between agencics leads to
better administration. Wich an eyeto efhicientadministration
and low compliance costs, the law should set forth which

entities will be responsibie for at least the foilowing tasks:

(0] Monitoring and tracking iand holdcrs, lélﬂd PIOIS and thC

connection ]DCU’VCCH thC two

o Dctermining the base value that will be used to determine

the tax or fee
o Assessing or calculating the amount of the tax or fee due

o Preparing and dclivcring the tax or fee notification
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) Rcsponding to taxpayer questions and processing appcals
o Collccting the tax or fee
o Exccuting enforcement procccdings against tax avoiders

o Which level or levels of government will receive the
revenue generated by the tax or fee? Entitics involved
in administering any aspect of the tax should also reccive
sufhicient funding to cover their costs. How the remaining
proceeds should be divided between government entities will

depend on
o The extent of fiscal decentralization

(¢] ThC number and EyPC ofgovcrnmcnt services assigned to

local governments
0 Any potentia] need for revenue sharing

(@] Any Ways central gOVCntT]CHt transfers are USCd to

incentivize and respond to local tax collection efforts

To create appropriatc incentives for all stakeholders, the law

Sl’lOU]d bC c]car on hOVV Funds V\/i“ bC a”ocatedi

The enabling law must be adopted by the same lcgal authority
that authorizes other taxes. At present the lcgal environment in
Egypt is highly centralized. While there are 27 governorates, laws
governing local administration gcnorally originate at the national
level. Individual governorates and cities must then enact their
own ordinances within the framework established by national
law in order to actually implcmcnt the instrument and set forth

the details for its administration wichin the local context.

In gcncral, law at the central level establishes a lcgal framework
that permits the use of an instrument and defines its gcncral
parameters. The speciﬁc parameters and implcmcnting stratcgics

are sct FOI'th in lOC&l l;lVV.

Careful attention to both the enabling legislation and
implcmcnting local ordinances is essential to assure that the
instrument selected is acccptcd by the public and the courts, and

that it can be effectively, cfhciently and fairly administered.

Dynamics of urban land markets and land values

One of the kcy assumptions of many land-based ﬁnancing
instruments is that the value of land is socia”y determined
and can be influenced by public actions. Additionally, land
markets are socially constructed and require certain conditions
to exist and thrive. These conditions do not always hold in
practice. In targeting any land-based ﬁnancing instrument for
implcmcntation or improvcmcnt, itis important to consider two

points:

o Does effective use of the instrument rcquirc a functioning

land market?

o What prcliminary actions might be needed to strcngthcn

the land market?

Wallace and Williamson note that “countries with land markets
undeniably cnjoy improved capacity to generate wealch out of
their land..” (Wallace and Williamson 2006, 133) Accessing
this wealth for public purposes is the central issue in land-based

financing for urban development.

The instruments discussed here are intended to providc such
access, but because several of the tools rCly in some way on
functioning land markets, the maturity of those land markets

must be considered in sclccting and adapting many instruments.

Administrative Requirements

To understand the administrative requirements related to land-

bascd ﬁnancc, it is hClpﬁll ﬁfSt to undcrstand thC PTOCCSS 0{:



dcﬁning, assessing and coHecting a land-based revenue. Figure 1
providcs an overview of the process tor assessing and coﬂccting
any land-based tax, fee or chargc. The process bcgins with the
Cnabling lcgislation, requirements for which were described

more ﬁllly abovc.

Land administration functions—Regardlcss of the spcciﬁc
land-based finance instrument, administrators must idcntify
the persons or business entity the will pay the tax or fee. To
adapt a phrasc borrowed from the public finance literature,
land does not pay taxcs. Only peopie pay taxes. A kcy role for
land administration therefore is to associate real people with
cach plot of land or cach taxable portion of a building. This

identification and association may be straightforwa.rd if the

Figure 1: The Land-based finance assessment and collection process
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landholder is sccking approvai from the city to dcvclop his or her
property. It can be much more complcx if the property is held
under customary tenure or ownership of the land has never been
formally rcgistcred. Thus, the requirements faced in carrying out
the land administration functions will vary by country, culture

and the spcciﬁc land-based finance instrument.

At present, Egypt’s land administration system is pcrccivcd to
be lcgally complcx and prone to corrupt practices. Businesses
rate the protection of property rights in Egypt as weak (Global
Competitiveness Report, 2014-2015). While the cost of
registering property is rclativcly low comparcd to other countries
in the region, the process is very time consuming and requires

more than twice as iong as tl’lC rcgional avcragc.
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Valuation functions — The amount duc of a tax or fee is
a function of the base value and the applicabic rate. Unlike
most other taxes and fees, detcrmining the value of the base for
land-based taxes and fees can be tcchnica“y quite challcnging.
Land is unlike other goods that are sold for clcarly identified
prices. Dctcrmining the value of a plot of land and attached
buiidings is much less clear, cspccia]ly if the land and huildings
have not sold in the market for decades or ever. Even if there is
a rcportcd transaction, vcrifying that the rcportcd transaction
price is reasonable requires dataand expertise. There are simplcr
valuation methods based on the characteristics or size of land and
buildings as indicated in the foliowing table. chardlcss of the
approach taken, valuation functions still require adcquatc staft

time and knowlcdgc.

For cxamp]c, ifa dcvclopcr seeks approval to changc the land use
fora given plot ofland, the dcvciopcr will contact the appropriate
city staff. The staff can then calculace any fees due and promptly
notify the dcvclopcr. If, on the other hand, the finance instrument
is an annual tax on land and property value, the process can be
more difficult in some contexts. Gcncrating and dclivcring
the tax notices may require door-to-door visits by city staff or

contractors. The resources rcquircd will again vary hy instrument.

Collection functions — All of the politicai and administrative
work in dcsigning a land-based revenue system is worth little
if efforts to actually collect the revenue fall short. Collection
functions involve first a reliable and secure process for receiving

and accounting for funds. In addition, the collection functions

Valuation Methods

Non-Market Approaches

AI”CQ:IDQ.SCCI assessment
Valuc banding approach

Cadastral valuc approach

Samc valuc constant pCl‘ squarc meter (land and/or ﬂOOl‘ arca) within cach zone
Samc rax {:Ol” cach PI'OPCI'ty Within a rangc ofvalucs

Avcragc markct valuc PCI’ squarc meter by zonce and land usc class

Market-Based Approaches

Comparable sales approach
Cost approach
Income approach

Annual rental value

Rate setting function - Setting the final tax rate is generally
a political balancing process constrained by lcgal limitations
and public acceptance on one hand, and revenue needs on the
other. The cha“cngcs associated with raising sufficient revenue
in a manner that is transparent and publicly acccptahlc can be

daunting.

Billing functions — Once the base foraland-based instrument
is estimated and the rate set, it is necessary to calculate the final
tax or fee, notify the affected parties and resolve any questions or
appcals that emerge. The process of caiculating the amount due
and notifying the affected parties can be fairly straightforward for

some tyPCS ofinstrumcnts.

Value comparcd to recent sales of similar properties
Costof buying land and constructing the building
Capitaiizcd annual income that can be gcncrated by the property

Annual rent that could bC CO”CCECd FOY lcasing tl’lC propcrty

include pursuing those who seck to avoid to pay their obligation
when due. Such pursuits require access to both administrative
sanctions and pcnaltics and well as effective and timcly support
from the courts. Even with adcquatc legal grounds for appiying
sanctions, lack ofsupport from senior political leaders and the

courts can limit the effectiveness of collection efforts.

In sum, dctcrmining the way forward in adopting, adapting and
implcmcnting a land-based finance instrument requires carcful
consideration of the level of administrative resources rcquircd,
and where those resources are located within the government.
If the administrative resources do not currcntly €exist, thcy must
cither be dcvciopcd or acquircd if the overall effort is to be

successful.



General tax evaluation criteria

When Cvaluating revenue generating alternarives, it is important
to consider mu]tiple criteria to ensure taxes are assessed and
collected in the most efficient and cquitablc manner possiblc.
Common tax evaluation criteria considered in relation to any tax
include the following (Cornia 2013, Slack 2013, Rosengard 2013,
Fisher 2007):

e Independent and autonomous revenues: In order for
a government to be able to rcliably budgct, the government
needs control over its revenues and needs ﬂcxibility in
adjusting revenues to meet community needs. While other
levels of government may determine the lcgal environment
and range of acccptablc rates, governments need to be able to
raise or lower revenues at least at the margin in responsc to

local nccds.

e Adequate and stable revenue: In order to facilitate
effective budgeting, own-source revenues should be sufficient

to meet basic cxpcnditurc needsand should be largcly reliable.

o Immobility of base: Locally imposed taxes should be
PlaCCd on a tax baSC thﬂt cannot bC CaSlly rClOCath to avoid

the tax.

e Benefit principle: The taxes paid by a given taxpayer
should correlate with the benefits received from government

by that taxpayer.

° Ability to pay: The taxes paid by a given taxpayer should

reflect that taxpaycr’s income capacity and ability to pay.

o Compliance costs: The costs borne by taxpayers to
understand the tax, calculate their tax obligarion, and pay the

tax should be kcpt to a minimum.

e Ease and cost of administration: The costs incurred
by government to administer the tax, including assessment,

notification, and enforcement, should be kcpt to a minimum.
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e Transparency: Tax policy should be clear to both
administrators and taxpayers, including the method used to
calculate the tax obligation, the amount of tax due, along with

all paymcnt and Cnforcemcnt provisions.

o DPolitical acceptability: Tax compliance is in direct
proportion to the pub[ic’s undcrstanding and wi[lingncss to
pay the tax. Political support from community leaders and

the public is essential.

o Horizontal equity: Similarly sicuated taxpayers should pay

asimilar tax.

¢ Minimal economic distortions: There should be
rclativcly few changcs in consumption or investment
decisions made by taxpayers in response to tax policy‘ Any
behavior changes that occur as a result of the tax or fee should

be minimal.

Many of these gencra] tax criteria can be made more speciﬁc
when applicd to land-based revenue. The criteria must also
take into consideration the role of other levels of government
both in funding services and in administration. Land-based
taxes and fees may not meet all these criteria. In fact, there are
No taxes in practice that stricdy adhere to all tax criteria. (Bahl
and Cyan 2011a) Some tradeoffs exist in all tax policy making,
and perceptions of taxpayers differ dramatically dcpcnding on

circumstances and actitude.

Kcy to the political acceptance of land-based taxes and fecs is
the public’s clear undcrstanding of the benefits received through
compliancc. If taxpayers can see the tangiblc benetits thcy receive
in improved public services and enhanced infrastructure, thcy

will be much more Willing to pay the tax or fee.

It must also be rccognizcd that land plays an essential social
function in any socicty. Making land available to all segments of
society is fundamental to the achievement of human flourishing
more broadly. In addition, land use and dcvelopment have

important externalities for the surrounding community which
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can be either positive or negative. Appropriate land development
in a coordinated manner can greatly improve the quality of life
ina community while protecting the environment for all. At

tl]C Otlle extreme, there arc numerous examples around thC

world where land development activities have damaged the

environment or contributed signil‘icantly to current and future
urban challenges. In addition to generating revenue, land-based
ﬁnancing instruments can play animportant role in incentivizing
and promoting the positive social contributions of coordinated

land usc and dCVClOPmCHt.
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LAND-BASED FINANCING INSTRUMENTS

If taxpayers can see the tangible benefits they receive in improved public services

and enhanced infrastructure, they will be much more willing to pay the tax or fee.

This section reportsavery bricf dcscription of the most common
land-based instruments implcmentcd around the world. A more
detailed discussion of cach can be found in the Annex. This
section also providcs a brief dcscription of how each instrument
has been or is bcing used in the Egyptian context. Finally, a set
of recommendations are included regarding cach inscrument.
These recommendations are summarized at the end of the

section as well.

Instrument 1: Recurring taxes on
land and property

One of the oldest land-based revenue sources is the recurring
tax on land and, often, immovable structures on the land.
Recurring means that the taxis assessed and is payable at regular
repeating intervals, most commonly annually. There has been
an annual land and property tax in Egyprs legal system at least
since the Ottoman Empire. Indeed, some of the oldest known
records of landownership for tax purposes are Egyprian and

date to 3000 BCE.

The important elements of the instrument can be groupcd into

two broad catcgorics: policy issues and administrative issues.

Policy issues

The policy choices surrounding recurring taxes on land should be
articulated in law and formal policy statements. The cnal)ling law
should therefore:

o Define what is taxable

o Define the meaning ofand set the process for dctcrmining

taxablc valuc

o ldcntify whois rcsponsil)lc for paying the tax

o Determine the process for setting the land and property
tax rate(s)

D Assign the rcquirf:d administrative  functions  to
appropriate agencies

. Assign the tax revenue

The adoptcd policics should adhere to acccptcd principlcs,
including:

o Dcﬁning the taxable base should follow the fundamental
principlc of good tax policy: broaden the tax base and
lower the tax rates.

. Dcﬁning who pays the tax— the tax should be collected
from property owners if thcy can be rcadily identified.
Otherwise the tax should be collected from the occupants
or beneficiaries of the land.

. Excmptions should be l<cpt to a minimum, should be
thoughtfully justiﬁcd, and should be reviewed rcgularly to
assure that their public purposc is still valid.

o Valuation of property can be based on annual rental
value as it is in Egypt, or on capital market value, physical
property characteristics or a hybrid approach, based on
the maturity of real estate markets, and the administrative
capacity of implemcnting tax agencies.

o The number of property classes should be kcpt to a
minimum.

o Unless there is a compclling reason, there should only
be one tax rate for all property classes within a given
jurisdiction.

o The range of acccptablc rates can be setat the central level,
but local ofhicials should have the authority to determine

the final rate within the approvcd range.
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Administrative issues

[t is often the case that revenue from a recurring tax on land and
property can be signiﬁeandy increased if the administration of
the tax s improved. Administration includes:
o Improving coverage (i,e,, the proportion of legaﬂy taxable
property included on the tax rolls)
o Improving the accuracy and timeliness of property
valuation
« Improving billing and collection procedures, including
taxpayer services for processing taxpayer inquiries and

dpp eais

Strong administration of the recurting tax on Jand and property
requires trained pcrsonncl and an adequatc budget to fund all
aspects of the administration. The required expertise need not
reside in a singie agency, and it is often most effective to share
the rcsponsibiiity for administration between agencies with
speeialized personnei. Central governments play an important role
in providing training, administrative supportin complex sicuations,

andin ovcrsight to assure efﬁcicncy, cffectiveness and fairness.

Egypt’s annual real estate tax

Prior to 2008, the building tax’ in Egypt generated very lictle
revenue. The large majority of propertics were excluded from
the base and valuations of the remaining properties were badly
out of date. In 2008, the Building Tax law was introduced as part
ofa larger tax reform agenda. Political opposition at the time
prevented implementation of most parts of the new law. In 2011,
the Supreme Council of the Armed Forces (SCAF) proposed
modifications which were to take effect in January, 2013. In
December, 2012, the government announced new legis[ation to
replace the SCAF modifications which were to take effectin July,
2013. That government was dcposed prior to implcmentation of
the changes. On August 19, 2014, President Abd Al-Fatah Al-
Sissi issued presidential decree No. 117 amending the Building
Tax Law No. 196/2008. The new law was intended to improve

rax CO“ﬁCtiOn, increase government revenue, direct new revenuce

to development projects in local administrative units and

diseourage land speeuiation.

The new law expands the tax base by including all properties
in Egypt inciuding those under construction. While the law
is referred to as a building tax, the tax applies to all developed
property and includes both land and building value. Property
values are to be reassessed every five years. A single tax rate of
10% of the net annual rental value® applies toall propertics. The
combined eftect of these policies will be to increase the number
of properties listed on the tax rolls, keep the valuations of all listed
propertics more current and make administration of the tax by

the Real Estate Tax Authority more uniform and efhicient.

At the same time, the new law is unlikely to increase government
revenue or generate new revenue for local administrative units.
Two elements of the new law will combine to limit the revenue

gcneratcd by the building tax.

First, the law setsa eeiling onassessed value increases. Residential
values may not increase by more than 30% from one assessment
date to the next. The assessed value of non-residential propertics
may not increasc by more than 45% over the five year assessment
interval pcriod. (Article 5, The Ofhicial Gazetee, 2008 and 2014)
These limits are likely to impose long-term limits on revenue
potentiai. Inflation in Egypt has averaged 9% per year over the
past half century. Using official inflation statistics published by
CAPMAS and available from the Central Bank of Egypt, a
property valued at EGP 900,000 at the beginning of 2010 would
be valued at EGP 1,327,000 at the end of 2014 due simply to
inflationary changes. This represents a 47.3% increase in valuc.
But under the current law, the assessed value could not increase
by more than 30%. Thus, when the property is revalued, the
taxable value will, by law, be nearly 12% below the markert value.
Further, if the rate of annual inflation averages any value higher
than 5.4%, the disparity between taxable value and market value

will continue to widen.

The second limitation on revenue potential created by the law

relates to thC exemptions granted to property Oowncers. OHC

3 le Sl"lQLlld IJC notcd [l]&[ Eg‘{P[ 3130 ha\S an Agricultural Land ‘erX \VhiCh is not diSCUSSCd l]Cl‘C. LS.W 34// 1 978 ‘AlSO imposed an annual tax Of 2% on vacant l&l\d \Vi[hil\ cities, howcvcr [l’liS law ‘was fOUIid to bC Lll]COﬂSl'iU.l[lOnAl n

1993 The COIJI‘(’S rcasonmg COLllCl bC chr\lienged (Odély, but SuCh an Lll’ngl’l]Ci’lt 1S beyond [11C SCOPC O{[l’AiS ilnil]/\’SiS.

N “"iC net annual rcnt:ll valuc is [l]C gl’OSS rent lCSS a standardized dCdUCUOﬂ for CXPCHSCS. 'HIC dCdLlC[lOn is 30% for l’CSian[ia\l pl’OPCrUCS le]d 32% {Ol’ non—rc51dcnrial pmpcrt_y.
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exemption applies to the 2.6 million apartments subject to rent
control. About 52% of Egypt’s houscholds rent their housing, and
those units subject to rent control constitute about 18% of all rental
units.” Because the nominal rent for these apartments is negligible,

a tax based on rental value would yield very licele revenue.

More important from a revenue perspective is the exemption
granted to all residential property owners. All principal
residential propertics with an assessed value of less than EGP 2
million (or EGP 24,000 annual renal value) are exempt from
the building tax. Additional residential propertics owned by
the same individual are not exempt. For propertics valued at
over EGP 2 million, the tax is duc only on the amount over the
EGP 2 million threshold. Under the 2008 version of the law, the
threshold was EGP 500,000 (EGP 6,000 annual rental value).
All non-residential propertics with assessed values below EGP
100,000 (EGP 1.200 annual net rental value) are also exempt.
Exemptions have also been grantcd to a range of properties

owned by the armed forces. (Article 18,2014)

The effect of the current exemption threshold for residential
property is to exempt the large majority ofproperties from any
tax. With the thresholds created by the 2008 law, it was estimated
by the Real Estate Tax Authority that 90% of the propertics in
Egypt would be exempt from the tax. There seems little reason
to expect a different outcome with the much highcr exemption
level of EGP 2 million. Additionally, even the tax on residential
properties beyond the primary residence can be avoided by

registering the property in the name of a family member.

In the national budget for fiscal year 2014-2015, the government
budgeted EGP 3.68 billion in revenue from the Building Tax.
This would be a dramatic increase over the average of EGP 281
million receivedin the prior five budget cycles. Actual collections
are running substantially below the budgeted amount and appcar
to be only sliglitly higbcr than in prcvious years. Between July,
2014 and May, 2015, the total revenue from the building tax was
EGP 380 million, compared to EGP 224 million for the same
pcriod onc year carlier. While this represents a 70% increasc in

revenue, it is \Vﬁll lDClOVV thC projected 15 FOld increase Pl‘OjCCth.

This revenue shortfall also has implications for the level of
new resources made available to local administrative units.
The current policy spcciﬁcs that the Ministry of Finance will
administer building tax revenues according to a predetermined
division among three recipients: 25% will be allocated
to governorates, 25% will be earmarked for the Informal
Settlements Development Facility, and the remaining 50% will
be used to improve education, healch and pensions, and to fund
dcvclopmcnt programs in the governorares. Obviously with
only modest increases in actual revenue, and the need to spread
the revenue between multiple programs and 27 governorates,
the increase in available funding in the governorates will be very

modest.

Thus, while Egypt has been successful in cxpanding the number
of properties listed with the Real Estate Tax Authority and in
improving some of its practices, law and policy combine to
constrain the revenue potential of the building tax and assure

that by international standards it will continue to underperform.

Recommendations

Egypt should consider carefully several further modifications
for the annual building tax. Recognizing the political challenges
that have confronted reform efforts for this tax since 2008, the
design and staging of these modifications will require careful
thought Itisalso likely that they will require other administrative

adjustments and certainly astrong public awareness campaign.

o Valuation — To the extent technically teasible, the assessed
value oflandand improvements shouldbe equal to the market
value as of the assessment date. Valuation should be seen as
a technical exercise that is largely independent of political
constraints or revenue needs. For the system to function
properly and be pcrccivcd as fair, assessed values should be
as close to market values as possible. Other more effective
approaches exist for managing the burden on taxpayers such

as t;l['g(.‘t(:d cxcmptions or tbrough rax CI'CdltS.

> Egypt Data Porral, 2015, Houscholds by type of residence ownership. heep:// cgypropendataforafrica.org/kamumk/houscholds-by-type-of-residence-ownership#
¢Tadamun, 2015, What to Expect from Egypts New Building Tax Law?, heep://www.tadamun.info/2015/03/31/analysis-amendment-law-196-2008-property-tax/ lang=en# VkUW8zZdFaS, accessed November, 2015
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o Tax rate — Local administrative units need more flexibilicy
and control over the revenue gcncratcd within their
communities. This could be achieved by sctting a range of
acccptablc rates at the national leveland al]owinggovcrnoratcs
(or lower) to select the final rate within the approvcd range.
Aitcmativciy, if there is a singic national race, governorates
could be allowed the option of setting a supplcmcntal rate
(within an approvcd rangc) to be collected aiong with the
national tax but remitted dircctly to local authorities. To
maximize the political acceptance ofa purciy local rate, it may
prove desirable to earmark the revenue received for spccii'ic
purposes such as road improvements, strect lighting, pubiic

spaces or other clcariy visible public purposes.

o Exemptions — The basic strategy employed by Egypt
in exempting a fixed monetary amount for all residential
property is sound. The difficulties arise when the current
exemption levels are applied. Exempting the first EGP 2
million means that the vast majority ofpropcrty owners will
pay no building tax. The government should first consider
rcducing the deduction for expenses from 30% to 20%.
This would be more in kccping with the practices in other

countries.

Sccond, the government  should  consider reducing  the
cxemption for primary residential property to abour EGP
50,000 (or EGP 600 in annual rental value). This may scem like
a hugc tax increase, but consider the fo“owing statistics from the

2012/2013 Income, Expcnditurc and Consumption Survey:

o Over 94% of Egypt’s households live in one of four types
of dwellings: Apartment (74%), country house (18%), villa

(0.5%) or “more than 1 apartment” (2%).

o 'The average estimated rental expenditure for these
types of dwellings in 2012/2013 was EGP 3312. Rents
were somewhat highcr in urban areas (EGP 3,877) and
somewhat lower in rural arcas (EGP 2.855). They were

also highcr for Villas.
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o If the deduction for expenses were lowered to 20% and
the residential exemption to EGP 600 in rental value, the
rcsulting tax on the average property of cach type would

range from EGP 138 for country houses in rural areas to

EGP 1,764 for urban villas.

« Given the average incomes of those iiving in these
dwc“ings, the average building tax burden would be less
than 1% of annual household income for all housing types
except urban villas. For these very high end properties, the

average burden would be about 2% of annual income.”

Reducing the deduction for expenses and revising the residential
exemption are necessary if the annual revenue target of EGP
3.5 billion or more is to become practical. Granting local
administrative units ﬂcxibility in setting the final tax rate will
empower local leaders to be more responsive to local needs.
Of course fostcring popular support for changcs on this level
will require that taxpayers understand clcarly how the increased
revenue will be spent  to benefit their communities and

ncighborhoodsi

Instrument 2: Betterment charges and
special assessments

It is important to recognize that similar land-based finance
instruments are called different names in different countries.
At the same time, a similar name does not ncccssarily mean the
same thing in different national contexts. Such is the case with
bettermentleviesin Egypt. Inmost parts oftheworld, betterment
levies for cost-recovery are gcncra”y one-time chargcs assessed in
connection with spcciﬁc government infrastructure investments
or pubiic decisions. In Egypt, the betterment lcvy is much closer
to a chargc assessed to dcvclopcrs for approving additional
dcvciopmcnt dcnsity. To be clear, this report will refer to chargcs
intended to recover the cost of spcciﬁc investments as Spcciai

assessments.

7 A more detailed summary of the impact of these suggcs‘tcd changcs on taxpayers and on revenue is available upon request.
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Spccial assessments can beleviedin caseswhere public investments
benefic particular landowners much more than the community
as a whole. For cxamplc, in some situations roadway intersection
improvements will reduce congestion and improve access to
adjaccnt businesses. In such a case, the affected businesses are often
quite Willing7 to pay for the rcquircd improvements. Residential
landowners may also be Willing to pay additional fees in order
to obtain better ncighl)orhood infrastructure such as improvcd

street lighting, pul)lic space improvcmcnts or better roads.

The kcy features of a spccial assessment are related to costs and
benefits. The instrument is intended to recover the cost of a
spccil‘ic investment from existing landowners. Those landowners
benefit from the investment in terms of improvcd infrastructure,
bur most dircctly in terms of increases in the value of their land.
The reason businesses are Willing to pay such assessments is that
the investments make their businesses more valuable. The same
is true for residential property. The land becomes more valuable

because public services are improved.

Because not all land benefits cqually, the amount of the
assessment usually varies with the amount of benefit received.
Thus, land that benefits the most from improvcd road access will
be chargcd a highcr assessment than land that does not benefitas
dircctly. Land that is quite distant and arguably will not benefic
at all will not be chargcd any spccial assessment. If the case
can be made that the entire community will benefit, then the
investment should be funded through a general tax increase or

some othcr mcchanism‘

There are two importantvariations in how spccial assessments are
implcmcntcdi In many instances, the spccial assessment is levied
as a one-time chargc that landowners must pay in a lump sum.
This approach has been widcly and succcssfully used, but it can
posc a financial burden for landowners. The second approach is
also fairly common. It allows landowners to pay the assessment
over a pcriod years, very often in combination with the annual
tax on land and property. This approach placcs additional

administrative requirements on the government jurisdiction
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involved, butit grcatly reduces the short-term financial burden on
landowners. The additional annual fec is collected only until the
tull cost of the investment including any ﬁnancing or additional

administrative costs are recovered.

In some cases, spccial assessments have also been used to fund
service improvements such as improvcd security in shopping
complcxcs. If that is the purpose, the common practice is to
create a spccial assessment district (sometimes called a business
improvement district) for a fixed number of years. The districe

can b€ FCI]CWC({ as nccdcd in léltCl” years.

To cmploy spccial assessments, the government needs to adopt
an appropriatc lcgal framework pcrmitting the creation of
spccial assessment districts and the imposition of spccial fees on

landowners. The administrative entity must idcntify:
o The spccil‘ic improvements to be made,
o Theland area thacwill beneficfrom the improvements, and

. TllC lCVCl OF l)Cl’]Cﬁt in terms Ol: incrcascd land ValUC that

will be received by cach land parcel.

There must be an accurate estimate of the costs of the
improvements and a fair method for allocating improvement
costs to individual landowners. The cost of the improvements is
then assigncd to cach land parccl based on the share of benefits
received. If the costs will be recovered over time, there must also
bean adcquatc billing and collection system. Sccuring landowner
cooperation and agreement in advance grcatly enhances the

likelihood of political support for special assessments.

The use of spccial assessments for cost recovery does present
some challenges. It may be difficult to define the boundaries
of the property that will be affected by the public investment.
Immcdiatcly adjaccnt property can be rcadily identified, but
dctcrmining how far the benefies will extend may be dcmanding.

Equally challcnging is the task of dctcrmining the amount of
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benefic each property will receive. Essentially, administrators
must estimate the impact of the improvements on the market

value Ol: real ¢state. SUCl] l:OI'CC&StS I'CqUiK'C CXPCI'iCHCC and

Box 2: Numerical example of a special assessment calculation

Assume that the city seeks to improve road access along atwo
kilometer length of road. Excluding side roads, there are 70
land parcels oncachside of the road. The improvcd road access
will benefic all of the immediately adjacent properties equally.
However, these landholders are not the only propertics
benefited. On cach side of the road are another 210 propertics
thatwill benefit from the improved access, but not to the same
degree. The benefit received by cach property diminishes as
the distance from the Improvements increases. After careful
analysis and consultation with professional land market
specialists and property owners, the city is able to group the
properties into four catcgories, based on the distance from the
improvements. (For simplicity sake itis assumed that there are
an equal number of propertics in cach category and that all
propcrtics are the same size; however, property size or road

frontage could also be incorporated into these Calculations.)

Egypt’s experience with special assessments

Special assessments have been used successtully in Egype in
the context of agricultural improvements such as improved
irrigation and drainage. Agricultural lrrigation and Drainage
Law No. 12/1984 as amended provides that when the state
undertakes improvements in agricultural infrastructure, those
landowners who benefit must repay the cost of construction
(plus a 10% administrative fee) in installments over a period of up
to 20 years. The installments bcgin the year after implcmentation
of the project is finalized. In addition, if the annual rental value
of the affected land is increased as a result of the investment, the
increased value will be reflected in the annual agricultural land

rax.
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expertise. Finally, both the courts in most jurisdictions and
puhlic sentiment generally combine to limit the use of special

assessments to cost I'CCOVC['y.

The total cost of the improvements is estimated to be
EGP 7.8 million. These costs will be divided among all 560
propertics, based on the degree or share of benefit received.
Those properties with frontage on the newly improved
road will be assessed a one-time special assessment of EGP
22400. The next tier of properties will be assessed EGP
16,800. The third tier will be charged EGP 11,200, and the
fourth tier is farchest away from the improvements and will
be charged only EGP 5,600. Other propertics in the city
will not be charged a betterment levy for this particular
improvement project. In Colombia, the betterment levy
would be collected from landowners before installation
of the improvements. In India, the courts require that
the improvements be installed prior to collecting the

hctterment charge.

The Minister of Water Resources and Irrigation issues an annual
inventory of the lands required to pay the special assessment.
This inventory is announced at the agricultural cooperatives for
two weeks and puhlishcd in the Official Gazette. Assessments
can be appealed during 30 day period. In the event of an appeal,
a committee is formed to consider the appeals. Decisions of the
committee can be appcalcd to the courts. This inventory is sent
to the Ministry of Finance and the special assessment is collected

by the local office of the Real Estate Tax Authority.

The law stipulates that the person planting the land bears the
ohligation to pay the assessment. If the land owner is not the
person cultivating theland,and thereisa proﬁt sharing partnership

between the two parties, both are liable for the assessment.
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Extending tllC usce Ol:SPCClCll assessments into urban arcas \VOU.ld

lil(cly require:

o Adjustmcnts to tllC lcgal framcwork to Cnable local

administrative units to implcmcnt the instrument

o The dcvclopment of administrative proccdurcs for

o The developmcnt of the technical Cngineering and cost
cstimating capacity to accuratcly plan and cost potcntial

projects

o The dcvclopmcnt of the administrative capacity to engage
and negotiatc with local landowners in Planning potential

prOJCCfS

o The dcvclopmcnt of standardized tools for fairly allocating

projcct costs to landowncrs

Recommendation

Spccial assessments have proven to be a very useful instrument
when used by local governments to address the spcciﬁc needs of
sections of their communities. There is every reason to believe
that this would be true in Egypt as well. The government should
consider initiating a more extended discussion with the business
community, Civic organizations and local administrative units
with the intent to extend implcmcnmtion of this instrument to

urban arcas in Egyptian.

Extcnding spccial assessments to urban areas will require
appropriate enabling legislation. The legislation will need to
specify what types of investments can be funded through spccial
assessments, the role of landowners in dcsigning and approving
the creation of-spccial assessment districts, and the administrative
arrangements and assignments related to the creation and

management of these districts.
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Instrument 3: Developer exactions

Developer exactions take advantage of the incentives land
developers have. When a land dcvclopcr seeks approval to
dcvclop prcviously undcvclopcd land or to rcdcvclop an existing
urbanarea, they dosowiththe expectation of mal(ing a signiﬁcant
proﬁt on the land. In most instances that new developmcnt will
result in increased costs for the city in the form of additional
trafhic congestion, increased demand for public spaces, increased
demand on city services, and so forth. The assumption underlying
this instrument is that the dcvcloper needs government approval
inorder to procccd. Thus, the state is normally ina strong position
to require the dcvclopcr to share a portion ot his proﬁts to offset
the increased costs the city willincur. Dcvelopcr exactions are the
rcquircd payments by the dcvclopcr intended to cover the public

costs associated with the new dcvclopmcnt.

Dcvclopcr exactions work best when there is a documented
connection between the public costs created by the new
dcvelopmcnt and the rcquired dcvclopment fee. For cxamplc:,
the impact of adding 200 additional homes on a city’s water
and wastewater systems can be calculated. Trafhe scudies can be
used to estimate the impact on adjaccnt existing city roads and
transit systems. If there are national standards for the amount of
desired public park area per 1,000 population, the impact on arca
parks can be calculated. Based on these and similar calculations,
the overall impact, and therefore the cost to the city, of the new
development can be caleulated. The developer exaction should
be sufficient to recover these costs, but should not be highcr than

CXPCCth actual COStS.

It is often useful to estimate standard costs in advance and
calculate the dcvclopcr exaction using a standardized formula.
The resulting dcvclopcr ol)ligation can be paid in-kind (by
actually constructing roads, parks and other public spaces), in
land which the state can then sell to recover the costs, or in cash.
Largc dcvclopmcnts which will be constructed in phascs may be

allowed to pay the obligation as cach new phasc is started.
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The central feature of these developer obligations is that they are
one-time charges assessed at the time the approvai of additional
development is granted or with the issuance of buiiding

permissions. They are paid by the parties making the request.

o The tax base for deveioper exactions can be cither the
estimated market value or the size of the development. The
deveioper’s obligation can thus be calculated cither as a
percentage of the project’s market value orasarate per square
meter of development Rates can vary by type of deve]opment

and by location within the urban area.

o Exactions are generaiiy intended to mitigate the impact of
new development on existing city infrastructure, or to provide
new infrastructure that is rcquircd in order to meet the needs

of the citizens that will inhabit or use the new development.

o In most instances the exactions are set at a level that has a
documented relationship to the actual costs incurred or likely

to be incurred by the city.

o Ifthe exaction level or purpose is not directly tied to actual
infrastructure costs, it will iikeiy still have to be earmarked
for a spcciﬁc social purpose and justiﬁcd in terms of the
cost of ﬂliﬁ”ing that purpose. For example, some cities in
Spain require that 10% of all new residential construction
be contributed to the city for social housing. In Edinburgh,
Scotland, planning permission for residential development
consisting of 12 or more units requires that 25% of the units
providcd be for affordable housing. If the dcvclopmcnt
consists of 20 or more units, the affordable housing units

should be on-site.

In order to make use of developer exactions, deveiopers must
respect the requirement that speciﬁc permission from the
appropriate government entity is rcquircd before bcginning
construction. Thus, there mustbe an appropriate legal framework
thatis enforceable. Under these conditions, deveiopers are wi”ing
to pay the exaction because the anticipatcdvaiue ofthe proposcd
development is much higher than the cost of the exaction. Other

requirements include:
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o MEISEC[‘ pians and detaiied pians {:OI' thC reievant geographic

arca

D Engineering estimates of the impact of the proposed
deve[opment on existing infrastructure and the cost of
meeting the increased infrastructure needs. These estimated
impacts can usuaiiy be standardized and summarized in tables

and charts for local administrators.

o The administrative capacity to effectively administer
approved p[ans, process development app[ications, calculate

the charge that is due and monitor compiiance

Effective impiementation of this instrument requires that the
government entity be able to determine how a new deveiopment
will impact the iargcr community. The potcntial impacts range
from changing trathc pacterns and flows, to increasing the loads
on water, wastewater and other utiiity infrastructure, to public
safcty. Anticipating the type and magnitudc of the impacts can

be daunting,

Another chalicngc is that dcvclopcrs seck to maximize their
proi‘its and their vision may not coincide with the iarger
community’s deveiopment plans. This discrepancy can be
challcnging for pian administrators and public officials who
seck to encourage growth, but also understand the need for

coordination and integration in pianning that growth.

Egypt’s experience with developer exactions

Egypts experience with developer exactions is quite limited.
Four approaches have been documented. First, Building Law
119/2008, Art. 45, allows a city to charge a building permic
fee. The fee is to be determined by the Organization for
Construction works, with a maximum fee of EGP 1000. The
Governor has the power to increase the fee by 3% cach year. In
Banha, the current fees are EGP 300 per m2 in the cicy, EGP 150
per m2 in villages and EGP 500 per m2 in Cairo. Only 1% of
the fee collected is retained at the local level. The balance goes to

thC CCHEI’&I government. Because ofadministrative p[’OblCl’l’lS and
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extreme dclays inthe planning and approval process, few building
permits are actually issued and as a result the revenue from this
source is quitc limited. In addition, the level of the fee is not high
enough to offset the costs of larger projects. The intent seems
more to cover the administrative costs of issuing permits rather

than rccovcring thC PUbllC COSts Ol:l"lCVV dcvclopmcnts.

Second, Building Law 119/2008, Art. 51, as amended hy
Minister of Housing Decree No. 67/2014, allows the state to
require the contribution of 33% of the land in a new subdivisions
of ive feddan or largcr for the provision ofroads and other public
facilities. Below five feddan, the requirement is 25%, with 20%
devoted to roads. Based on the experience in other countries,
30% to 40%is typical for this type of exaction in urban extensions.
In Egypt, the official subdivision process is rarcly followed. In

most cascs, landowners develop their land informally.

While they may devote some space for roads, the percentage is
often lower than 33%. Because the land is developed informally,
thereisalso no guarantee that needed urban infrastrucrure will be

constructcd to Clty standarcls.

A third approach has been more informal. In some cases where
private dcvclopmcnt of malls and shopping centers had the
potential to create signiﬁcant problcms tor surrounding areas,
the governorate has obligarcd the dcvclopcr to build additional
infrastructure (hridgcs, road improvcmcnts, and parking) to
address the prohlcms created. There does not appear to be
a lcgal foundartion that would allow the state to require such
exactions, but neither do thcy appear to be illcgal. At the same
time, this approach is highly dcpcndcnt on the attentiveness
and negotiating skills of local ofhicials. It also appears that the

approach has been used in only alimited number of cases.

The fourth approach has been applied to projects constructed
outside of existing cities and villagcs. In such cases, Law
119/2008, Article 52 of the Executive chulation, requires that
the developer provide the infrastructure to connect his/her
dcvclopmcnt to the existing infrastructure network. The needed

connccting infrastructurc must bC COHSE[UCth l)y thC dcvclopcr
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at their own expense. It is unclear if these provisions of Law

119/2008 are actually bcing implcmcnted.

Recommendations

Private devclopmcnt in urban areas creates public costs in a
great majority of cases. Around the world, it is considered good
practice to require such developmcnt to pay all ora signiﬁcant
share of these new public costs. In order to cxpand and formalize
the use of this instrument in Egypt, the government will need to

tal(c scvcral important SICPS.

o The requirement that landowners obtain ofhicial approval
prior to construction must be strictly enforced. If informal
dcvelopmcnt is allowed, dcvclopcrs have no incentive
to comply with any requirement that thcy participate in
mitigating the pul)lic costs of their dcvclopmcnt. Clcarly,
informal dcvclop creates other urban management problcms
aswell. Thus, there are multiplc incentives for the public sector
to achieve this goal, however difficult ic may be to accomplish

in practice.

o One of the reasons that informal dcvclopmcnt takes placc
in Egypt is the diH‘iculty in ohtaining formal approval for
new dcvclopmcnts. Conscqucntly, as part of effort to
reduce informality, the administrative proccdurcs rcquircd
for receiving, reviewing and approving plans, projects and

permits should be carcfully reviewed and streamlined.

Doingbusiness.org reports that different localities in Egypt
require between 13 and 23 different proccdurcs in order to obtain
apermit to build a commercial warchouse. The time rcquircd can
be well over six months for this rclativcly simplc dcvclopmcnt.
Arncnding a master plan or dcvcloping a new subdivision can
takewell overa year. Since the pcnaltics forinformal dcvclopmcnt
appear to be rclatively small, landowners have every incentive to

avoid obtaining approval prior to construction.

o In the Egyptian context, it is recommended that standard
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formulas be developed and published tobeusedin caleulating adaptability to speeial circumstances in lost. The example of

Medellin, Colombia in this regard isvery helpful. An example

any developer exaction. TlliS VVOU.lCl assurc transparency and

fairness in implementing the instrument even though some

Box 3: Example calculation for a land transfer obligation

To illustrate the process of determining the calculation of
a developer exaction based on the Medellin case, consider
the lollowing example. A developer’s land transfer obligation
varies based upon the location of the proposed development.
Each zone has a development standard assigned to it based
on city planning ol)jeetives. One zone, for example, has
a permitted development density of 270 inhabitants per
building, and a construction index (buildable floor space as a
percent of total plot size) of 3.4. In this zone, developers are

required to transfer to the city

o 3.0 meters of land per projected inhabitant of the

building, plus
o 7.0 meters of land per 100 m2 of other uses

The total minimum area transferred must bC at lCQ.St 18% Of

tl’lC land arca.

Assume a housing and commercial project is to be builtin this
zone. The proposed project has a total land area of 2,500 m2

to include 45 apartments and 1,000 m2 of commercial area.

The exaction obligation in Medellin is calculated in terms
ofa required land transfer. The land transfer associated with

residential use is calculated as follows:

1. Obtain the average household size for similar areas in
the city from the most recent information available

from the national statistics office (3.62 persons per

houschold).

2. Multiply the proposcd 45 apartments by 362
inhabitants = 163 inhabitants for the building,

of the Medellin approaell is provided in Box 3.

3. Multiply 163 inhabitants by 3 m2 of land cransfer

requirement per inhabitant.

4. Yiclds 489 m2 of required land transfer for residential

usc.

To determine the land transfer requirement associated with

commercial use:

S. Take the total commercial area to be built, divided by
100 m2: 1,000 m2/100 m2= 10

6. Multiply chis resule by the required 7 m2 of land
transfer obligation for each 100 m2 buile: 7 m2 X 10
=70 m2 of land transfer obligation for commercial

usc.

To determine tl’lC total land transl:cr requirement fOK’ tllC

project:
7. Total area to be transferred: 489 m2+ 70 m2=559 m2

8. The minimum land transfer requirement is 18% of
the net arca. The actual requirement is the larger
of 18% of the land area or the result from the
calculations just demonstrated. Assuming that the
plot area is equivalent to the net buildable area, the
18% minimum area equals 450 m2. Consequently
the transfer obligation would be the calculated 559

m2,0r22 percent of the plot area.
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To determine the land transfer requirement for public facilities

(e.g. social housing):

9. Multiply the number of planned residential units by 1
m2:45 x I m2=45m2

10.Add 1 m2 for each 100 m2 of commercial area to be
buile: 1000/100 x 1 m2 =10 m2

o Any revenue  collected through the use of dcvclopcr
exactions should be retained in the community hosting the
new dcvclopmcnt and should be used to meet the needs

contcmplatcd in asscssing the dcvclopcr obligation

Instrument 4: Land value
increment taxes

Land value increment taxes are intended to allow the community
to capture part of the increased land value that often results when
public infrastructure is improved, permissionis granted to change
land use or simply from changing market conditions. Thcy difter
from developcr exactions or spccial assessments in that thcy go
bcyond recovering the cost of speciﬁc infrastructure or service
improvements. Thcy also differ from annual taxes on immovable
property in that thcy are very often one-time assessments and
gcncrally apply only to the increase in value rcsulting from the
public investment, a changc in land use or changcs in market

conditions.

Value sharing (also called value capture) is often motivated l)y the
argument that all land value increases that are not a direct resulc
of private investment on the land are a result of social processes.
The claim is that since such incremental value is socially created,

it should be available to fund pul)lic purposcs.

When used, land value sharing tax rates range from 10% to 50%

of the incremental capital value. Attcmpts to imposc rates of
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11. The facilities construction obligation will be 55 m2 =
45 m2+ 10 m2.

In summary, the dcveloper of this hypothctical project will be
required to transfer to the city 614 m2 (559 m2 + 55 m2) of
land for parks, plazas, open spaces and other public facilities.
Dcpcnding onthe conﬁguration of the spcciﬁc project and its
location, the city may be Willing to accept the cash equivalcnt

of 614 m2 (at current market value) in place of actual land.

increment-{

VALUE

PREVIOUSLY

NOW

30% or higher have gcncrally proven to be difficult to sustain.
Political opposition from landowners and dcvclopcrs has been
intense even in socicties that endorse the view that land has a
social function and value is socially determined. This opposition
has been cspccially intense when the tax is imposcd asaone-time

charge.

Thus one of the kcy requirements for implcmcnting a land-
value increment tax is strong political will and commitment.
Opposition will likely arise and senior political leaders must be
committed to fair and full implcmcntation of the instrument.

Absent that support, the tax will not be collected.

There must also be an appropriate lcgal framework for the tax.
Onc of the key factors will be the methods employed to estimate
the “before” and “after” values so that the value increment can be
calculated. Such estimates will require signiﬁcant expertise on the
part of tax administrators. The administrative requirements also
include the capacity to idcntify when the tax is due and to bill and

collect the tax.
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There are thrcc gcncral approachcs to implcmcnting land—valuc
C

increment taxes:

o One-time taxes levied when approva] tor land use changcs
or increased dcnsity is grantcd. This is prohahly the
most common approach that has been attcmptcd. Land
dcvclopcrs seck approval for a new dcvclopmcnt, or for the
rcdcvclopmcnt ofan existing urban area. The local authority
estimates that granting the approval will increase the market
value of the land involved. At the time of approval‘ atax is
imposcd on the difference between the land value before
approval and the estimated value after approvai. The tax rate

is set by Jaw.

One-time taxes levied when land is transferred to another
party. While less common, this approach has proven to be
more sustainable where it has been appiicd. The government
tracks land values, and estimates the market value of all

land péll‘CClS ona rcgular basis. thn a land parccl is SO[d or
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It does not require a forecast of future value as is necessary
if the tax is imposcd asaone-time chargc when approva] is

grantcd
Ie providcs on—g,oing revenue for the community.
s

[t increases as the value of the land increases with gcncrai
growthi Neither of the other approachcs increase unless a

new approvai is grantcd or thC land is EI'Q.HS{CITCCL

The burden p]accd on landowners and dcvclopcrs is
more managcahlc because the tax is collected over
time. If the tax is assessed as a one-time fee, dcvclopcrs
will seck to pass the tax on to buycrs thus increasing the
acquisition cost. For houscholds with modest resources,
such increases may make buying the dcvclopcd property
unaffordable. If the tax is collected over time in smaller
annual increments, houscholds may be better able to

adapt and adjust their budgcts.

transferred to another party, the value when the land was
originaliy acquircd is comparcd to the current value. At
the time the land transfer is registered, a tax is collected by Egypt’s experience with land value
the local authority on the difference between the original increment taxation
acquisition value and the current value. The rate is set hy law,
but one reason this approach has proven more sustainable is  In Egypt, the chargc on the incremental value of land is called
that the effective rate chargcd tends to be lower. a betterment lcvy. (Note that this use of the term difters from
betterment levies described above as special assessments.) The
« The land portion of an annual splicrate tax on immovable  Betterment Levy Law 222/1955 stipulates that a charge shall be
property. Split—ratc real estate taxes are not normally seen as imposcd onall buildings and lands hcncﬁting from an increase in
a form of land value increment taxation, but thcy should be.  value. This chargc becomes due when one of four circumstances
The basic concept behind a split~ratc real estate tax is that  occurs:
the land and the buildings are taxed at different rates and o Publicinfrastructure improvements are made,
for different reasons. The tax on huildings is set at a rate that
will generate the revenue needed to provide the desired on- «  When the detailed plan is approved,
going urban services. The tax on land is set at a different and
generally much higher rate. The tax rate on land is set at the « When an exception is granted from the building height
desired level of land value sharing. The advantagcs of this restriction, or
approach include:

o Whena changc in land use is approvcd.
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The current legal basis for assessing the charge is found in the
Betterment Levy Law 222/1955,in Building Law 119/2008 and
in the Local Adminiscration Law (Article 51). The rate set in law
is 50% of the increase in value as determined by a committee
(according to the betterment levy law). The charge is assessed
at the time approval is granted. Revenues from the tax are
considered alocal revenue (Local Administration Law 43/1979,

Article 51, section S).

In practice the land value increment (betterment) levy is rarely
collected in Egypt. This limited application of the law can be
atcributed to several factors. First, the ability to estimate what the
value increment will be is difhicule and local authorities may lack
the expertise and the data required for such estimates. Second,
major infrastructure projects are often carried out by private
firms under the direction of a national agency. Local authorities
are not always informed regarding the extent or completion of
such projects. This lack of communication makes assessing the
charge difficule especially given the other incentives that local

authorities have.

There is often concern on the part ot local authorities that a land
value increment charge will be unpopular and may lead to civil
unrest. Since local bud getsare financed largcly l)y transfers from
the central government, there is lictle incentive for local leaders

to aggressively pursuc this potential revenue source.

Importantly, the delays in processing applications for approval
discussed in connection with developer exactions is relevant
here as well. Informal dcvclopmcnt is common and detailed

plans are often ignored in the practice.

Finally, there are timing issues that affectalocal autliority’s ability
to collect the levy. Often the increase in value occurswhen anew
Urban Growth Boundary is announced, which may be years

lDCl:OI’C tllC approval Ol:tl'lC detailed plan l:OI‘ tl’lC arca.
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Recommendations

If Egypt seeks to implement an effective land value increment tax
instrument, two recommendations made carlier are relevant here

as WCllZ

e The requirement that landowners obtain ofhcial approval
prior to construction must be strictly enforced. If informal
development is allowed, developers have no incentive to
comply with any requirement that they pay a land value
increment charge. Again, there are multiple incentives for the
pul)lic sector to achieve this goal, however difficult ic may be

to accomplish in practice.

+ One of the reasons that informal development takes place
in Egypt is the difhiculty in obtaining formal approval for
new developments. Consequenty, as part of cffort to
reduce informality, the administrative proccdurcs rcquircd
for receiving, reviewing and approving plans, projects and

permits should be carefully reviewed and streamlined.

In addition, there arc Otl]CF recommendations tl]at relate

specil'ically to land value increment taxation.

« The currentrate of 50% of the incremental value will very likely
be difhicult to sustain. No other country has been successful
in cffcctivcly administcring and collccting a land value
increment tax at that rate. A number of countries have tried,
but landowners and developers have vigorously opposed such
cfforts and have in virtually all cases been successful at having
the tax repealed within a few years. If the intent is to actively
enforce the levy as a one-time clnarge, Egypt should consider
lowcring the rate to between 10% and 30% of the incremental
value, collecting the tax at the time of sale or collecting the tax

overa period ofyears asa special assessment.
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o The levy should be applicd to the incremental value of land
only. Ie appears that the current law may apply to buildings as
well. But the rationale for the tax is that land value is socially
created. Building value represents private investment and
increases in building value represent the return on that private
investment. Limiting the tax to the increase in land value will
reduce opposition and any potcntial distortion in private
investment practices. The tax will still be effective when
appliccl to exemptions from bcigbt restrictions. Approving
increased building bcigbt, and therefore increased dcnsity,

increases the value of the land under the building signiﬁcantly.

o Egypt may wish to consider scparating the tax on urban
land from the tax on buildings. Taxing land scparatcly and
at a highcr rate serves both as a land value increment tax
and promotes improved land use and development within a
city. It also makes the land value increment tax much more

managcablc for landowncrs éll’ld (lCVClOpCI’S.

Instrument 5: Sale of
development rights

In many countries, owning land does not automatically include
the rigbt to dcvelop that land any way the landowner desires.
In some instances the right to dcvclop is rcgulatcd by zoning
restrictions that limit the type and dcnsity of dcvclopmcnt.
Some countries have also implcmcntcd policics that require
landowners to purcbasc from the government the rigbt to
dcvclop their land bcyond a certain minimum level. This sale
of additional dcvclopmcnt rights can be at either a fixed price
or in some instances the additional building rigbts have been

auctioned to the higbcst bidder.

The procccds from the sale of dcvclopmcnt riglits are used
by governments to invest in social bousing and other urban

amenities, gcncrally in the same gcograpbic area.

The sales of dcvclopmcnt rigbts can be administrated in varying
dcgrccs dcpcnding on the capacity and resources of the issuing
municipality. In the most straightforward case, the level of

dcvclopmcnt potcntial without spccial approval is set by Jaw.
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The law also providcs local authorities with the tools to approve
dcvclopmcnt at greater dcnsity up to a maximum for cach area.
For cxamplc, the law may state that the ratio of floor space to
land area in a particular zone may not exceed 1 to 1. However
landowners can purcbasc the right to build up to aratio of13to

1 for an additional fee.

To be successful in sclling additional dcvclopmcnt rights, there
must be:
. Market demand for additional dcvclopmcnt in the

dcsignatcd area;

o Thelegal framework allowing for the sale of development

rigbts;
. Effective control of existing dcvclopmcnt rights; and

o A govcrning autboritywitb the technical and administracive
capacity to cljréctivcly initiate, monitor and rcgulatc both
the sale of dcvclopmcnt rigbts, any subsequent resale of the

rigbts, and ultimate dcvclopmcnt.

It should also be noted that the sale of dcvclopmcnt rigbts
througb open auctions may prevent low and moderate income
houscholds from acquiring those rigbts and tbcreby limit cheir

ability to invest in their land.

Egypt’s experience with selling additional
development rights

Egyptian law in this case is based on the French model which
conceives the right of dcvclopmcnt aslinked to owncrship. Ie may
scem therefore that sclling dcvelopmcnt rigbts as described here
is currcntly not practiccd in Egypr with the possiblc exception of
exemptions from building bcigbt restrictions discussed carlier.
But there is another prcccdcnt. First, the Egyptian Civil Code
provides the lcgal basis for similar tools (Articles 1015 to 1029).

More dircctly relevane, there are building licigbt restrictions

in many parts of Egypt. Building Law 119/2008 (Article 17)
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speciﬁes that in order to obtain a license for an exemption to
building hcight restrictions, an application must be approvcd by
the Suprcme Council and the licensee must pay a fee based on
the percentage increase in total floor area beyond that allowed
under the hcight restriction. The actual fee is to be one half of the

incrcmcntal valuc l)élSCCl on tllC land valuc

The entity receiving the fees dcpcnds on where the land is
located. In new towns, NUCA collects the fee. In governorates,
itis the governorate. If the military must define and approve the
building hcight, tlicy also receive part of the fee. The revenues are

used to finance the Economic Housing Fund.

Ieis liclpful, however, to draw a distinction between alandowner's
riglit to dcvclop that is restricted by a citys strategic plan and the
rigbt to dcvelop that is restricted by a detailed plan and a city’s
building rcgulations. In the first instance, the law seems clear that
the governor should present the case to the Suprcmc Council for
planning and urban development. If approved, the additional fee
described here should be assessed. In the second instance, where
the restriction is based on a detailed plan and local building

restrictions, the law s less clear on applying the fee described here.

In practice implcmcntation of this proccdurc varies from case
to case. In one instance in Maadi, Cairo Governorate, a tower
was constructed by a state-owned company and no additional
fee was paid. In another instance in Cairo, a privatc contractor
was required to pay the additional fee. In New Cairo, a private
contractor paid the fee to NUCA since the land was under their

jurisdiction.

Recommendations

There is clearly precedent in Egyptian law to make use of
this instrument. Nonetheless, more extensive use of this
instrument could be facilitated if action were taken on several
recommendations. First, as noted prcviously, the problcm of

informal construction must l)C COHﬁ'OHth.

The requirement that landowners obtain official approval
prior to construction must be strictly enforced. If informal
dcvclopmcnt is allowed, dcvclopcrs have no incentive to
comply with any requirement that tlicy pay for additional
dcvclopmf:nt rights. Again, there are multiplc incentives
for the public sector to achieve this goal, however difficule

it may be to accomplisb in practice.

One of the reasons that informal dcvclopmcnt takes placc
in Egypt is the difﬁculty in obtaining formal approval for
new dcvclopmcnts. Conscqucntly, as part of effort to
reduce inl:ormality, the administracive proccdurcs rcquircd
for rccciving,
permits should be carefully reviewed and streamlined.

rcvicwing and approving plans, projccts and

The lcgal toundation for sclling additional dcvclopment
rights needs to be clarified and strcngthcned. For cxamplc,
Egypt miglit consider a two-ticred approacb to building
llcigl’it restrictions. First there would be a maximum hcigbt
restriction that cannot be exceeded without approval from
the Suprcmc Council, as at present. Below that level, local
authorities could set a lower hcigbt limit in their detailed
plan and building rcgulationsi Excccding this local height
restriction could be approvcd by the local authorities upon

payment of afee for the additional dcvelopment rigbts.

The administrative requirements for sclling dcvclopmcnt
rigbts tbrough open auctions are daunting. For this
reason, it is recommended that Egypt adopt the more
straightforward approacli of dcnsity and bcight restrictions.
Additional dcvelopmcnt rights can then be sold at fixed
fees to be cbarged upon approval of the increased dcnsity.
The fee schedule can vary by location and land use within

an urban area, but should be standardized and publicizcd.X

Care should be taken to protect the interests of vulnerable
populations in the process ofincrcasing the developmcnt

dcnsity or changcs inland use in any arca.

§ _l_l'l(‘ l:CC schcdulc can illSD bC dcsigncd to Pl‘Ol’l‘!OtC (l’;ll’\Slt*Ol’lCl'itCLl dcvclopmcnt, hlStDl‘lCéll pl’CSCl'VthiOl'\ and Otl'lCl' ClCSil'éll)lC dcvclopmcnt Pa(tCl’l\S. See chcr;iging Land l:Dl‘ amore LlC[&ilCd LllSCuSSiOl].
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Instrument 6: Land sales and land leases

In many instances, the government owns cither all or substantial
sections of land. When a government makes the determination
to mobilize revenue using these land assets, thcy frcquently

consider either scﬂing the land or lcasing it.

Sale of public lands—The sale of puhlic lands converts one type
of pubiic asset (land) into another (cash) through the sale of the
land to the private sector. The requirements to sll public land are

fairly straightforward but are nonetheless important.

o The government must have land that it considers to be no
longcr needed for public purposes. This is an important
judgmcnt with very long—term consequences. Caution in

reaching such a judgment is required.
o There must be a marker for the land.

The land should be sold through a transparent process, such as
an auction, in order to ensure that full market value is obtained.
[fitis desirable for policy reasons to discount the land below full
marketvalue, the discounting should be transparent and fair. Care
should be taken that all procccds from the sale are appropriatcly

accounted for.

Thisisa straightforward tcchniquc to generate one-time revenue
for high-priority, long-term projects, but it should be used
with great caution and only with full transparency and puhlic
consultation. Rcsulting revenues should be used to fund pubiic
infrastructure and other long~term projects. In most cases, the
procccds should not be used for normal operating costs such as

salarics and cmploycc bCIlCﬁtS.

Lcasirig puhlic land—Lcasing puhlically—owncd land through
multi-ycar lcasing agreements for cither annual or one-time
revenues, or both, creates a leasehold interest that allows private
entities to develop the land and potcntially sell the lease in a

sccondary markct.
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Lease payments are structured in two ways. First, it is common
to require a single payment at the time the lease is sigricd. This
payment is known as a lease “prcmium.” In some countries, the
amount of the premium is determined in an open auction. In
other cases, the premium is set at a prcdetcrmincd percentage of
market value. In the event that land use changcs during the life of

the lease, an additional premium may be requircd.

The second form of pubiic compensation is in annual payments.
Such payments will vary by proposcd land use and market
conditions. Lease agreements should be structured to permit
rcgular reviews and updatcs of the annual payment. While some
countries require only the lease premium or the annual payment,

the more productivc approach is to require both.

To be effective, the government entity sccking to lease land must
have available land and it must have the administrative capacity to
administer and rcgulatc aleaschold system. Many countries have
attcmptcd to lease public lands, but not all have been successtul
ingenerating revenue from their leasing system. To be effective as
arevenue tool, a government must

o Idcntify puhlic land appropriate for lcasing and

unlocking vaiut:,

o Dcvclop a spccializcd insticution to managea leaschold

system,
. Earmark revenucs fOI’ SpCCiﬁC pU[POSCS, and

. DCVClOp a compcnsation POIle fOI‘ current tenants Of

pubiic land.

Governments without a strong administrative ability to manage
such a system have not found success in generating mcaningful
revenue. Additionally, the more control the government

rclinquishcs in leaschold agreements typically results in the

O{: revenuc gcncration, arc thOSC that are modeled C]OSCly S&CI’

ﬁ‘CChOld systems.
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Egypt’s experience with selling and
leasing public lands

Egypt has a good deal of experience with selling public lands.
Much of the development of new towns and cities under the
direction of NUCA is founded on a base of selling cither

serviced or non-serviced public land for private development.

In addition, the Tender and Auction Law 89/1998, Executive
Regulations 1367/1998 and the Local Administration Law
provide for the sale of public land by gOVErnorates. Such sales
provide one of the main sources of revenue for the Housing Fund.
Funds are also used to purchase other land for public facilities.
The department of state land use on the governorate level is the
administrative entity responsible for the sale (and purchasing)
of state land. While the law is national, not all governorates have

signiﬁcant amounts ofstate land tbat could l)C SOld.

The General Authority for Touristic Development also sells
state owned land in some locations. These sales generally involve
non-serviced land sold at fairly low prices to encourage private
investment in infrastructure and marketing of serviced plots.
The sales often take place in tourist areas for hotels and tourist
compounds State lands have also been sold by the Industrial
Development Authority and the Ministry of Agriculture and

Land Reclamation.

Egypts experience with leasing public land comes largely from

leasing strategic public assets such as ports and airports. These
g

assets have been leased to private companies who operate and

maintain the facilities. The leases are generally for 60 years. The

Tender and Auction Law 89/1998 defines the procedures for

determining the annual lease payments. Revenues are collected

and retained at the local level.
Recommendations
Egypt has extensive experience with selling publie lands. There

is less experience with leasing such lands. There is no compelling

recason VVl’ly leasing SllOLllCl l)C CXP&IldCd and tl’lC culture seems
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to favor land sales over leases. The sole recommendation with
regard to land sales relates to transparency and accountability in
the process. Selling public land has very long«term implications.
Public officials must take care that the land to be sold will
indeed not be required for other public purposes later, that the
price obtained is consistent with market conditions and that
all proceeds from the sale are appropriately accounted for and

allocated to important long—term public projects.

Instrument 7: Transfer taxes and
stamp duties

Transfer taxes are assessed when the tite to land rights is
transferred to another party. Most commonly, the transfer tax is
expressed as a percentage of the value of the real property being
transterred”’ It is levied in addition to any notary fees or other

fixed charges collected at the time the transfer is registered.

Because the transfer tax is levied at the time the registered title
to real property is transferred from one party to another, the
minimum requirements for implementing a transfer tax are tied

to the land registration system.
te

o There must be an up-to«date formal land registration system
thatincludesallland parcels and is recognized by the society as
the definitive repository for land-related claims. While some
countries attempt to implement a transfer tax without an up-
to-date land registration system, the resulting tax is inherently
unfair in that those with registered land rigbts must pay the tax

while those with unregistcred land escape the tax.

o Land law must
- Requirc the registration of all land title transfers. These
“titles” can reflect a frechold private ownership interest,
a leaschold interest or any other form of recognized

property right.

— Set forth the land registration and transfer requirements
and process, inclucling the documents rcquircd and any

involvement by notaries, engineers or other third parties.

?This is not an increment tax because it is applied to the entire property value, not just the increase in value since purclmse.
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- Spccify what is meant by transaction value for purposes of
the transfer tax. This may be the contract price between
buyer and seller, but gcncrally also includes reference to
some other standard to assure that buyers and sellers do

not misrcprcscnt thCiI’ actual agrccmcnt.

- Spcciﬁca“y allow for the imposition of a transfer tax (or
stamp duty) including spccifying the range of approvcd

rates and assigning the revenue to appropriatc entities.

o Theland rcgistration administration must be capablc of

- Rccciving7 and proccssing rcquircd rcgistration
documentation including verification of-authenticity and

accuracy
- ASSCSSil]g thC accuracy OFI‘CPOFECd transaction priccs

- chying and collccting the appropriatc tax

Egypt’s experience with the transfer tax

Egypt imposes a 2.5% transfer tax on the sale of real estate or
land for dcvclopmcnt. The base for the tax is the market value
of the land without deductions except for Villagcs under certain
conditions. There is also a nominal stamp tax chargcd for the

actual dOCLlFﬂCl]tS rclatcd to thC transfcr.
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Recommendation

Transfer taxes should be used to fund the land registration system.
Beyond that primary purpose, some jurisdictions atcempt to use
the transfer tax to restrain overheated real estate markets. While
this approach seems to work in the short run, the long»tcrm
implications are much less certain and may undermine other

important policy objcctivcs.

Egypﬂs current transfer tax rate is consistent with the rates found
in other countries that use the tax to fund the land rcgistmtion
system. The revenue gcncratcd should be used to improve land

administration within the country.

Nevertheless, the
State must pay
compensation to
the inhabitants,
whether or not
they have a
registered title.
Clearing large
informal areas for
redevelopment

is thus a very
expensive
undertaking for a
chronically cash-
poor government.




SUMMARY OF RECOMMENDATIONS

Recommendations for the annual real
estate tax

Egypt should consider carcfully several further modifications
for the annual building tax. Rccognizing the political challcngcs
that have confronted reform efforts for this tax since 2008, the
dcsign and staging of these modifications will require careful
thought. Itisalso likcly that tbcy will require other administrative

adjustmcnts and ccrtainly astrong public awarencss campaign.

e Valuation—To the extent technically feasible, the assessed
value ofland and improvements should be cqual to the market
value as of the assessment date. Valuation should be seen as
a technical exercise that is largcly indcpcndcnt of political
constraints or revenue needs. For the system to function
propcrly and be pcrccivcd as fair, assessed values should be as
close to market values as possible. When all is said and done,

fairncss Sl’]OUld takc pI'CCC(lCﬂCC over accuracy.

e Tax rate—Local administrative units nced more flexibilicy
and control over the revenue gcncratcd within their
communities. This could be achieved by setting a range of
acccptablc rates at the national leveland allowing governorates
(or lower) to select the final rate within the approvcd range.
Alternatively, if there is a single national rate, governorates
could be allowed the option of setting a supplcmcntal rate
(within an approved range) to be collected along with the
national tax but remitted dircctly to local authorities. To
maximize the political acceptance ofa purcly local rare, it may
prove desirable to earmark the revenue received for spcciﬁc
purposcs such as road improvements, strect lighting, public

spaces or other clcarly visible public purposes.

o Exemptions—The basic strategy employed by Egypt
in exempting a fixed monetary amount for all residential
property is sound. The difficulties arise when the current
exemption levels are applied. Exempting the fist EGP 2

million means that the vast majority of property owners will

pay no building tax. The government should first consider
rcducing the deduction for expenses from 30% to 20%.
This would be more in kccping with the practiccs in other

countries.

Second, the government should consider rcclucing the
exemption for primary residential property to about EGP 50,000

(or EGP 600 in annual rental value).

Recommendations that apply to
multiple instruments

If Egypt seeks to improve land-based ﬁnancing for urban
dcvclopmcnt, two recommendations are critical for several of

the instruments:

o The requirement that landowners obtain ofhicial approval
prior to construction must be strictly enforced. If informal
dcvclopmcnt is allowed, dcvclopcrs have no incentive to
comply with any requirement that thcy pay additional fees or
cbargcs. There are multiplc incentives for the public sector to
achieve this goal, however difficult it may be to accomplish in

practice.

o Onec of the reasons that informal dcvclopmcnt takes placc
in Egypt is the difﬁculty in obtaining formal approval for
new dcvclopmcnts. Conscqucntly, as part of effort to
reduce informality, the administrative proccdurcs rcquircd
for receiving, reviewing and approving plans, projects and

pcrmits should be carcfully reviewed and streamlined.

Recommendation regarding special
assessments

The government should consider initiating a more extended
discussion with the business community, civic organizations
and local administrative units with the intent to adapt spccial

assessments more cxtcnsivcly in the Egyptian context.
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Recommendations regarding developer
exactions

In order to cxpand and formalize the use of dcvclopcr exactions
in Egypt, the government will need to take several important

StCPSA

o See the two recommendations rcgarding informal

dCVClOPant,

o In the Egyptian context, it is recommended that standard
formulas be dcvclopcd and published tobeusedin calculating
any dcvclopcr exaction. This would assure transparency and
fairness in implcmcnting the instrument even though some
adaptability to spccial circumstances in lost. The cxamplc of

Medellin, Colombia in this regard is very hclpful.

o Any revenue  collected through the use of dcvclopcr
exactions should be retained in the community hosting the
new dcvclopmcnt and should be used to meet the needs

contcmplatcd in asscssing the dcvclopcr obligation.

Recommendations regarding land value
increment taxes

o Sce the two recommendations rcgarding informal

dcvclopmcnt,

o The currentrate of 50% of the incremental value will very likcly
be difficule to sustain. No other country has been successtul
in cffcctivcly administcring and collccting a land value
increment tax at that rate. A number of countries have tried,
but landowners and devclopcrs have vigorously opposcd such
efforts and have in virtually all cases been successful at having
the tax rcpcalcd within a few years. If the intent is to activcly
enforce the lcvy as a one-time chargc, Egypt should consider
lowering the rate to between 10% and 30% of the incremental

val uc.
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o ThC lCVy Sl’lOLllCl bC applicd to thC incrcmcntal valuc ofland

only. Ie appears that the current law may apply to buildings as
well. But the rationale for the tax is that land value is socially
created. Building value represents private investment and
increases in building value represent the return on that private
investment. Limiting the tax to the increase in land value will
reduce opposition and any potcntial distortion in private

investment practices.

Egypt may wish to consider separating the tax on urban
land from the tax on buildings. Taxing land scparatcly and
at a highcr rate serves both as a land value increment tax
and promotes improved land use and development within a
city. It also makes the land value increment tax much more

managcablc l:OI' landowncrs and dCVClOPCI’S.

Recommendations regarding the sale of
development rights

o See the two recommendations rcgarding informal

dCVﬁlOmenti

The lcgal foundation for sclling additional dcvclopmcnt
rights needs to be clarified and strcngthcncd. For cxamplc,
Egypt might consider a two-tiered approach to building
hcight restrictions. First there would be a maximum hcight
restriction that cannot be exceeded without approval from
the Supreme Council, as at present. Below tha level, local
authorities could set a lower hcight limit in their detailed
plan and building rcgulations. Excccding this local hcight
restriction could be approvcd by the local authorities upon

payment of afee for the additional dcvclopmcnt rights.

The administrative requirements for sclling dcvclopmcnt
rights through open auctions are daunting. For this reason, it
is recommended that Egypt adopt the more straightforward
approach of density and height restrictions. Additional

(lCVClOmeI’]t rights can thCH bC SOld at HXCCl fCCS to bC chargcd
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upon approval of the increased dcnsity. The fee schedule can
vary by location and land use within an urban arca, bue should

be standardized and publicizcd.

o Care should be taken to protect the interests of vulnerable
populations in the process of incrcasing the dcvelopmcnt

dcnsity or changes inland use in any arca.

Recommendations regarding land sales
and leases

The sole recommendation with rcgard to land sales relates to
transparency and accountability in the process. Se”ing pub[ic
land has very long»tcrm implications. Public officials must take
care that the land to be sold will indeed not be rcquired for
other pubiic purposes later, that the price obtained is consistent
with market conditions and thar all procccds from the sale are
appropriatcly accounted for and allocated to important long—

term public projects.
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Recommendations regarding transfer
taxes

Transfer taxes should be used to fund the land registration system.
Egypt’s current transfer tax rate is consistent with the rates found
in other countries that use the tax to fund the land registration
system. The revenue gcncrated should be used to improve land

administration within the country.
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SUGGESTIONS FOR THE WAY FORWARD

As public ofhcials and civic leaders consider the path forward

regarding [and—bascd ﬁnancc for urban devc]opmcnt, thC

following suggcstions may prove useful.

7)

9)

Initial steps should focus on those instruments that
will involve the least amount changc in the lcgal and
administrative systems alrcady in placc. That would suggest
thata good placc to start may be with spccial assessments.
They have been used effectively in Egypr with agricultural
improvements and it scems reasonable to extend that
experience into the urban sphcrc. This will be Cspecia“y
trucif the processes implemcntcd involve local landowners
in the dctcrmining which infrastructure projects will be
pursucd. Spccial assessment districts can be dcsigncd to
assure maximum public acceptance for the initial projects.
Those projects will then serve as cxamplcs for otherareasin

the city and for other cities.

A second priority might be standardizing the sale of
dcvciopmcnt rights at least for large projects in major
cities. Such projects are more likely to be formalized and

processes for implcmcnting the instrument can be refined.

Moving bcyond these two options will require that Egypt
confront the issue of informal construction at least as far as
additional new construction. Without mcaningful progress
on this front, lictle progress can be made with the other
instruments. Once again, an essential element in rcducing
the amount of informal dcvelopment will to reform the

application approval process for new dCVClOmeHI.

10)  Once there are eftective policics and practices to minimize
informal development, developer exactions can become
a signiﬁcant source of revenue for meeting the needs
of growing urban areas. The intent is not to curtail new
devclopmcnt but to cngage dcvclopcrs in the process of
addrcssing the infrastructure and service needs created by

their dcvclopmcnts.

11) Either following or concurrently with the cxpansion of
dcvclopcr exactions should come the extension of scliing
additional dcvciop rights in smaller projects and in smaller
cities. Again, this can only happen after progress is made to

I'CC].LICC informai dCVClOPH}CH[.

12)  Finally,communityleaders should consider further reforms
to the annual real estate tax at least as recommended
prcviously. As an additional step, Egypt may wish to
consider separating the tax on urban land from the tax on

urban buildings. Both should be taxed, but ac different rates.

This is an ambitious agenda and it will take years to fully
implemcnt it. Success will dcpcnd on gaining the trust of the
pubiic that revenues collected will be spent on projects that
benefic the community in visible and tangible ways. It will also
depcnd on strengthening the capacity and effectiveness of local
governments. While the way torward may scem daunting, the
long term benefits to Egyptian society will be profound and well

worth the signiﬁcant cffort that will be rcquircd.
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