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Abstract

Property taxation is universal, it is hard to find a country which does not levy a tax on its landed property. The best tax policy in the world is worth little if it
cannot be implemented effectively. The level of tax yield of property has been below the expected tax yield due to assessment issue. The function of valuation
is to ensure fair assessment of property owners. This paper examines the taxonomy of property tax with a view to understanding it composition and review
the impact of valuation accuracy on property tax from existing literature. The study reveals the impact of valuation on property tax, indicating the effects of
valuation accuracy on the amount of tax payable or receivable as the case may be. Valuation impact can be viewed as being accurate or inaccurate. When it is
accurate the cost is low for the tax administration, low rate of avoidance and evasion, and provision and maintenance of municipal services, but the reverse is
the case when it is inaccurate. The study recommends that tax authorities should engage qualified professionals in the assessment of property tax and that
regulatory bodies should organise periodic training for their members
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1.0 INTRODUCTION

In order to carry out a good assessment of property tax, government must put in place an effective tax system where tax payments are made
by every citizen and where the canons of taxation are upheld. These canons of taxation include convenience, certainty, economy and equity
in tax administration [1]. Property taxes provide a steady and reliable source of government revenue to finance public expenditures and
services, especially for a local or sub-regional government [2; 3; 4; 5; 6].

It has been revealed that the level of yield of property tax has been below the expected revenue yield of many authorities [7; 8; 9].
Connolly and Bell [10] have described the situation in developing countries as a fiscal paradox, because a lot has been said about the potential
of property tax to local authorities but much has not been achieved partly due to the issues in determining the assessment value of individual
property that have impacted the revenue collection among other issues. The primary and formal function of valuation is to ensure fair
assessment such that property owners with similar properties structures pay similar property tax bills [11; 12]. It therefore means that the
aim of valuation is to ensure fair and equitable property assessment without it being arbitrary in the assessment of property.

One of the characteristics of a good valuation practice in tax administration is that assessed value must be fair to all parties in order to
minimize contentions and disputes [13]. [14] posits that one of the major reasons for tax avoidance and evasion in Nigeria is the issue of
reluctance towards acceptance of the assessment value, most especially when there is over-valuation against the tax payer. On the other hand,
tax authorities loose revenue when there is under-valuation.

An over or under-valuation is what is referred to as valuation inaccuracy. Valuation uncertainty/inaccuracy is where the difference is
much and is attributed to the inherent nature of valuation itself, and valuation error when a negligent act is involved and afterwards in the
valuation process [15]. In property taxation, accuracy of valuation is measured as the ‘valuation ratio’, particu;arly in mass appraisal [7; 16;
11;9; 17]. Ross et al. [11], in particular, has described the situation as ‘controversies in property assessment’. It is has been established that
there exists no single and ideally point value for a given piece of landed property because all value estimates carry with them some degree
of uncertainty. However, this must therefore be kept within reasonable limits of reliability in order for the valuation to be equitable [15].

The need to address controversies in property assessment, particularly in valuation cannot be over-emphasized. This is to ensure that
property tax achieve the anticipated revenue yield and is seen to be equitable by all parties. The extent of valuation accuracy is influenced
by the purpose for which the valuation is required. Babawale and Nubi [18], posited that the impact of valuation can be seen from the view
of willingness to pay and revenue yield. This paper critically reviews the impact of valuation on property taxation, with focus on one of the
canons of taxation that is, equity, which a valuation exercise ought to establish. Equity in taxation is ensuring that owners of properties pay
property tax in accordance to the value of the properties.

The paper is structured into five sections: first section has discussed the introduction of the subject matter and the next discusses the
taxonomy of property taxation. The third and fourth sections focuses on the causes of inaccuracy in valuation and the impact of valuation
accuracy respectively. Section five discuss on the impact. The sixth section concludes the paper.
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H2.0 TAXONOMY OF PROPERTY TAXATION

Taxonomy in property tax, is the arrangement from the origin to the conclusion stages of carrying out property valuation for taxation
purpose. Valuation falls within tax administration, and its duty is to determine the tax burden to be shared by each taxable landed property
[9]. Figure 1 shows the typical process involved in the determination of property tax.

The base of assessment is what is to be taxed. It could be only land, land and improvement/building/structures or
improvement/building/structure alone [19, 9; 20; 21; 22]. This is the physical element of the hereditament. The tax base is a policy
statement that is usually contained in the tax law. After the establishment of the assessment base, the next thing is to determine the basis of
taxing the base? This is the monetary aspect of the property. Authors such as [7; 4; 20; 24; 9; 19; 23] identified the basis of assessment of
property tax to include rental/annual value, capital value, self-assessment and area-based. This can be grouped into ad valorem (rental/annual
value, capital value, and self-assessment) or non-ad valorem (area-based and self-assessment).

The valuation methods used to determine the monetary aspect of property for taxation purposes includes comparison,
investment,residual, depreciated replacement, and Profit method. [25; 26; 27; 28]. These methods are used for the general valuation and
annual valuation when new property is to be entred into the valuation list. The approach to property valuation can take one ora combination
of discrete individual property survey; mass appraisers based on statistical techniques or statutory formula with or without the aid of
Geographical Information System or property banding [9; 29; 30].

There used to be statutory provision for the reassessment of property on the valuation rolls/list, this is usually between five to ten yearly
revaluations. The methods usually used for the reassessment are complete revaluation, indexation and simple rate adjustment [9]. Where
property values are changing fast, the reassessment period that would be required is shorter. This reduces the risk of sudden, drastic shifts in
tax burden from large increases in assessed values which could provoke protests, unending litigations and non-compliance [9; 18; 31].

The level of accuracy is determined by the skill and degree of competency displayed by the valuers in linking the four classes of the
taxonomy of property tax together to achieve the aim of the assessment. Babaawale [9] argues that the combination of these classes ultimately
determines the accuracy ofthe valuation. But the methods of valuation seem to be the critical one, as it is absolutely based on the ability of
the valuer to appropriately identify, and use the methods correctly. The next section discusses the causes of valuation inaccuracy.

~
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W3.0 CAUSES OF VALUATION INACCURACY

Figure 1 Taxonomy of property taxation
Source: Adapted from Babawale (2013a)

The principal factors and circumstances that have been identified in literatures as commonly contributing to disparity between valuations
and subsequent transaction prices (inaccuracy), or between valuations prepared by different valuers on the same property (variance), these
might be applicable to property rating valuation as well. These factors are in Valuation, [i] Individual Characteristics of VValuers and VValuation
Firms. [ii] Valuation Environment, [iii] Valuation Process, and [iv] Negligence of valuer[ 33; 34; 35; 36; 37; 38; 39; 40; 41, 42; 43; 44, 45;
46; 47]. This factors are discussed in detailed below.

Individual Characteristics of Valuer and Valuation Firm

Valuation firm can be grouped into ethical and unethical firms. The ethical firms are those not prepared to report valuation outside the range
of defensible value while, the unethical firms are the opposite [48; 35]. The outcomes of valuation is determined by the structure and the
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practice standards of the firm the valuer works for, these are valuers’ resume that invariably impinge on his ability to apply established
valuation principles, methodology and process efficiently to achieve accurate valuation [43]. Aluko [35] argues that the level of training
(academic and/or professional) of the valuer influence his or her ability to estimate the market appropriately. Other authors that have
identified this factor as a source of inaccuracy in valuation include [39; 40; 49; 50; 51; 52; 53; 45; 32; 47].

The Valuation Environment

The valuation environment is described by [48] as the external characteristics. These are elements on the external environment within which
valuers operate that have been identified as having varying degrees of influence on valuation discrepancy [36; 54; 43; 45]. It represents the
totality of the legal, institutional, economic and regulatory frameworks within which valuer’s carries out his/ her duties. Given the nature of
the task environment, valuers are made to compare, contrast, weigh and rationalize myriads of information; some of which may be conflicting.
All these, directly or indirectly, affect the valuation construction process, and ultimately the accuracy of the valuation [43]

The Valuation Process

This includes the choices and factors that have to be made by valuers starting from clients’ instructions to reporting the final valuation. At
any stage of the process, bias may be introduced into the final valuation [55]. The variables include internal problem of the valuation methods,
behavioural attitude of the valuer and quality control measures of the firm, among others. Authors such as 36, 42, 43, 44, 32 and 46 have
identified this factor as one of the major causes of inaccuracy in valuation.

Valuer’s Negligence in Valuation

These are ethical and attitudinal issues of valuer in discharging his or her professional duty towards his client as laid down by the
regulatory body. This is actionable under the law of contract and torts [33; 56; 43; 57; 32; 58; 59]. Valuer’s negligence in valuation cover
issues like intentional fraudulent act of the valuer and carelessness attitude. The studies of 56, 60, 15, 58, 42 and 45 have identified the
negligent act of the valuers as a prominent cause of inaccuracy of valuation.Having identified the causes of inaccuracy in valuation, the next
section focused on the impact of valuation accuracy on property tax.

4.0 IMPACT OF VALUATION ACCURACY ON PROPERTY TAXATION

Property taxation is an annual charge on ownership or occupation of property, the proceeds of which is traditionally used to offset the costs
of providing municipal services such as refuse disposal, provision and running of markets, maternity homes, and parks [9]. To maximise
fairness and understanding in a property tax system, valuation should be based on the current market value of landed property. This is because
market value tax base maintains a uniform relationship between property values and property taxes [20; 4].

Valuation of property is one of the major problems affecting the effective use of the property tax [31]. The problem with valuation is
either it is over-valued or under-valued. This usually affects the fairness and equality of property tax [61]. An incidence of under-valuation
often reduces government’s tax yield, while over-valuation results into disputes that may delay payment of property taxes [13].

The impacts of inaccuracy valuation include damage to the reputation of the valuation profession, collapse of the financial market and
loss of investor confidence in the operation of property market [62; 9]. Also, Ayedun [41] argues that the impact of valuation of being
inaccurate to sustainability of the mortgage market. Atilola [63] posits that impact can be looked at from three perspectives, the environment
(physical), economic (revenue gained or lost) and social (unrest or protest, and unemployment). The impact of valuation accuracy peculiar
to property taxation is discussed with the aid of Figure 2.

Figure 2 shows two things that will happen after the assessment or valuation of property is done, that is, accurate valuation and inaccurate
valuation.

When the valuation is accurate, the likely impact is that the expected tax revenue (yield) is attained within the shortest period with lower
administration cost, because the taxpayer will be willing to pay. As illustrated in Figure 3, it will therefore cost less to receive and pay the
property taxes since both the tax payers and the collecting authority will not need to spend further expenses in attending to objections and
appeals. Summarily, the impacts of accurate valuation on property taxation are: lower cost of administration; payment of tax within the
shortest period is guaranteed and the purpose of imposing the tax will be achieved (that is, provision and maintenance of municipal services).

On the other hand, if the valuation is inaccurate, the uninformed taxpayer may still proceed to make payments, but this category of
people are not many and this will eventually not increase the revenue, as most people do not generally want to pay taxes. Sheffrin [64] argues
that the taxpaying public hates property taxes. However, to the informed taxpayer, he or she might go by the way of either ‘self-help’ (tax
avoidance or evasion) or follow the judiciary procedure of assessment objection or appeal. Furthermore, when the set of people that have
chosen to avoid or evade tax are able to gather themselves and form an association they often go ahead to protest against the government. In
some instances, some of their actions often lead to unrest or riots [65; 66]. In the United State of America the population of tax protesters
have being on the increase, study shows that in 1979, 1980 and 2001 their population are 7,139, 18,226 and 152, 000 respectively [66]. This
therefore suggested that as the year is going by the revenue will be reducing as shown in Figure 4.

When the taxpayer adopts the ‘self-help’ approach, it shows that the action disconnect from the flow-chart rule as that stage ought not
to be the final stage, it stand alone. The implication of this is that, tax will not be paid at all, and tax authority will have to spend heavily on
enforcement which might not succeed, because of the fundamental faulty issue. If, on the other hand, taxpayer chooses the option of judiciary
procedure of appeal, it will take some time before the case is determined and resolved. Not only that, some costs such as payments to
professionals that will give expert opinion and the solicitor’s fees, among others, will be required to pursue this cause as the onus lies on the
taxpayer to prove that the assessment is not fair. Also the tax authority will incur some costs as well. The scenario of valuation inaccuracy is
illustrated in Figure 4.
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Figure 2 Impact of valuation on property tax
Source: Authors work (2015)
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Figure 4 Cost and revenue of inaccurate valuation
Source: Authors work (2015)
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Figure 4 shows that the cost is more than the revenue generated due to the issues explained above. However, the likely direct impact of
valuation inaccuracy on property taxation can be summarised as follow:

There will be high cost of administration, which makes the system to be ineffective [31; 2]. Cords [66] argues that “as the number of
tax protesters increases, the cost associated with collecting their taxes and prosecuting their tax avoidance also increases”. A lot of fundswill
be required for the objection/appeal and because some tax payers had considered the tax as being unfair or lacking equity, they often decide
not to pay. To enforce compliance, additional funds will be needed for this. Hence, this makes the tax not to be certain and economically
viable; leading to tax avoidance and evasion. Babawale [9], Moore [67] and Bahl [8] posit that inappropriate taxation valuation will lead to
low tax yield. Also, some payment will be delayed till after the determination of the appeal [13]. Whereas, Ishaya et al [68] submitted that
the error in the valuation forms a basis for proposal or objection and non-payment or non-collection of rates.

The purpose of imposing the tax will be defeated when the cost of administering is more than the revenue generated, which makes
provision of municipal services as well as the maintenance of the existing infrastructure difficult [18; 10; 7]. Alias [69] posits that when the
tax authority could not collect rates it may lead to negative form of financial control, a situation where a local authority is forced to reduce
its budgetary allocation for some goods and services due to shortage of revenue. This art of ‘negative form of financial control’ often cause
what Akindele [70] called ‘secondary abandonment’, a situation where government refused to provide infrastructure in neighbourhoods
suffering from abandonment arising from low tax yield.

The indirect impacts of inaccurate property valuation that can be deduced are: Unemployment- as the agency that ought to recruit people
to provide and maintain services will not have the financial strength to do so. This often leads to other social problems in the
community.Inaccuracy in property tax valuation also causes unrests or riots which constitute social, political and economic challenges.

W50 DISCUSSION

The method of valuation was identified as a major determinant of accuracy of valuation in the tax taxonomy. The methods are been
influenced by individual characteristics of valuer and valuation firm; valuation environment, valuation process and negligence act. It reveals
from the study that the impacts of valuation on property tax include economic (tax avoidance and evasion), environmental

(secondary abandonment poor infrastructure), and social (unemployment and protest)

The best tax policy in the world is worth little if it cannot be implemented effectively. How a tax system is administered affects it yield,
its incidence, and its efficiency. An administration that is unfair and capricious may bring the tax system to being disreputableand weaken
the legitimacy of state actions [71]. When equity (fairness) is missing in the canons of taxation, convenience, certainty and economy will be
absent in property tax administration.

6.0 CONCLUSION

The consequences of valuation not being accurate in property taxation are on compliance (willingness to pay) and revenue yields. It will
amounted to tax revolts and protests which frequently subsume large economic, political, social and even religious issues, with the identified
impacts of accuracy of property tax valuation on the tax authority, tax payer and general public on one side, and for local government/sub-
urban area to be able to maintain their autonomy, their capacity to generate the revenue that will sustain them is paramount mostly from
property taxation. This study therefore suggests the engagement of seasoned Valuers to undertake the property assessment. Also, regulatory
bodies should provide periodic training for it members so as to make them fit for the job.
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