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1.
General information about Finland

Finland has a population of approximately 5.2 million and an area of about 337,000 km2, which adds up to a population density of about 15 inhabitants per square kilometre. The capital Helsinki has about 0.5 million inhabitants, and a total of more than 1 million people live in the Helsinki metropolitan area. Other major urban areas are the Tampere, Turku, Oulu and Jyväskylä regions. The large population centres attract a fair amount of people, and the migration from northern and eastern Finland has continued on a large scale in the last fifteen years.

Finland joined the European Union at the beginning of 1995 along with Sweden and Austria. As a result of the agricultural and regional policy of the European Union, the rural areas in Finland have undergone heavy restructuring, and today agriculture provides employment for a diminishing number of people. The farms are larger in terms of area, but there has been a dramatic decrease in the number of farms. New sources of livelihood are, however, provided by small and medium-sized businesses. Tourism has become the largest industry in northern Finland and is particularly important in Lapland. Nature tourism is a defining characteristic of Finland, which can be attributed to the numerous lakes and extensive forest areas. 

The wood processing industry is a major industrial sector in Finland, as it has been throughout our history and as it will be in the future. Finland and Sweden are the most densely forested areas in the European Union. Of vital importance to the Finnish economy is obviously the electronics industry dominated by its flagship Nokia Corporation, which is head quartered in Finland. The metal and engineering industry has also traditionally played an important role. The major employer is, however, the private and public service sector combined. Finland’s GDP per capita is around 28,000 euros.

2.
The administrative structure in Finland

In Finland, the supreme legislative powers are exercised by the unicameral Parliament, which is elected for a four-year term. The next parliamentary election is due in February 2007. For the last twenty years, the elected governments have served the entire parliamentary period despite the fact that they have been based on coalitions – a result of the dominance of three largest parties that have received a fairly equal share of electoral support in the last few years.

Finland has been divided into nineteen regions. The regional councils together with the state regional government authorities are responsible for regional development within their respective administrative areas. Candidates nominated by the primary municipalities (primary local authority) are appointed as members of the assembly of the regional council without an election procedure. The regional councils do not have the right to levy taxes; instead, the funds for financing the activities are collected from the primary municipalities. Development initiatives are in general realized through projects financed by pooled funds from the state regional government authorities, financial aid from the primary municipalities, financial aid available for business operations and, in some cases, financial aid available for programs from the European Union.

Currently, there are a total of 430 municipalities in Finland, which is less than in the 1930ies, when the number peaked at 603. The government headed by the Prime Minister of Finland, Matti Vanhanen, has, however, drawn up a program for a municipal reform with a view to further cut the number of municipalities and to safeguard the basic services provided by them, such as primary education and primary healthcare. The provision of these basic services is the primary duty of the municipalities. Owing to the strong rural-urban migration and the ageing of the population, a reform of the municipal structure is unavoidable. It is projected that every fourth municipality will cease to exist over the next ten years. The old-age dependency ratio will increase as the post-war baby-boom generation reaches retirement age. The primary municipalities have the right to levy tax, and the tax rate in the municipalities varies between 15.5 - 21 per cent. The municipalities also collect a real estate tax, as described below, and some parafiscal charges in order to finance their services.

3.
The National Land Survey of Finland

The National Land Survey of Finland (NLS), which was established in 1812, is a central agency under the Ministry of Agriculture and Forestry. It is responsible for the cadastre, topographic data system and land information system in Finland, all with national coverage. Surveying in Finland (and in Sweden) has one feature that distinguishes it from surveying in many other countries in Europe: land surveying is a task assigned to public authorities or, more specifically, the 84 largest municipalities are responsible for real estate formation in their respective administrative areas covered by a town plan and the NLS in all other areas. The joint cadastre is managed by the NLS, although the municipalities update the cadastre with data concerning the areas under their jurisdiction.

The central administration of the NLS is located in Helsinki, as are the operational units providing support services to the central administration. The number of District Survey Offices totals 13, and a District Survey Office may have branches in more than one locality. The NLS thus offers its services in a total of 35 localities throughout Finland.

The budget of the NLS is in the region of 100 million euros, and about 55 per cent of the budget is covered by revenues and about 45 per cent by funds from the state budget. In terms of employees, the NLS is a fairly large agency with a total of about 1,800 employees.

4.
Real estate taxation in Finland

General

The real estate tax was introduced in Finland in 1993. The real estate tax is paid annually to the municipality concerned according to the value of the real property. The tax is governed by the Act on Municipal Tax on Real Property (654/1992), and applies to all real properties with the exception of forests and agricultural land. Exempt from the tax are also some public areas, such as streets and squares. 

Liability to pay real estate tax

Real estate tax is payable by those who own real property at the beginning of the calendar year. Municipalities are, however, not liable to pay real estate tax on properties located in their administrative areas.

The tax base and amount of tax

The real estate tax is levied according to the taxable value of the real property determined for the capital tax (net wealth tax).  

Real estate tax rates

Each municipality sets the tax rates annually within the following limits:

· general real estate tax rate 0.50 - 1.00% 

· tax rate for permanent residences 0.22 - 0.50% 

· tax rate for other residences (e.g. vacation houses) 0.50 - 1.00% 

· tax rate for non-profit organisation 0.00 - 1.00%  

· tax rate for vacant building site 1.00 - 3.00%  

· tax rate for power plants 0.50 - 2.50%

When a separate rate has not been set for vacation houses, non-profit organisations and power plants, the general real estate tax rate is used for levying tax on all buildings except buildings used as permanent residences. The general tax rate is also applied in the case of land (including plots with residential buildings) with the exclusion of land owned by non-profit organisations and vacant building sites. 

5. 
Determining the taxable value of real properties

Provisions relating to the determination of the taxable value are included in the Capital Gains Tax Act (1537/1992). In accordance with the Act, standard principles are as a rule applied in determining the value of a real property. The taxable value of a piece of land (plot) and any buildings are determined separately. The taxable value of the real property as a whole is arrived at by adding together the value of the land and the buildings. The value of the real property equals, however, at maximum the market value, i.e. the probable sales price. Owing to the standard valuation principles, the taxable values are generally lower than the market values. 

The value of land

The taxable value of land is determined by use of municipality-specific maps on plot prices and valuation guidelines. The values indicated by the maps and guidelines are the average market values of building land and are generally based on completed property transactions. The land policy and plan data of the municipality concerned have, among other things, also been taken into account. The value on the map (regional price) indicates the value of building land, used for purposes determined in the land use plan, per floor square metre or plot square metre in a specific area. Area-specific market values have been assigned to plots occupied by, for instance, residential single-family houses, residential multi-storey buildings, commercial and office buildings and industrial buildings. In sparsely populated areas, municipality-specific basic prices per square metre are used in valuating building land. 

The valuation guidelines also contain specific data on the basic prices of higher-priced building sites in the municipality (e.g. waterfront building sites). The current maps on plot prices and valuation guidelines were applied for the first time in the taxation of 1994. The guidelines have since been revised annually. However, price increases, if any, are usually not taken into account in full immediately in the taxable values, although the level of the taxable values has been set at 73.5 per cent of the market value level (target value) according to the maps on plot prices and valuation guidelines approved for each year. In practice, the taxable values are increased gradually over a transition period determined by the National Board of Taxes.

The value of buildings

The taxable value of buildings is determined on the basis of the replacement value and the depreciations for age deducted from the replacement value. The bases for the replacement value of buildings are approved by the Ministry of Finance. 

The replacement value of a building refers to the probable costs for building a new building comparable to the building concerned at the time of valuation. Regional differences in building costs are not taken into account in the valuation of buildings; the same principles are applied in all parts of the country. In a decree on the replacement value of buildings by the Ministry of Finance, 70 per cent of the average building costs has been used as the basis for the replacement value. Hence the sales price of the building and the actual building costs are usually not relevant in determining the replacement value.

The decree on the bases of the replacement value of buildings is issued annually by the Ministry of Finance. The decree contains separate valuation guidelines for calculating the replacement value of various types of buildings according to the size of the building, and its quality standard and equipment standard. The replacement value of a building is arrived at by multiplying the square area or cubic volume of the building with the basic value of the square area or cubic volume adjusted according to the equipment standard of the building. The unit values in the decree are adjusted annually in accordance with the change in the building cost index. The taxable value of a building is arrived at by deducting the annual depreciations from the replacement value.

Depreciations for age

Depreciations for age are provided for in the Capital Gains Tax Act. The depreciation system used is based on the steady depreciation of the value that occurs over the economic service life of a building. For this reason, the taxable value of a building does not necessarily mirror the real value of the building. 

6.
Cooperation between the NLS and the Finnish Tax Administration regarding real property appraisals carried out for taxation purposes

VTT Technical Research Centre of Finland provides assistance to the Finnish Tax Administration in valuating building land (plots) for taxation purposes. The NLS supplies, on regular basis, VTT with comprehensive information on the prices paid for real estates from the real estate market price register that it keeps, but the NLS is not directly involved in determining the taxable value of individual objects. According to the need, VTT asks the NLS to provide analyses of the market on building land with statistical indicators at prize zone level. Small-scale cooperation of this kind commenced only a few years ago at the beginning of the 21st century.

7.
CASE: Test assignment by VTT

7.1 Background

At the beginning of the 21st century, the NLS conducted the first study on the prices of plots used for leisure purposes in mountain areas in northern Finland. The study covered 12 mountain areas. The price levels of leisure plots in the mountain areas and regional price variations were described by means of statistical and map representations based on real property price data from the real estate market price register.

7.2 Data used in the study

The real property price data

The real property price data comprised representative real estate transactions between 1989 and 2000 concerning leisure plots in the mountain areas referred to above. The number of transactions totalled approximately 2,400, and about two-thirds of the concerned plots were located in areas covered by a plan. Included were all leisure plot transactions within a radius of 10 kilometres from a mountain or a leisure resort. 

The other set of data used included transactions between 1997 and 2000, and was used to illustrate the local price formation. The data included all transactions concerning holiday plots in each respective municipality during the period. 

Map data

The following were used as base map data for the zones:

· 1:100,000 and smaller scales (maps on the entire municipality): water bodies, roads, buildings and nomenclature in the 1:250,000 map database.

· 1:20,000 scale maps (areas in the immediate vicinity of a ski resort): base map illustrating SLICES land use covered with the raster data of the base element of the Basic Map.

· Road and water elements from the NLS topographic data system were used as “background data” on the digital maps. The locations of buildings were also indicted on the maps.

7.3 Performing the assignment
For the assignment, the database programs ArcInfo and ACCESS were used. The data on prices paid for real estates drawn on in the study were arranged in rough price classes (FIM/m2) and then displayed on the maps separately for each mountain area. As a next step, the maps were handed over to the local NLS organisation for analysis, i.e. a person with local knowledge divided the area under scrutiny into price zones, using his or her local knowledge and applying the supplied real estate price data. The price zones were then digitised by use of ArcInfo and, as a result, price zone maps on the mountain areas concerned were obtained (Figure 1).
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Figure 1. An example of a map on plot prices with price zones.

Econometric price models describing the formation of plot prices in the mountain areas were also generated.

7.4 Using the data in connection with real estate appraisals conducted for taxation purposes

The accumulated data can be used as support data in valuating holiday plots in sparsely populated areas. The data are mainly at the 1999 price level. Since 1999 the price development has on average been moderate.

Comparing the data between different mountain areas revealed that the differences in the trade volume and price development were in some cases considerable. In some areas, trade has been brisk, whereas in other areas hardly any transactions have been completed. In addition, the level of trade is not stable from one year to another. The price zone indicators deduced from real property prices should therefore be used in parallel with other supplementary information available on the object concerned (e.g. data on previous taxes). The price zone division on the maps should above all be regarded as estimates of the value of the areas based on the purchase prices and the relative “superiority” of the areas. The prices are given according to price zones (€/m2). 

It should be noted that as the data are divided in price zones, many of the location-related factors that affect the price (e.g. the distance to centres of demand in the mountain area) are already included in the regional prices, and hence do not need to be separately taken into consideration. In contrast, it is possible to form a picture of how factors that relate specifically to the object concerned (such as the size of the plot, which affects the unit price, as recognised) impact on the unit prices in each area and price zone by comparing the unit price of the real estates and the dispersions of square area. The econometric price models that are based on the data on the purchase prices are also relied on here.

8. Summary and conclusions

Price information obtained from the real estate market is used effectively in Finland for real estate taxation purposes. The real estate market price register kept by the NLS, the GIS databases and the analysis software available all facilitate this and ensure that legal safeguards can be provided for citizens, businesses and organisations alike.

