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Towards more efficient transaction procedures in Latvia
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Abstract
The article deals with the findings of a study into real property transaction procedures in Latvia. It formally describes three cases of transactions: pure sale, pure subdivision and subdivision combined with sale; various institutions involved in the procedures are also discussed. Statistics show that real property transactions are rapidly growing in number, and a mortgage combined with a purchase is considered to be ‘a normal case’ that may be formally described in Latvian conditions. The theoretical part of this contribution is devoted to the identification of the significant features of a cadastral unit. The principal transaction costs and the average duration of the transaction procedures are presented on the basis of case studies. Institutional issues are reflected not only in the Latvian context; also the relevant Lithuanian and Estonian practices are described. Modelling is an efficient tool for improving real property transactions. The preconditions for the simplification of transaction procedures are clear descriptions of the relevant activities and selection of appropriate procedural models that can be compared and improved according to the identified problems. Sustainable real property market is recognised as a significant pillar in market economy.
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Introduction

Various activities with real properties are performed by applying set cadastral and legal procedures. One of the most complicated and crucial issues discussed in relation to real property management is the issue of institutional aspects that includes not only organisations and their performance, but also regulatory provisions, or ‘rules of the game’. By making institutional changes it is a possible to simplify real property transactions and to make them more transparent and secure.


Various stakeholders and parties are involved in supporting real property formation and transaction processes. Thus, local municipalities take their own decisions concerning permitted land use, including cases of property subdivision; they act as land-use planning authorities and decision-makers concerning their pre-emption rights. The State Land Service of Latvia supports and technically performs real property formation procedures and is responsible for the registration of cadastral data. Various professionals, such as surveyors, planners, and valuers perform the technical procedures, but lawyers and notaries do the legal part of the work. The land register – Land Book offices – register legal rights. Credit organisations – the Mortgage Bank of Latvia and commercial banks – finance activities related to real property. Real property owners and users act as holders of rights and applicants for the relevant procedures.


As regards the administrative framework, it is important to assess the performance of the responsible organisations, especially those working in the public sector. Therefore, when examining the Latvian situation, we may generally conclude that performance of functions is often doubled, organisation of internal work is ambiguous, and lack of cooperation and coordination of activities is widely observed.

The existing and drafted legislation related to real property transaction procedures in Latvia may be accordingly reflected in the Civil Code and in the relevant legislative acts and regulations. As the land reform is still going on in Latvia, the rules of the land reform also include some binding provisions related to property transactions.

It must be stressed that only recently the Law on the State Cadastre of Real Property has been enforced, and there is no special law in Latvia that would regulate real property formation processes, land consolidation activities and real property transactions. In fact, these activities are regulated by general legislative acts like the Civil Code, the Law on the State Land Service; some instructions or specifications have been developed mainly for internal use by the relevant state or municipal institutions, but these not have enough capacity to regulate systemically the above processes and activities (Auzins, 2004:1).

It is a known fact that contradicting and incomplete legislative norms do not satisfy society. Although there are national good laws regulating the relevant activities, the question arises: why should we examine poor enforcement of legal provisions? It is widely argued that the institutional arrangements form the basis for improvements in institutional performance (organisation, functions, cooperation). Considering the specific aspects of real property transactions, the influence of institutional performance on the efficiency of transaction procedures should be acknowledged. 

Efficiency measures are mostly related to economic efficiency of the procedures; however, the different aspects of transactions involve also legal and social efficiency. For instance, people have to leave their workplaces in order to queue up and wait for cadastral and registration procedures; the various gaps in legislation make it possible to bypass the law and to avoid paying the whole amount of transfer tax.

The term ‘real property’ may be looked upon in two different ways:  from the point of view of cadastre and from that of the land register. The cadastral view regards real property as composition of physical real property objects and includes some specific rights or ‘feature of rights’. These specific rights may be other than ownership rights; a feature of rights means acknowledgement of rights established by some document, for instance, project documentation of a newly constructed building, or document of a municipality decision. The point of view of the land register is enshrined in the Civil Code. In the light of the Civil Code, the term ‘real property’ refers to immovable property and is associated with ownership.

Three types of real properties may be distinguished:

· land with or without buildings;

· a building or an engineering structure without land (when the land belongs to another owner);

· an apartment or a group of spaces.

Real property objects by definition may be:

· a land parcel;

· a building/structure;

· a group of spaces (apartment).

Some types of transactions, like real property subdivision, amalgamation and readjustment, include real property formation procedures. Formation of a real property or establishment of lease is followed by the procedure of registration in the cadastral information system, but the result of real property registration in the land register is the recording of real property data and corroboration of real property rights (title). It is possible to establish also other rights in the land register, such as lease, easements and mortgages.

Modelling is considered to be an efficient tool for the improvement of the existing processes of real property formation and transactions as well as institutional performance. From the modelling perspective, the processes are accomplished through inter-organisational business workflows. The models must satisfy the criteria of validity from the point of view of information modelling and the ontological perspective, as well as from the legal perspective (Stubkjær, 2003). The benefit of modelling is widely appreciated in the area of systems analysis and systems engineering, and a wide range of different modelling techniques has been proposed.

Real property transactions

According to Williamson’s definition, a transaction takes place when a good or service is transferred across a technologically separable interface. One stage of activity terminates and another begins (Furubotn, Richter, 1998). By applying real property transaction procedures the property rights and parcel lots are established or changed (Stubkjær, 2003); in other words, transactions constitute a transfer of real property rights.

Generally transactions are regulated by the Civil Code and are specified accordingly in the legislation related to the land reform in Latvia. In a comprehensive definition, the Civil Code states that a legal transaction is the action that is done in sanctioned order for the purpose of establishment, amendment or termination of legal relations. In accordance with the provisions of the land reform legislation, transactions with land are any dealings that result in a change of land ownership, including inheritance by contract (testamentary inheritance), compulsory sale of mortgaged land and investment in corpora of a limited liability company. Transactions are possible exclusively with real property to which the rights have been corroborated in the Land Book (Auzins, 2003). The State Unified Computerized Land Book is a database where information is aggregated about all the cases of corroboration concerning the main types of transactions:

· pure sale and sale combined with subdivision,

· mortgage,

· granting of rights, and

· inheritance.

Table 1: Transactions registered in the Land Book

	Transaction type/year
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005 (Aug.)
	Total

	Pure sale
	1165
	2953
	7320
	11126
	15415
	22195
	29842
	39017
	49496
	59398
	33797
	271724

	Subdivision
	100
	176
	433
	1384
	1954
	2819
	4036
	5613
	7899
	10568
	6141
	41123

	Mortgage
	858
	1741
	3870
	8843
	11261
	18317
	25094
	35675
	47699
	62707
	42309
	258374

	Granting
	820
	1565
	2504
	3500
	4303
	5775
	7051
	7887
	9750
	11993
	5923
	61071

	Inheritance
	259
	492
	787
	781
	1617
	2637
	3348
	4416
	7483
	10100
	5264
	37184


Source: State Unified Computerized Land Book (http://www.zemesgramata.lv), 22.08.2005.

It is evident from figures included in Table 1 that the number of real property transactions has been growing rapidly during the ten-year period, and a mortgage combined with a purchase may be regarded as ‘a normal case’ for a formal description of cases of property use in Latvia. 

Object of a transaction

According to the concept of cadastre in Latvia, real property formation includes procedures as a result of which a new real property is registered consisting of different property objects, or the content of an existing property is changed in the cadastral information system (Auzins, 2004:2). In fact, the procedures ‘in the field’ are related to the physical real property objects that are determined by doing the following:

· subdividing real property objects into several real property objects;

· amalgamating real property objects into one object;

· joining of part of a real property object to a proximate object without shaping this part as a new real property object;

· changing the configuration or size of an earlier registered real property object (building, group of spaces).

Thus, in the cadastral information system real property is formed by doing the following:

· shaping a new real property;

· subdividing the registered real property into several independent real properties (including partition of joint properties);

· amalgamating several real properties into one real property (including elimination of real properties – buildings);

· changing the content of an earlier registered real property by joining to it or disjoining from it a real property object.

According to the above, for instance, in the case of subdivision, both the real property object and the real property are subdivided, but physically - ‘in the field’ – just the real property object is subdivided. Figure 1 shows an example of a real property consisting of three real property objects that are identified in the cadastral information system as cadastral units. Each real property formation case can be seen in combination with the particular case of transaction – sale, granting of rights or mortgage.

Figure 1: An example of real property – land with a building


A cadastral unit may be significantly characterized as:

· a referable set of rights/obligations, or ownership rights;

· a unit for valuation;

· a unit for registration in cadastre and land register;

· enabling performance of transactions;

· enabling development, etc.;

· not accepted for mortgaging.

However, as can be seen, the legislation related to real property formation (Law on the State Cadastre of Real Property) by changing real property objects from their initial situation to a new situation does not include transfer of property rights (ownership or granted rights) and modification of property use (change in the permitted purpose of use); it just includes a change in its design through cadastral procedures. In this case transfer of property rights is registered in the Land Book when the real property formation procedure is finished and when the interested person applies for registration (Civil Code, Land Book Law). Alteration of real property use, apart from real property formation and registration procedures, is regulated by the Spatial Planning Law.
Outcomes of modelling

The research issue of COST action G9 ‘Modelling Real Property Transactions’ provides methodology for modelling selected transactions in Latvia. Thus the comparative analysis can be followed by an explorative analysis of the causes of economic efficiency. The methodology designed for national acquisition of evidence and for international comparison can be described on the basis of modelling outcomes (Auzins, 2004:2). The modelling activity of the above COST action includes the description of legal procedures as perceived by the involved actors, which have to assume certain responsibilities. The actors constitute private professionals (surveyors, agents, etc.) and public officials/authorities (judges, notaries, cadastral specialists, etc.).


Modelling of real property transactions in Latvia is presented by formal descriptions and activity diagrams of three cases of use – pure sale, pure subdivision and subdivision combined with sale. These transaction types have been chosen as most suitable for identifying the bottlenecks and as related to significant cadastral and legal procedures as well as financial issues, and thus are performed by actors representing land administration, legal and financial organizations.

Pure sale

This type of transaction is related to the sale of a whole real property (conveyance of land with buildings), which may consist of more than one land unit. Before the transaction may be implemented, the seller shall be the owner, the real property must be registered in the Land Book, and then both the seller and the buyer can initiate the sale of the selected real property. In the case of marital property, the seller’s spouse also signs the final contract and the notary witnesses the signature.

To perform this transaction, the seller (owner) and the buyer must be willing to make a purchase; they must meet to initiate the purchase process. If they, one or both, want to have support from an expert (technical expert, lawyer, real estate agent) they hire (authorise) such assistance.

Then follows a sequence of subordinated activities:

1. The buyer should examine the real property for any possible deviations (hidden faults) from normal condition (border marks, structures, roads etc.) and check any data (documents) concerning the real property.

2. The buyer and the mortgagee negotiate opportunities and conditions concerning a loan. In case of a positive result, the buyer submits an application form and gradually all the other documents required to satisfy the contractual requirements of the mortgagee.

3. The buyer and the seller may write a pre-contract, which both have to sign. The notary normally does not witness the signatures of both parties. The pre-contract normally refers to the intent, purchase sum, terms, security deposit, etc.

4. The buyer and the seller prepare and sign the purchase deed (final contract). In this case the notary normally witnesses the signatures of both parties, but does not take the responsibility for the content of the document.

5. The buyer submits the purchase deed to the municipality to meet the condition about pre-emption rights, and is usually granted a positive decision.

6. The buyer submits an application to the regional cadastral authority of the State Land Service requesting assessment of the cadastral value of the property and the document of technical inventory (updated), if the real property consists of buildings. All the cadastral data together are registered in the cadastral information system and reflected in the cadastral (official) document.

7. The buyer submits the purchase deed and the cadastral document and document of technical inventory to the notary who collects them and issues the request for registration of rights (ownership rights), after the required payment is settled.

8. The buyer submits the purchase deed, cadastral document, document of technical inventory and the request for registration of rights to the land register, where the ownership is registered; after registration, both the registration fee, which is related to the minimal salary officially declared within the country, and the real property transfer tax – stamp duty is paid, normally 2% of the formally agreed value of contract or the cadastral value, whichever is the highest. The judge – official representative of the land register – examines the request for registration of rights and has to check if there are any already registered rights in relation to this real property (Land Book Law, 1937:77). If registration (decision of the judge) is denied, the buyer can bring an appeal against such decision.

9. The land register changes the ownership data and updates other data in the unified Land Book database, and the buyer gets the Land Book Act (title). The cadastral information system will be updated with the ownership data when the land register sends the particular data on changes in ownership to the regional cadastral authority; unfortunately it not possible to do this in an online regime.

10. The buyer (new owner) submits all the other required documents (Land Book Act, statement of real property value, insurance policy) and pays the mortgage fee to the mortgagee.

11. The mortgagee finally decides to grant the loan to the buyer and, taking into account the previously negotiated conditions, prepares the mortgage deed, which is signed by both parties.

12. The new owner submits the mortgage deed to the notary, who issues the request for registration of the mortgage, after the required payment has been made.

13. The new owner submits the mortgage deed and the request for registration in the land register, where the mortgage is registered, after the registration fee has been paid.

14. The mortgagee issues the agreed sum of money to the new owner, who pays the rest of the sum to the seller.

When this procedure is completed, the buyer should be the owner of the real property. If the new owner has a spouse, he/she also signs the request for registration of the mortgage, and the notary witnesses the signature.

Different variations of the activities described above are possible. Thus, the purchase deed may be prepared either by the seller, buyer, expert, or notary. Requirements of mortgagees differ; when making loans, they may pay attention to the mortgager’s personality rather than the condition of the real property. Where the loan (bond of the seller) is transferred to the buyer, the seller also participates in negotiations with the mortgagee. Normally the mortgagee must be first informed about any possibilities of contractual relations regarding the mortgaged real property. 

Normally the notary witnesses the signatures on the purchase deed after the buyer has made the prepayment (or paid all the amount of the money), and proof must be furnished that the real property is not burdened with debt. The notary witnesses either the contract (its content) – a notary act normally prepared and registered by himself, or just the signatures of the parties. In the latter case the notary does not take any responsibility for the content of the contract, and the contracts is of ‘a private character’. The notary is responsible for checking the persons’ identity, their legal capacity and right of representation of the parties when a notary act is made, and only the personal identity of the parties in the case of a private document (Notary Law, 1993:82, 83, 87, 113, 116). The responsibility of the notary to check the ‘right seller’ of the real property is not clearly defined in legislation. 

When pre-emption rights are exercised, the new buyer replaces the original buyer. Thus, the local government will have pre-emption rights in real property transactions except when a share in joint property is sold (Civil Code, 1939); the user of pre-emptive rights has to take a decision and submit it to the buyer within 20 days (Law on Municipalities, 1994). In certain cases, also leaseholders have pre-emption rights according to their contract.

Normally the notary issues a request for the registration of rights (ownership, mortgage) and witnesses the signature and the legal capacity of the buyer. The request for registration of rights may be issued also by the parish (local) court (Land Book Law, 1937:60). The request for registration of rights reflects the collected documents and signatures of the interested parties.

When the seller and the buyer are relatives, the real property transfer tax – stamp duty is 0.5% of the formally agreed contract value or the cadastral value, whichever is the highest.

The buyer may, for a certain charge, authorise a representative of the mortgagee to take overall responsibility for issuing the request for registration of the mortgage and for the registration of the mortgage in the land register; the costs may be included in the amount of the loan.

Pure subdivision

This type of transaction is related to subdivision of a land unit with buildings, which may be one of several land units belonging to the same real property, without changing the ownership. It is possible to subdivide real property that is registered in the land register. The owner initiates subdivision by applying to either a licensed surveyor (surveying company) or the regional cadastral authority of the State Land Service of Latvia, which will appoint the responsible surveyor.

Subdivision of a land unit means that at least one new land unit with a unique identification number will be created, and the original real property will be reduced in area but will keep the same identification number; new boundaries will also be determined, measured and marked in the field; in some cases it will be necessary to identify, measure and re-establish the old boundaries in the field.

To perform this transaction, the owner must agree to make the subdivision in accordance with the land-use plans of the municipality.

A series of activities should follow:

1. The owner submits an application and the official cadastral map of the real property unit to be subdivided, as well as a copy of the Land Book Act, to the selected surveyor.

2. The surveyor consults the owner and investigates the case by considering the situation in the field and finding the relevant data in the archives (the legal background – consisting of the surveying file and maps) and the actual cadastral data in the cadastral information system; the surveyor makes the map of the subdivision case in the form of a draft proposal and submits it to the owner. 

3. If the owner raises no objection to the surveyor’s proposal, he/she submits it to the responsible authority of the local municipality for approval of the proposed subdivision case.

4. The municipality (the responsible authority (-ies) of the municipality) approves or rejects the proposal. If the municipality rejects it, the case is closed. The owner, however, may appeal against the decision of the municipality. 

5. If the municipality approves the proposed map of the subdivision case, the case has to be examined also by the interested parties – other involved owners and organisations (utility companies, etc.), which have some interest in the area proposed to be subdivided. Any decisions in the case must be based on the master plan, detailed plans, the binding regulations and administrative acts of the municipality as well as on other regulations related to the case.

6. The owner collects the required statements of approval issued by the interested parties and submits the positive statements to the municipality.

7. The municipality finally confirms the proposed map of the subdivision case.

8. The surveyor, taking into account the relevant legal background, performs cadastral measurements according to the subdivision map finally confirmed by the municipality.

9. The municipality assigns a new address to the newly shaped land unit, which has to be used for future land development purposes; the municipality also determines the purpose of use of the real property, which becomes binding after instrumental measurement and the making of the cadastral act of a land unit. The owner either makes all the visits to the authorities himself/herself or hires the surveyor to do it.

10. The surveyor applies for a cadastral number (identification number of the real property unit/land unit), and the regional cadastral authority assigns the cadastral number to the new land unit.

11. The surveyor prepares the new surveying file of the newly shaped land unit and updates the old surveying file of the residual real property unit, and submits the surveying documents – cadastral acts (for each land unit) to the regional cadastral authority, which checks the legal and technical part of the submitted documents and, if the prescribed cadastral requirements are fulfilled, registers the surveying data in the cadastral information system, prepares the cadastral document and sends the surveying files to the archives. If the prescribed cadastral requirements are not fulfilled, the surveyor makes the required corrections.

12. When the bills issued by the surveyor and regional cadastral authority have been paid, the owner (seller) gets the cadastral acts of both real property units from the regional cadastral authority.

In the case described above, the cadastral values of both land units – deemed to be real properties – will appear automatically in the cadastral information system, and the cadastral documents of both land units can be issued, if requested by the owner. Mortgaging is not involved in the above pure subdivision procedure.

After the completion of the case, the data of the newly formed land units with or without buildings are registered in the cadastral information system and marked on the cadastral index map; the relevant cadastral acts (maps) are made. Then it remains for the land register to fulfil the following functions: registration of real property rights to the newly formed property unit in the land register; making of changes in the content of the subdivided real property, verification of both cadastral acts and issuing of the Land Book Acts (titles); however, these functions are performed only if the owner applies for such; otherwise no changes in ownership data are made in the land register. In other words, after the completion of cadastral procedures and registration in the cadastral information system, the original owner will not automatically be registered as owner of the newly shaped land units.

Different variations of the above activities are possible. Thus, the owner may authorise the surveyor to submit the proposal to the municipality, collect the required statements of approval from the interested parties, etc.

The responsible authority of the municipality may put forward additional requirements (e.g., topographic measurements of area in Riga City, etc.). Such requirements may vary from municipality to municipality and normally are laid down in binding regulations (normative acts) or decisions (administrative acts) issued by the municipality. In a subdivision case, the municipality may require compliance of the applicant with the detailed plan instead of confirming the proposed map. The latter principle is commonly applied when landed property is parcelled out and when the master plan has to be observed. The decision of the municipality may be appealed against.

If it is discovered during the field measurements that boundary marks are missing, the re-establishment procedure of boundaries is initiated and neighbours are involved. The neighbours may appeal against the results of the boundary re-establishment procedure.

If the subdivided real property includes buildings, updated technical inventory information must be presented as reflected in the document of technical inventory issued by the regional cadastral authority, taking into account the finally confirmed map of the subdivision case.

Municipal and state authorities may impose several restrictions concerning the subdivision case, based on land-use and building regulations (binding regulations issued by the municipality) according to the local physical planning, or based on other sectoral regulations (agriculture, traffic, etc.).

Concerning the above case, official proposals for legislative amendments should be considered.  The following should be officially prescribed:

· a formalised and unified procedure for issuing the required approvals to be complied with by municipalities and interested parties;

· clearly defined cases when the map of the subdivision is required and when the use of the detailed plan is more appropriate;

· a definite deadline by which ownership rights should be registered or changed after the completion of the cadastral procedure, while, for political reasons, it is not yet possible to synchronize data processing between the cadastral information system and the unified Land Book database;

· clearly determined cadastral procedures laid down in the Law on the State Cadastre of Real Property and related regulations;

· clearly defined and widely applicable resources of terminology regarding real property formation and transactions.

Subdivision combined with sale

This type of transaction includes subdivision of a land unit as an object of real property that is registered in the land register for the purpose of selling some part of the property.  By applying the cadastral procedure, both land units – the new and the residual one – are shaped, and their data are registered in the cadastral information system. Although the real property is changed physically (reshaped), at this point its ownership is not changed. It is possible to make (conclude) the purchase deed on shaped land units, but the ownership will be changed only when, on the basis of the concluded purchase deed, the owner or the buyer applies to the land register for title registration. The purchase deed before its submission to the land register may be characterised as ‘a contract of hope’ (bare contract).

According to the Civil Code the owner can legally sell just what belongs to him (the content of ownership rights). According to the Land Book Law the purchase deed will be validated (provided publicity) in the land register when:

1) ownership of both land units is registered; then

2) according to the purchase deed, one of the land units is registered as owned by the buyer, and so,

3) a new file (folio) will be opened and changes made in the original file.

Thus, the owner of the real property as such is registered in the land register (is granted a title), and has the legal right to deal with (sell, mortgage, etc.) the real property. The mortgage normally is given to the new owner just after the granting of the title.


A conclusion may be made about certain contradictions in the above process, because after the cadastral procedure and registration of the newly shaped land units in the cadastral information system, the legal rights remain unchanged, even if the purchase deed has been concluded. In addition, there are no regulations that would set a deadline for changing ownership rights and would be applicable to the above transaction case.

Costs and duration of transactions

When considered in relation to an existing property and rights under contract, transaction costs will consist of the costs of defining and measuring the resources and claims, plus the costs of utilizing and enforcing the specified rights. Applied to the transfer of existing property rights and the establishment or transfer of rights under contract between individuals or legal entities, transaction costs will include the costs of information, negotiation, and enforcement (Furubotn, Richter, 1998). Transaction costs are mostly variable and depend on the volume or number of certain procedures. 

Both the transaction costs (Table 2) and duration data (Table 3) are assessed on the basis of the transaction procedures concerning the three types of transactions as described above. The data included in the tables are taken from official web pages of the competent authorities, and most of the information (related to the cadastral authority, notary, land register; stamp duty) is in conformity with regulatory acts, but other data (related to assistance costs, surveyors, mortgagees) have been observed in practice and are contract-based.

Table 2: Principal transaction costs

	 Real estate agency – expert or broker, if hired - assistance costs
	5-6% of the purchase sum

	Cadastral authority/surveyor - cadastral procedures

surveying, map for subdivision case – cadastral acts

technical inventory – document
	€100 - €1000 (depending on the amount of work)

€100 - €300 (depending on the amount of work)

	Cadastral authority – registration in cadastral IS
	€ 20 per real property

	Notary

witnessing of signatures on the contract (private document)

witnessing of the content of the contract (notary act)

request for registration of rights
	€20 per contract

0.8-0.2% of the purchase price

€ 35 per request

	Fee for registration of rights in land register

transaction

new folio

Land Book Act

mortgage
	€16 per transaction

€47 per real property

€5 per real property

€10 per real property

	Real property transfer tax – stamp duty
	2% of the highest value – either of the formally agreed or the cadastral value, or

0.5% of the above value, if the parties are relatives

	Mortgagee

mortgage fee

appraisal

insurance
	0.5 – 1% of the loan

€250 per real property

€250 per real property


However, some of the costs, for instance, brokerage, preparation of the pre-contract document, may be excluded from the expenses of the parties. In such cases, the owner or buyer takes the responsibility (risk) for it. Additional fees may be required for coordination with the set requirements of the municipality and with the other involved parties when the owner applies for approval of the subdivision case. There can be extra charges if some interested party wishes to speed up the registration procedures in the regional cadastral authority and the Land Book office.

The length of time required to get the desired product at the end of the service is also a very significant factor if we are to assess the efficiency of real property transactions.

Table 3: Average duration of the procedures

	Initiation, hiring of assistance, examination of the real property
	5 days

	Negotiation with mortgagee, application, acceptance of the loan
	10 days

	Preparation and conclusion of the pre-contract and purchase deed
	5 days

	Pre-emption rights of the municipality
	20 days

	Cadastral procedures

surveyor – surveying, map for subdivision case, cadastral acts

municipality, other authorities – issuing of approvals

cadastral authority – valuation, technical inventory, registration, cadastral document
	30 days

20 days

20 days

	Notary - issuing of the request for registration of rights
	5 days

	Land register

registration of ownership

registration of mortgage
	14 days

10 days

	Mortgagee – preparation and conclusion of mortgage deed
	2 days


However, some of the cadastral procedures, for instance, preparation of cadastral acts and the technical inventory document may be a simultaneous process, and a lot depends on the organisation of customer servicing in the regional cadastral authority. The decision-making process in the municipalities is rather time consuming, because normally decision makers meet for decision-making only once a month. Credit organisations are willing to cooperate with notaries to speed up and secure transactions on a contractual basis. However, practice shows that the mortgagee will make a loan only after the new owner is registered in the land register, and normally just one loan will be made for one real property.

The above description deals with transaction costs required for changing ownership rights and real property objects and for taking out a mortgage; however it is worth considering also possible transaction costs in the future (opportunity costs) in relation to the permitted land use (as governed by land-use planning, special laws, or binding regulations). For instance, the municipal master plans are not very flexible and cannot easily be adapted to some new legal provisions enforced by special laws and regulations. One example is the Law on Protective Belts (aimed at restricting construction activities on the coast of the Riga Gulf and protecting the environment), or Regulations on Agricultural Land Areas of National Significance (aimed at the protecting some valuable agricultural land), etc. In practice, if someone has obtained a detailed plan approval from the municipality saying it is allowed to construct buildings in the specific land area, such permit may be made null and void because the legislator may have introduced some new provisions by law to be enforced without any transitional period. In this situation, the person may have to, in addition to the direct transaction costs, bear the costs of a court case to be made against the State. 


In the Constitution of the Republic of Latvia (Satversme) it is stated that ownership rights is inviolable, but they may be restricted by law. It is very useful to quote one of the judges of the Constitutional Court of the Republic of Latvia, who said: ‘If someone in this country finds it impossible to comply with the provisions of the law, time will come when the state (tax payers) will have to pay for the consequences’.

Institutional issues

It is assumed that institutional economics requires that any persons, including authorities, will be willing to cooperate, if and when they perceive some benefit as a result of such cooperation. However, it must be understood that sustainable land management and related processes may be ensured in the long term and comprehensively, and it is often difficult to see considerable benefits in the short run.


Generally cooperation in the organisation of daily routines and fulfilment of the required functions by an organization assumes significance when we are talking about institutional arrangements related to efficiency (Auzins, 2004:2).

With respect to the administrative framework, it is important to assess the performance of the competent organisations, especially those representing the public sector. Two main organisations are performing land administration functions in Latvia. The State Land Service working under the Ministry of Justice is responsible for the maintenance of the cadastre, mapping, cadastral valuation, etc., and the Land Book, subordinated to the same ministry, is responsible for land registration. The two State information systems – the cadastral information system and the State Unified Computerized Land Book – are not synchronised; cadastral procedures, including land surveying, are still performed by the State Land Service and private (licensed) surveyors, thus there is competition in this professional field. However, the Cabinet of Ministers has adopted the Concept for Reorganisation of the State Land Service, according to the new concept the functions of this state organisation will be re-divided, and from the very beginning of the year 2006 land surveying will not be any more performed by the State Land Service. Notaries will act as public witnesses and to a great extent will perform the same functions as judges working in the Land Book offices.

In accordance with the Land Book Law, the land register contains records of real properties and corroborated rights related to them. The Land register is accessible to everyone and the records are publicly reliable. The Land registration system serves as the basis for actual insurance of liabilities.

It should be noted that three state information systems (databases) are synchronised – the State Unified Computerized Land Book, the Enterprise Register and the Population Register. One of the last communiqués from the Minister of Justice of the Republic of Latvia sounded promising, because it has been decided to amend the Land Book Law by introducing provisions that would allow reducing the number of requests for registration of rights made by notaries. Judges of the Land Book offices will perform this function. The fee for legal registration requests will be a fixed and will amount to 5 LVL (about € 9).

A reasonable way to improve institutional performance is to cooperate with the neighbouring countries and become familiar with their practices by taking part in conferences and workshops, as well as by visiting the relevant organisations and universities. In Lithuania there is a Real Property Register, which, as of 1997, provides integrated real property data about physical real property objects and any rights related to such properties. Thus, the information from the register is accessible not only to residents of Lithuania, but also worldwide. The real property registration system in Lithuania is based on the self-financing principle, therefore ensures better servicing (procedures) and products. In addition, there is a Mortgage Centre in Lithuania, which since 1997 maintains five databases, including the Central Mortgage Register and the Deeds Register.

Forms of closer interrelation between notaries and the land register staff were discussed at the recent international scientific conference in Tallinn. These relations are important, because there is a common objective – to provide legal security and operative and qualitative services to the general public. In 1993 the Notary Law was revised in Estonia, because it was decided in the future to employ notaries not only as public witnesses, but also as authorised representatives and legal advisers who would help customers to achieve their purpose. Efficient cooperation of notaries and the land register has been stressed in Estonia. Thus, it was decided to use electronic tools for exchanges of documents and vital information; the main responsibilities of notaries remained to be control over legality of documents (conformity of deeds to the law), the preventive function (notary as adviser), protection of the customer and maintenance of the notary’s neutrality.

Various representatives from state organisations, municipalities and academic staff of universities were informed about activities of COST G9 action ‘Modelling Real Property Transactions’ during a conference and meetings organised in Latvia. As it was already stressed, there are some ways how institutional performance may be improved, thus making real property transactions easier and cheaper.

Simplification of procedures

Using modelling as a tool for description, representation and comparison of different data sets of the national version, we can update and improve information flows, legislation, relevant procedures and performance of organisational structures dealing with land use, thus improving their efficiency, because effective land management and land administration systems can support real property markets and sustainable land use (Auzins, 2004:2).

The incumbent topics of modelling of real property transactions from the point of view of principal problems and the specific situations in different European countries and the use of technologies for supporting the modelling process of some partial solutions to the problems are reflected in the book issued under the European COST research action G9 ‘Modelling Real Property Transactions’.

Simplification of real property transaction procedures is justified in order to make these procedures more transparent, logical, less costly and less time consuming. The preconditions for that are clearly formulated descriptions of the required activities and selection of appropriate models that can be compared and improved depending on the identified problems.

The set models of each case, for instance, sale or subdivision, can be used to make and implement proposals for legislative amendments. Through meetings, scientific conferences, workshops and publications, the proposals have to be picked up by the relevant authorities (individuals). Assessments of the results after introducing the proposed changes should be analysed and represented in the light that would stimulate further improvements in real property transactions.

Conclusions

Outcomes of the modelling of real property transactions (pure sale, pure subdivision and subdivision combined with sale) and representation of the use cases in the form of a formal description and activity diagrams serve to define bottlenecks in both the procedures of real property transactions and in the institutions regulating these procedures.


Observation of the Latvian situation leads to the conclusion that conflicts are a driving force for institutional change, but unfortunately in some cases the processes are rather costly (dead investments, time, courts, etc.). It is recognised that when there is smooth institutional performance, transaction costs are just the top of the iceberg; below the surface, costs may be hidden related to opportunities to use the recently acquired property rights.

The assumption about ‘personal commitment’ is very true, and it is a topical issue in Latvia. This term denotes involvement of professionals and politicians, and it can be seen as decisive involvement of a highly competent person in any scope of activities. The criteria of competence are knowledge, skills and personal characteristics of the person, who is ‘the right person in the right place (position)’. Unfortunately, there are notorious examples when, by demonstrating ‘personal commitment’, some professionals (planners, lawyers, developers, etc.) put pressure on policy makers and vice versa in Latvia. The evidences for previous statements can be found examining more particularly such processes like realisation (conclusion) of land reform, spatial planning, promotion of prior economic sectors, etc.
Public-private partnership is an instrument for simplification of the relevant procedures, and for stimulating institutional arrangements and the political will of the politicians. Thus, competent experts like planners, economists and developers can be involved in the relevant processes as professionals to support the work (functions) of the authorities. The latter is very important in decision-making processes that would promote sustainable development of the real property market, which is recognised as a significant pillar in market economy.
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Real property


no identification in the field – “virtual”


identification in cadastral IS – XXXX XXX 0001








Land unit (parcel)


demarcation in the field


identification in cadastral IS – XXXX XXX 0001


    (can be also - 
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Building or engineering structure
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