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No. 71/174 
TO OOUNTY ASSmSORS AND INT~TEIl PARTIl!ll: 

ASSl!SSIII!m OF HISTORICAL POOPER'l'Y 

1928 Lien Date Interest Rate COl1l}?Onent. 

llist;orl<:al. property ...... ed tmdor the provisione of Chapter 1040, 1m 
Statute. (Sections 439, 439.1, 439.2, 439.3, and 439.4, CaJ.1forn1a Revenu. 
IIDd Taxation Code) is .ubject to val.uation by the capLtaJ.1zation of ~o ... 
mathod in a .pecified manner. 

In accordance with Section 439.2, Revenuo and Taxation Code, the Board is 
required to announce the current 1nt.erest r&:t.e component which is equal to 
the effective rate on conventional roortgagee as detenttined by the Federal 
Home Loan Bank Board.. This yield rate is to be used 8S a component of the 
capLtaJ.1 .. tion rate in tho val.uation of properti.s subject to Hiatorl<:al. 
Properties Contracts for the 1978 lien dat •• 

Based on our ana.l.3s1s or intormation from the Federal Home Loan Bank Board, 
the ~eld rate component to be used tor the 1978 ass8sement year is 9.50 
percent . 

Applicable Appraisal/Assessment Procedures 

senate Bill 3SO was eigned into law on September 22, 1m. This bill is 
the enabllng legislation of Proposition 7 approved by tho electorate on 
June 8, 1m. It implement. tho following provision. regarding the appraisal. 
of qualified H!.atorl<:al. property ~lud1ng land and improvement.. . 

(1) Amends Section 8, Article =1, of tho Constitution to provide that 
quaJ.ified hiatorl<:al. properti.. subject to an hiatorl<: properti.s 
contract are lIentoreeably restricted." 

(2) Adds Sections 439 through 439.4 to the Revenue and Taxation Code .0 
that quaJ.1f1ed hietorl<:al. properties tmdor contreet ~ be vaJ.ued tor 
property tax purpo.e. by uel,ng ~ the capLtaJ.1zation of ~ome method. 

(3) The capLtaJ.1zation rate used in the capLtaJ.1zation of net ~ome will 
include components fot yield, risk, and property tax. When improvements 
are present, a component for recapture will be added.. 
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a. The yield (intereot component) will be announced annual4 by the 
State &:lard of Equalization no later than SePtember -1. 1118 rate 
will reflect the current yield rate ." found. by the Federal Home 
Loan Bank Board. For the 1978 US81!Uuoent year, the yield component 
is 9. 5 percent. 

b. The risk component is established by law; 

1) Owner-occupied single-family residences are to be valued 'by 
the capitalization of income method using a capitalization 
rate that contains a risk component ot 4 percent . 

2) The risk component Cor all other qualified hiotor1eal 
property is 2 percent . --

c. The property tax component to be used 10 cal.eulated by IIIIl.ti~ 
the tax rate by assesement ratio and. div1d1.n& by 100 (rate x ratio • 
100). . 

d. When improvements are present, a recapture comp:>nent equal to the 
reciprocal ot the improv .... nt • ...-.una 

. 
eeonoad.c: lite will be used 

C~)· 

(4) In orcler tor a property to be valued. according to Senate Bill 380. a 
contract must be signed, accepted, and recorded prior to the lien date 
ot the tax year in whi.ch auch vaJ.ue 1s to be assessed. . 

(5) In the event that a notice of · nonrenewal is tiled by either the owner, 
the city, or the county, the properly will be valued for JrOperty tax 
purposes u prescribed in Revenue and. Taxation Code, Section 439. 3 . 
This b the "procedure" used in valuing land subject to a California 
Land Conservation Act contr act for which a notice of nonrenewal h88 
been tUed el8m that the i.nt.erest rate announced by the Beard 

. spec1t1cal.lY or use in the valuation ot historic propert:r-oot open­
space land-must be used. (See Revenue and Taxation Code, Section 
426 and page 6~ of Assessors' Handbook Section S2l.A, Valuation of 
Open-Spaco Property. ) 

Criteria· ueed to id.ntity and establish the olig1bil1ty or h1etor1e property 
are contained. in Section .5031 of the Public ResoUI":es Code . Pertinent 
sections are extracted trom. the PUblic Resources Code and pr1ntecl . ~ the 
California Property Tax Laws I'lblicstion issued annuall7 b7 this Board. 

The Legislature has clirected the State !bard to submit a report by December 
1980 evaluating the impact ot this act. We request JOur usistance in 
complying with the Legislature's directive and ask that JOu keep intormal. 
records on the l'ollowing subjects: . 
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(1) An inventory of properties valued pursuant to this act. 

(2) The typo. of properties (a) residential, (b) coomereial., 
(c) recreational., and (d) other. 

(3) Annual. (restricted) val.ue and t8XJOs · applloable. 

(4) Special. factors affecting participation in the act. 

(5) Reconmendation. to rectify inequitie. of the act. 

Suggested. Appraisal TechniQUes 

'!'he "capitalization or income method" rB!erred to 111 Senate BUl )SO 
MK:OmpUS8S several capitalization techniques. The assessor should use 
the one that correctly considers the shape and ot the income 
stream anticipated trom the restricted. use ot propert.y. The 
following examples dem:mstrate (1) the direct ot net 1n:ome 
earned by an unimproved. h1.stor1cal property, the capltalizstion ot 
a level tom1nable income stream that m1&ht be b,y leaoing an 
own~ccupled s1ngle-tamilf residence. 

lie assume IlfIIlI7 historical. properties will be waJ.l meintained and will con­
tinue to be of' historical i.ntere&t throughout their ecooomic lives. Therefore, 
a strBight-llne decli.n1ng income premise may be improper, and a level 
term:lnable income stream more reasonable. The estimated. rema1rdng economic 
lite is an important consideration and shoul.d be researched thoroughl)". 

(1 ) Unimproved Historical. Property 

The en1"orceably restricted value of land subject to the historical 
property contract ma;r be estimated by direct capitalization or net 
rent , 1.e., 

Gros. Income (fair rent, four acr ••• $100) $400 
Expenses ~ 

Net Income 

Capitalization Rate : 

'field .095 tState Board announced component) 
Property Tax .030 Current tax component) 
Risk .020 Statutory risk 

~ 
component) 

.145 

Capitalized Val.us : 

$348 + .145 • $2,400 
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(2) Improved lliotorieaJ. Property 

The entorceabl,y restricted val.ue of improved historical property m.a.y 
be estimated bT adding the present worth o£ the level, t"rminal ~ 
1.JJ:ome anticipated. from the use ot the prope~y as improved and the 
rwersiona17 value of the land at the end of the ~vement8 economiC::: 
lile. The totaJ. value estimate ""T be allocated to land and improve­
ments respectively by using either the land or illprovement residual 
technique. (Exampl&-an ownero-oocupied. single-tamily residence. 
Income re!'lects fair rent. Residence has a remaining economic life 
ot 40 year • • ) 

Gross Income ($600 x 12 months) = 
Vacancy and Collection Loss 

Effective Gross Income $ 7,= 
EKpenses [59OJ 

Not Income S 6, 500 

Oapitallzation Rate: 

Yield .0951State Board announced component) 
Property Tax .030 Current tax component) 
Risk .040 Statutory risk componant) 

PIIl/P. 16. 5 percent for 40 years • 6.0471 

6.0471 x $6,500 $39,306 

Reversionary Value of Land 

PIll • 16.5 percent tor 40 years = .0022 

.0022 x sa,= estimated land vaJ.ue • S 18 

S39,324 

Total. Property Value (rounded) S39, 500 

Al.lDcation: 

Land $ 8,= 
Improvement S31,500 

December 19, 1m 
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Please direct an;y comments or questions regarding the appraieal end assess­
ment ot en!orcea~ restricted historical property to John HlCoy at 
(916) 445-4982. 

iu.- cr.~ 
Abram F. Coldman 

. Assistant Executive seCretary 
Property Tax Deportment 

AFG:.k 




