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market with a reasonable time for the seller to find a purchaser, wo 
cash or its equivalent under prevailing market conditions between pai 
have knowledge of the uses to which the property 
maximize their gains and neither being in a position to take advantage of the 
exigencies of the other. 

In short, market value is the value in exchange under cerruin stipulated condirions. Each selling 
price an appraiser uses as an indicator of market value should be investigated to determine 
whether these conditions were present at’ the time of the sale. If any of the conditions stipulated in 
the defnition of market value is absent, the appraiser must determine whether-and: to what 
extent-this influenced the selling price. Important aspects of the relationship between fair 
market value and open market conditions covered in the above definitions are: 

?? The amount the property would bring in cash or its equivalent 

?? Exposure on an open market for a sufficient amount of time 

?? Neither the buyer nor the seller able to take advantage of the exigencies of the other 

?? Both parties seeking to maximize their gains 

?? Both buyer and the seller having full knowledge of the property and acting prudently 

From the viewpoint of economics then, value is a ratio of exchange. Economic theory recognizes 
that changes in this ratio of exchange are expressed in increased or decreased prices, and that the 
same amount of a commodity commands a greater or smaller number of dollars. In formulating 
the concept of market value in property tax law,. the courts have stressed that this value is the 

m 

most probable price in terms of money. Thus, we have an economic concept and a legal concept 
of value that are compatible; 

/ &PRAISAL UNIT 

Market value, with some exceptions, is the standard of valuation for property tax appraisals in 
California. It follows that the. property to which this stfidard is applied must be identified. 

This identification of the property to be appraised is an integral part of the appraisal process.” 
Part bf the process of identifying the property is identifying the “appraisal unit.” The appraisal 
unit is also referred to as the “unit to be appraised,” “unit to be valued,” “unit of appraisal,” or 
“unit of value.“ 

In most cases the identification of the appraisal unit is obvious and causes few or no problems. 
Since the objective of the appraisal is to determine the market value of the property, the market 
also provides the appraisal unit. The proper unit to be valued is the unit that people in the market 
typically buy and sell. For example, single family homes are sold as a combination of land and 
buildings. Buyers and sellers do not negotiate separate prices for the land and the buildings but 

I2 The appraisal process is discussed in Chapter 5. 
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ne,ootiate a price for the combination of the land and buildings. The combination of land and 

. . 

buildings, therefore, comprises the appraisal unit, and the appraisal of this type of property must 
reflect the value for this unit. t3 

Ln some cases though, the identification of the appraisal unit may not be as easily discernible as 

with single family homes. For example, unimproved residential subdivision lots may be sold 

individually or in groups. Also, a farm property may consist of several parcels that could be sold 
separately or as a single farm unit. In these cases, the appraiser must use judgment to determine 
the proper unit. Decisions should be based on consideration of ownership, use, location, and, 
most importantly, highest and best use. These decisions must reflect, as faithfully as possible, the 
unit most likely to be sold if the property were exposed to the open market. 

The necessity of defining the appraisal unit is common to all appraisals. The definition is more 
problematic, however, with property tax appraisals. When an appraisal is made to obtain a loan, 
for example, the appraisal unit is usually well defined by the lending institution ordering the 
appraisal. The property tax appraisal, on the other hand, does not have the benefit of such a prior 
definition. Also, property tax law imposes some requirements, limitations, and exceptions to the 
general principles relating to the appraisal unit.t4 

PRINCIPLE OF UNIT VALUATION 

The principle of unit valuation is also based on the concept that the appraisal unit should be the 
unit most likely to be bought and sold in the market. The market may value certain properties 
according to the benefits that will be generated by the entire operating unit rather than the sum of 
the values of the individual parts. This principle presumes that value accrues to the assets 
because of their ability to generate benefits as a team rather than as a sum of the parts. 

When using the principle of unit valuation, the appraiser segregates the operations (revenues and 
expenses) and’ the assets of the owner that operate as a team or as an aggregate from unrelated 
operations and assets. The team assets are called “unitary” property and are appraised as a whole, 
while unrelated assets are called “nonunitary” and are appraised as separate appraisal units.. 

This principle does not create any substitute for ie fair market value standard discussed 
throughout this manual and is consistent with the discussion above. Appraisers usually refer to 
the unit concept when appraising a multi-parcel ranch but refer to the principle of unit valuation 
when appraising properties of a type that are geographically extensive or operationally inte,mted, 
such as railroads , gas and eiectric, and telephone companies that cross county lines, or large . 

industrial or mineral operations. 

” California property tax law requires separate ussessments of land and improvements but does not require separate 
appraisals of these different components of a propetty. The separate assessment of land and improvements is usually 
an allocation of the total value of the appraisal unit, which, in the case of a single family residence, is the 
combination of the land and buildings (improvements). 
I4 For example, under section 51(b) and rule 461(d). when considering declines in value caused by a calamity, land. 
improvements, and fixtures are separate appraisal units. 
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