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CIASSFICATTOX CF ~~L4CXI'XERY AK!.3 EDUIF'~T 
AS IEPRiNZ~TS OR P3GOIGAL PROPKRTY 

As you are all aware, Proposition 13 limits the frequency of reappraisal 
of real property but places no such restriction on personal property. Ir, 
view of this, it is appropriate to review a few court decisions on ciassi- 
fication of property and the three tests the courts historically rely on, . 
Also, we have attached a schedule showing approximately lGi3 different 
types of co,mpanies and the typical imnrovement allocations of machinery 
and equipment as used by several counties and the Eivision of Intercounty 
Equalization. The schedule is for your information only. We propose to 
publish a schedule containing recommended improvement percentages at a 
later date after a review by assessors and taxpayers. 
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IndeterirOnir, -g whekher machinery and equipment qualifies as improvements 
or personal property, th, = qpraiser should be guided by Sections lC&, ‘105, 
and 106 of the Revenue and Taxation Code; Ejoard Rules 122, 123, and X2&; 
and court decisions on classification, including Soutlern California Tel. 
Co. v. State Eoard of Iktia'liz+ion .A , 12 Cal. 2d 127; Trabue Pi%tman Corp. 
v . Im .An,-eles County7 29 Ca 1 2d 385; Ban” of America v. las Anseles . 
County, 224 Cal. App. 2d 10s; Tele-Vue Systems, kc. v. Contra Costa 
Counts, 25 Cal. App. 3d 3/J; Pxchanze Bank v. Sonona County, 59 Cal. App. 
3d 608; Specialty Restaurants Corn. v. Los AnPeLes CountY, 67 Cal. App. 
3d 924; and Seatrain Terminal3 of CaEfoMa, Inc. v. County of Alameda, 
83 Cal. App. 3d 69 (the decision in this case is currently being appealed), 

Historically, the courts harY 10 relied on three tests to determine whether 
or not property is a fixture (improvement) or personalty. These tests 
are: 

(I) The manner of annexatfon {attachment). 

Annexation is concerned with.the term "affixed to land.* 
Section 660 of the Civil Code states in part: 

"A thing is deeaed to be affixed to land when it is 
' - 

attached to it by roots, as in the case of trees, vines, 
or shrubs; or imbedded in it as in the case of walls, 
or resting upon it as in the case of buildings; or 
permanently attaac hed to what is thus permanent, as by 
means of ceaent, plaster, nails, bolts, or screws...." 
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The courts have said: 
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October 2&, 1978 

"In addressing the question of annexation, we initially 
observe that the co'&no~ law test of technical affixation 
of the article to the realty is no longer an absolute 
prerequisite to *fixture status.' On the contrary, the 
modern trend of case law underlines that fixtures include 
articles such as heavy machinery whose permanent annexation 
is not manifested by the use of bolts, screws, and the 
like, but which are of such weight that the mere retention 
in place of gravity is sufficient to give them the character 
of permanency and therefore affixation to the realty." 
(P.k Moller; Inc. v. Wilson, 8 Cal. 2d 31.) - 

(2) 'Adaptability to the use and purpose for which the realty 5.; 
used. 
0 
#The article must be permanent but need not be perpetual; . 
1 
'"Xt is sufficient if the article shall appear to be 
‘intended to remain where fastened until worn out, until 
the purpose to which the realty is devoted has been 
accomplished or until the article is superseded by another 
article more suitable for the purpose." 
& Savings Bank v. San Diego County, 16 

(3) The dntention tith whLch the annexation is made. 

The court said in Southern California Tel. Co. v. State Board 
of Equalization, I2 Cal. 2d 127, 'l...for taxation purposes, 
the intention must be adjudged by the physical facts rather 
than the subjective intention of the parties." 

The courts have also said: 
+ . 

"It is well settled, however, that such contract, whether 
express or implied, is not effective against those not 
bound by the agreement; for example, innocent third persons. 
In such cases the intent that is material is that reasonably . 
manifested by outward appearances." (Trabue Pittman COW. V. 
Gountv of Los Angeles (1946); 29 Cal. 2d 385, 397.) 

Of more importance is the fact that recent court decisions and authorities 
recognize that the annexation can be of a "constructive" nature rather than 
actual; i.e., although the property in question may not be attached to the 
realty, it comprises a necessary, integral, or worHng part of some object , 
which is attached. Southern California Tel. Co. v. State Board of Quali- ! 
zation, Bank of America v. Los Angeles County, Speciaity Restaurants Corp. 
.v* ios Angeles County, Seatrain Terminals of California, Inc. v. County of 
Alameda. 
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The following are types of property, generally considered to be personaltg, 
but due to the theory of constructive annexation, they were classified as 
improvements. 

(2) 

. 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(91 

(10) 

. 
Head sets and stools used with central office equipment. 
Southern California Tel. Co. v. State Board of EauaEzation, 
12 Cal. 2d I-27. 

Sorter-readers and related equipment used with electronic 
. computer systems. Bank of America v. Los Angeles Countg, . 

224 Cal. App. 2d 108. 

Cranes mounted on rails at a wharf area. Seatrain Terminals 
of California, Inc. v. County of Alameda, 83 Cal. App. 3d 69. 

Pit cars mounted on rails used at a specific site, coal mine. 
Titus V. Poland Coal Co., 275, PA 431. 

Vault doors attached to vaults. San Dieco Trust & Savings . 
Bank v. San Diego County. 

Cradles mounted on 
.2d 127. 

Portable buildings 

tracks. United Pacific v. Cann., 12 Cal. .- 

and movable machinery and equipment at - 
shipyards. Kaiser Co. v. Reid., 30 Cal. 2d 610. . 

A ship anchored at a specially constructed pier tith vardous 
land based support lines for water, sewage, air conditioning, 
heating, etc. Snecialty Restaurants, Corn. v. Los Angeles 
County, 67 Cal. App. 3d 924. 

Pumps of such a size they are not easily moved and from 
outward appearances, to third parties, appear to be 
permanent. Bell v. Per&s., 52 Cal, App. 2d 66. 

Movable structures anchored to realty by the force of gratity. 
Rinaldi v. Goller., 48 Cal. 2.d 276. 

We suggest that the appraisers review the court decisions regarding classi- 
fication and take note of how the three tests are generally applied. 

Attached is an example listing three methods that could be 
Proposition 13, in appraising machinery and equipment when 
to improvements/fixtures is indicated. 

used, post . 
an allocation 
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October 24, 1978 

Please contact Bud Florence or David lixero if you have any questions. 

Sincerely, . 

Vkce 

Verne Walton, Chief 
Assessment Standards Division 

Eklosures 
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CL4SSIr'ICATION AND VALUATION EEWE'LES 

The following are methods that may be employed in calculating values for 
assessment purposes when machinery and equipment are reported on Schedule C , 
of a business property statement with no distinction as to what are improve- 
ments and what is perso,nalty..z : 

For this example, assume a can manu-facturer with these reported costs for 
the 1978 lien date. 

Calendar Year 
of Acquisition CO&i 

1978 $ 50%~ 
1977 
1976 

1,5cw3(33 
WOW00 

1975 4,OW~ 
1974 1,000,ooo 
1973 ' 1,000,000 

Total $9,00&~ 

- 

m - 
Physical appraisals and audits have resulted in 50 percent of .can manu- 
facturers' machinery and equipment being classified as improvements and 50 
percent being classified as personalty. Typically, 15-year lives have been 
assigned to machinery and equipment used in this type of manufacturing 
operation. 

In derilcng the improvement factor for property acquired prior to 1975, the 
1975 RCIND of the property must be deter&mined first prior to applying the 
annual inflation rate compounded to arrive at the 1978 value. For 
example, assuming l@O-percent improvements, the 1973 and 1974 values for 

' lien date 1978 would be computed'in this manner: 

*AH 581, 
w.6 *AH 581-15 
Index Percent 1975 Prop 13 19'78 

Year cost Factor RCIJ Good RCIXD Fact or Value - m 

1974 $1,OcO,003 100 $1,000,000 95 $ 950,000 1.0612 $l,OOS,UO 
1973 1,OOO,O=OO 115 1,150,000 89 1,023,500 1.0612 1,086,138 

To obtain the single factor that might be used, one would take the indexing 
factor times the percent good factor times the Proposition 13 factor. Thus, 
for the two years in our example: 

1974 = 1.00 x .95 x 1.0612 or 1.008 
19.73 = 1.15 x .89 x LO612 or 1.086 

* From 1975 Assessors' Handbook Section 581, Ezipment Index Factors and 
Inventory Ratios. 

, 
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METHOD 1 
. Schedule C--Cost Detail-Machinery and Equipment . * 

Personal Personal 
Year of Property 

Acq-uisition cost Factor L/ 
Property Iqxrovement Improvejnent 
Amount Factor 2 Amount 

1978 $ 500,000 100 $ 500,000 1.0000 $ 50(&m 
1977 1,5@3,0(33 96 1,4.40,000 LUG00 1,5OQOO~ 
1976 1,000,000 98 980,ooO 1.0200 i,O2O,OUO 
1975 4,~,000 99 3,960WO LO404 4,161,600 
1974 1,000,000 log 1,090,000 1.0080 1,008,OOO 
1973 1,000,000 3.20 1,200,OOo i*O860 1,086,OOO 

Totals $9,~,000 $9,170,000 $9,275,000 
Allocation . x.50 x.50 
Taxable Values $4,585,0oo- $4,637,m 

1 - 
a . . 

i t METHOD 2 - -< _ . , 

* 
Schedule C-Cost Detail-Machinery and Equipment 

Year of Percent Personal Personal Fercent Improve- Imyrove- 
Acqti- Personal Property Property Improve- ment ment 
sition Cost Property Factor 3J Amount ment Factord Amount 

19% $ 500,000 loo $ 250,000 50 1.0000 $ 250,000 

t;;: 1,ooo,OG9 1,500*000 

:: 

96 50 
;; 

490,000 720,000 :: 1.0000 1.0200 750,000 510,000 
1975 4,000,000 :: 1,980,OOO 50 1.0404 2,680,8015 
1974 1,000,000 109 545,000 1.0080 504,000 
19?3 1,000,000 50 120 600,000 

::- 
LO860 '543,000 

Totals $9,(q~ $4,585,000 s&637,800 

. 
. 

. . 

- -, 
. 

d Personal property factor is combination of trend factor (AH 581, GP. 6) 
. and percent good factor {AH 581-15 years). 

g Improvement factor is based on the lesser of the cost of living index or 
a 2-percent ykcrease par year compounded from 1975 forward. 1973 and 
1974 are factcred using 1975 trend and percent good factors to reflect 
their RCIKI as of &rch 1, 1975. 
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KETHOD 3 
Schedule C--Cost Detail-Machinery and Eiquipment 

Year of 
Acauisition cost 

Personal Personal 
Property Property 
Factor 3/ Amount 

1978 $ 500,000 50.0 $ 250,000 
1977 1,500,000 4&O 720,000 

_ 1976 l,COO,CCO 49.0 490,000 
1975 .i+,ooo,ooo 49.5 1,980,OoO 
1974 1,000,000 54.5 545,000 
1973 1,000,000 60.0 600,000 

Improvement 
Factor d 

Improvement 
Amount 

50.00 $ 250,000 
50.00 750,000 
51.00 m,m 
52.02 2,080,800 
50.40 504,000 
54.30 543,000 

Totals $9,000,000 $4,585,000 $4,637,f=O 

i 

- .- 

. 

3/ The single factor used here is the result of the trend factor (AR 581, 
GP. 6), percent good factor (AH 581-15 years), and percentage allocation 
(50 percent). 

'd The single factor used here is the result of using a 2-percent increase 
per year compounded from 1975 times the percentage allocation (50 percent), 
except that 1973 and 1974 are times LC23 and .95 respectively to reflect 
their RCIJD as of March 1, 1975. 

- 
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