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Foreword

Appraisal Methods for Real Property
This manual provides county assessors and their staffs with the basic information and 
procedures to set up and maintain a mass appraisal program for property tax purposes. 
A well-run appraisal program benefits and serves all those who pay property taxes in 
Oregon.

The International Association of Assessing Officers defines mass appraisal as:

“. . . the systematic appraisal of groups of properties as of a given date using 
standardized procedures and statistical testing.” 

By following the guidelines in this manual, it is possible to achieve accurate, persuasive, 
and defendable appraisals to use as the basis for property tax assessment. The cost of 
estimating property value using other methods would be prohibitive and not in the best 
interest of the public. 

This manual reflects laws and Department of Revenue (DOR) policies that were current 
at the time of publication. In addition to other DOR publications, we have utilized the 
following sources to produce this manual:

Property Assessment Valuation, Second Edition, IAAO, 1996

The Appraisal of Real Estate, Twelfth Edition, The Appraisal Institute, 2001 

The Dictionary of Real Estate Appraisal, Third Edition, The Appraisal Institute, 1998

	  



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 1
	 Page 1 of 8

Chapter 1

Introduction to the Property Tax System
Oregon’s property tax system supplies revenue that funds services provided to citizens. 
In recent years, Oregon voters approved two significant property tax limitations, yet 
revenue generated by property tax is second only to personal income tax revenue. 
For the 2000-2001 tax year, property taxes raised more than $3 billion for local 
governments.

This chapter summarizes the assessment program and tax collection process.

Legal Basis for Assessment
ORS 307.030 states:

•	  All real property within this state and all tangible personal property situated within this 
state, except as otherwise provided by law, shall be subject to assessment and taxation 
in equal and ratable proportion.

•	Except as provided in ORS 308.505 to 308.665, intangible personal property is not sub-
ject to assessment and taxation.

Oregon has an ad valorem taxation system. The taxation system is based on the value 
of property. The amount of property tax an owner of a property will pay is determined by:

•	The taxable assessed value of the property; 

•	The total of the tax levies imposed by the taxing districts in which the property is located; 
and

•	Constitutional tax limitations.

Imposition of Tax
A taxing district collects property tax dollars by imposing a levy. Property tax levies are 
either rate-based or amount-based. Most taxing districts impose rate-based levies for 
at least some of their operating revenues. The rate for most districts is limited by an 
amendment to Oregon’s constitution referred to as the permanent rate limit. Districts 
can levy a tax rate every year that is less than or equal to this limit without additional 
voter approval. Amount-based levies are usually bond levies or local option levies that 
have been approved by the voters of a taxing district for a fixed dollar amount per year. 
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Bond and local option levies are in addition to the permanent rate levy. Local option 
levies can be either rate-based or amount-based. When a taxing district imposes an 
amount-based levy, the county assessor converts the amount levied into a tax rate by 
dividing the levy amount by the total assessed value in the district. 

Role of the Department of Revenue
The Department of Revenue (DOR) supervises the administration of the property tax 
system in Oregon. ORS 306.115 states:

“The department may do any act or give any order to any public officer or employee 
that the department deems necessary in the administration of the property tax laws 
so that all properties are taxed or are exempted from taxation according to the 
statutes and Constitutions of the State of Oregon and of the United States.” 

In partnership with the counties, DOR:

•	Trains and provides technical assistance for county staff; 

•	Writes administrative rules and legislative concepts; 

•	Advises the counties regarding property tax issues; 

•	Reviews the assessors’ certified ratio studies; 

•	Holds property tax appeals conferences; and 

•	Responds to questions from taxpayers. 

DOR is also responsible for appraising large industrial and utility property.

Summary of the Assessment Program
The assessment program is the foundation of the property tax system in Oregon. Each 
county has an elected or appointed assessor who administers the program at the local 
level. The assessor has the responsibility to discover, list, and value both real and 
taxable personal property according to the following guidelines.

Assessment Date
ORS 308.210 (1) describes the “assessment date” and states in part:

The assessor shall maintain a full and complete record of the assessment of the 
taxable property for each year as of January 1, at 1:00 a.m.
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Frequency of Appraisal
From 1955 to 1996, the assessor was required by law to physically reappraise all 
property in the county every six years. This requirement was eliminated in 1997 for 
various reasons including budget constraints, accelerated appraisal techniques, and 
the successful application of computerized valuation programs. Current law requires 
that each parcel of real property be appraised using a method of appraisal approved by 
DOR administrative rule. See ORS 308.234.

Duties of Assessor
The major duties of the county assessor are:

•	Locate and identify each property.

•	Inventory each property.

•	Classify each property.

•	Estimate the real market value (RMV) of each property.

•	Calculate the taxable value of each property.

•	Prepare and certify the assessment roll for the county.

•	Calculate the tax due for each property.

•	Respond to all property value appeals.

Locate and Identify Each Property
To locate and identify property, the assessor needs an adequate mapping system that 
shows each parcel of land in the county.

After the assessor receives notice of the existence of new property, the assessor 
must describe the property to make an assessment. This is achieved through a parcel 
numbering system, referred to as cadastral mapping, in which each property is assigned 
its own identifier. (See Chapter 4 for more details.)

Inventory Each Property
Except for large industrial and utility property, the assessor is responsible for 
maintaining the inventory of land, buildings, and other improvements attached to the 
land throughout the county. Maintaining the inventory or real property requires an on-
site inspection. During the inspection, the appraiser records the following information 
about the land and improvements:
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•	Size; 

•	Quality;

•	Condition; and 

•	Other pertinent data.

The assessor updates the inventory through additional physical inspections whenever 
new construction is discovered. 

The assessor’s staff develops an inventory of taxable personal property from annual 
returns filed by the property owners or the person in possession of the property. The 
return filed with the assessor is called a Confidential Personal Property Return, form 
number 150-553-004. The assessor may choose to perform an on-site inspection of the 
property to confirm the inventory.  

The Department of Revenue is responsible for appraising and maintaining the inventory of 
large industrial improvements valued at over $1 million. The inventory of state appraised 
industrial property is updated annually through the state’s Industrial Property Return, form 
number 150-301-032. The inventory of county appraised industrial property is updated 
annually through the county’s Real Property Return, form number 150-301-031.

The department is also responsible for appraising and developing the inventory of 
all centrally assessed property. Centrally assessed property includes utility property, 
railroads, and airlines.  

Classify Each Property
Each property in the county must be classified according to its taxable status and 
property type. OAR 150-308.215 contains the basic property class codes that the 
assessor must use to classify property. Correct classification ensures that property 
receives the correct annual adjustment or exemption from taxation.

In Oregon, the basic property classes are:

0.	 Miscellaneous

1.		 Residential

2.	 Commercial

3.	 Industrial

4.	 Tract

5.	 Farm

6.	 Forest

7.	 Multi-family

8.	 Recreation

9.	 Exempt

There are sub-classes to further identify property. 
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Estimate Real Market Value (RMV)
Oregon law requires all real or personal property that is not exempt from ad valorem 
taxation or subject to special assessment be valued at 100 percent of its RMV. RMV is 
defined in ORS 308.205(1):

Real market value of all property, real and personal, means the amount in cash that 
could reasonably be expected to be paid by an informed buyer to an informed seller, 
each acting without compulsion in an arm’s length transaction occurring as of the 
assessment date for the tax year.

The RMV of all taxable property in the state is updated annually through various 
methods of appraisal, the Assessor’s Certified Ratio Study, and application of 
computerized trending. 

Calculate Taxable Value
The law defines taxable assessed value as the lesser of a property’s maximum 
assessed value (MAV) or RMV. Assessed value (AV) is the value upon which taxes 
are based. MAV was created through an amendment to the constitution (Measure 50) 
passed by Oregon voters in 1997. MAV was defined for the 1997-98 tax year as the 
1995 RMV reduced by 10 percent. For the years following 1997-98, MAV is equal to 
the greater of 103 percent of the prior year’s assessed value or 100 percent of the prior 
year’s MAV. See ORS 308.146.

The law allows MAV to be adjusted above three percent only for specific reasons that 
are referred to as “exceptions.” Exceptions are discussed in Chapter 13 of this manual.

The assessor must keep additional values on the roll for specially assessed property. 

Prepare the Assessment Roll
The product of the assessor’s work is an annual assessment roll. The roll is the basis 
for the levy of taxes that will be collected annually. The roll contains information about 
each property including:

•	The name of the owner;

•	A description of the property by code area and account number;

•	The property class;

•	The number of acres;

•	The RMV of the land;

•	The RMV of the buildings;
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•	The taxable status of the property; and

•	The total AV, MAV, and RMV of the property.

See ORS 308.215 for a complete listing.

Calculate the Tax
Typically, the assessor calculates the taxes due against a property by multiplying the 
AV of the property by the tax rate of the taxing districts in which the property is located. 
However, if the amount of tax calculated by this method is higher than the Measure 5 
constitutional limits allow, the taxes due against a property must be compressed. In 
such a situation, the tax is under “compression” and is calculated by multiplying the 
RMV of the property times the constitutional limits of $5 per $1,000 of RMV for the 
education category and $10 per $1,000 of RMV for the general government category.   

The assessor knows if the tax for a property is under compression by applying the “M5 
test.” The M5 test checks the taxes to be billed against the $5 and $10 category limits. 
If the taxes are less than the limits, the taxes will be billed without compression. If the 
taxes to be billed are more than either the $5 limit or $10 limit, the taxes will be reduced 
until they fit under the limitation. The M5 test is applied to every taxable property in the 
county.

After the taxes are computed for each property tax account, the assessment roll is 
certified to the tax collector and becomes the tax roll. In some counties, the assessor 
may also be the tax collector.

Respond to Property Value Appeals
The result of each assessment is a tax bill. If a property owner disagrees with the 
assessor’s estimate of value, the owner may appeal the value to their local board of 
property tax appeals (BOPTA). DOR–appraised industrial property may be appealed to 
either BOPTA or the Magistrate Division of the Oregon Tax Court.  Centrally assessed 
property is appealed to the DOR director.

The appeal process allows property owners the opportunity to ensure their property is 
valued correctly and in accordance with statutory provisions. If the taxpayer disagrees 
with the board’s decision, the taxpayer may appeal to the Oregon Tax Court.

The assessor may respond to appeals at each step in the appeal process. See Chapter 
15 for a complete discussion of appeal procedures.
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Role of the Tax Collector
The tax collector bills and collects all taxes and makes periodic remittances of 
collections to taxing districts. The tax collector mails tax statements to property owners 
on or before October 25 of each year. The statements contain the RMV and AV of the 
property and the taxes imposed for each taxing district. The statements also indicate 
any delinquent taxes from previous tax years. 

Taxes are levied and become a lien on property on July 1. Tax payments are due 
November 15 of the same calendar year. Taxpayers may elect to pay their property 
taxes in three equal payments:

•	the first payment due November 15;

•	the second payment due February 15; and

•	the final payment due May 15.

The taxpayer receives a 3 percent discount if full payment is made by November 15 or 
a 2 percent discount if two-thirds is paid by November 15. For late payments, interest 
accrues at a rate of 1 1/3 percent per month. 

If the property is real property, taxes become delinquent if not paid in full by May 15. 
Foreclosure proceedings begin if taxes are unpaid after three years. Foreclosure is the 
legal process a county uses to acquire title to property. After foreclosure, the property 
can be sold to satisfy the tax debt.

If the property is personal property, taxes are delinquent immediately after any required 
payment is missed. Counties are required to issue warrants for collection 30 days after 
delinquency and may seize the property for collection at any time after delinquency.
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Chapter 2

Organization and Administration
Organization
The organization of an assessor’s office is determined by the type and volume of 
work that must be completed. The larger the staff, the greater the need for a formal 
organization plan. Small offices are organized less formally than large offices, but a 
division of responsibility still needs to be identified so the office runs smoothly.

The following chart outlines the organization generally found in an assessor’s office. It 
can be modified to fit any county’s requirements.

Assessor’s Office Organization Chart

Information 
Systems Unit

Assessor

Chief 
Cartographer Chief Appraiser

Office Mgr. / 

Chief Deputy
Data Analyst

Cartographer Data Entry Accounting
Clerical & Special 

Programs

Residential Commercial Farm Industrial
Personal 
Property
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To accomplish work objectives, the assessor establishes a line of authority. Each person 
should know his or her position description and supervisor. Each supervisor needs 
to know the employee(s) he or she supervises. No person should have more than 
one direct supervisor. This avoids conflicting instructions that could lower efficiency 
and morale. Responsibilities should not be delegated to a supervisor without the 
accompanying authority to carry out the necessary duties.

Positions commonly found in an assessor’s office and the duties of those positions are:

Assessor—Establishes the procedures and manages an organization that complies 
with the provisions of the law relating to the assessment of property. As administrator, 
the assessor is responsible for all work performed by the staff. The assessor needs to 
know the statutory requirements and steps involved in the assessment process. The 
assessor plans, organizes, coordinates, and directs all the office functions.

Chief Deputy/Office Manager—Supervises office functions; helps develop office policy 
and programs; establishes and maintains the records system; and acts for the assessor 
in the assessor’s absence.

Office Support—The amount and type of support needed varies with the size of the 
county. Common positions are file clerk, program support, and data entry clerk. Duties 
for these positions vary but most include assisting the public.

Chief Appraiser—Establishes appraisal objectives and directs the appraisal program; 
plans and develops appraisal policy; coordinates the various appraisal sections; and 
develops the staff training program.

Chief Cartographer—Supervises the maintenance of the cadastral mapping program.

Supervising Appraiser—Supervises a staff of appraisers; supervises preappraisal 
set-up studies; appraises the larger and more complex properties; conducts field 
reviews of completed appraisals for quality, uniformity, and equity; and monitors 
appraisal progress to meet the established appraisal objectives.

Data Analyst—Collects, confirms, and records market data of all types; develops 
the ratio study; maintains the sales database; and provides market analysis for the 
appraisal staff.

Field Appraiser—Establishes the RMV of the majority of the properties in the county. 
The success of most other functions of the assessor’s office depends on the quality and 
quantity of the field appraiser’s work.
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Information Systems Unit Manager—Sometimes referred to as the information 
technology (IT) manager or data processing (DP) manager. Maintains, updates, and 
coordinates the computer programs and the assessment and taxation records through 
the use of a mainframe computer, local area network, and personal computer, or any 
combination of the three.

Administration

Assessment Time Line
The assessment year begins on January 1 and ends on December 31. The assessor 
must complete many tasks throughout the year according to a specified timeline. The 
following assessment calendar includes the most important deadlines that affect the 
assessor’s workload. These dates are either required by statute or recommended by 
DOR. 

January	

1  	 Assessment date for most real and personal property (ORS 308.210).

1 	 Beginning of sales collection year (ORS 309.200).

31  	 Last day for nonprofit homes for the elderly to notify the assessor that war 
veterans have been given property tax credit (ORS 307.385).

February	

Board of Property Tax Appeals (BOPTA) convenes on or after the first 
Monday of month (ORS 309.026).

15	 DOR mails application for County Assessment Function Funding 
Assistance (CAFFA) grant to assessor (DOR policy).

March

 1 	 Last day to file industrial real and personal property returns (ORS 
308.290).

 1	 Assessor sends income questionnaire to owners of non-exclusive farm 
use (EFU) farmland (OAR 150-308A.071).
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31 	 Last day for taxing district to file boundary description and map changes 
with DOR (ORS 308.225).

April	

1	 Filing deadline for most exemptions and special assessments. 

10 	 Assessor sends written notice of late filing to veterans or the surviving 
spouse (ORS 307.260).

15 	 BOPTA must adjourn (ORS 309.026).

15 	 Owner of land assessed as non-EFU farmland files for farm use 
assessment of land under farm use dwellings and wasteland (ORS 
308A.253 and ORS 308A.074).

15 	 Last day to file a timely real or personal property return with the assessor 
when an extension has been granted by the assessor or DOR (OAR 150-
308.290).

May	

1 	 Last day certain veterans or the surviving spouse can file for exemption 
(must pay a late fee) (ORS 307.260).

1 	 CAFFA grant applications due to DOR (ORS 294.175).

June	

1  	 Last day to file a personal property return with the assessor and receive a 
5 percent penalty on the tax (ORS 308.296).

15 	 DOR issues CAFFA grant letters to assessors (ORS 294.175).

30 	 Deadline for owners to file applications with county tax collector for 
proration of taxes for property destroyed or damaged by fire or act of God 
(ORS 308.425).

30 	 End of the tax/fiscal year (ORS 308.007).

30 	 Last day for BOPTA to issue amended orders (ORS 309.110).
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30 	 Last day for five or more taxpayers owning in the aggregate 5 percent or 
more of total forestland in a land market area to appeal specially assessed 
forestland values (ORS 321.219).

July	

1 	 Start of tax/fiscal year (ORS 308.007).

1 	 DOR industrial values due to county. 

1 	 Assessor’s Certified Ratio Study due (OAR-150 309.200-(C)).

1 	 Lien date for real and personal property (ORS 311.405).

1 	 Assessment date for damaged or destroyed property if application filed by 
August 1 (ORS 308.146(6)).

1 	 Prepayment of taxes on subdivisions and condominiums (ORS 92.095 and 
ORS 100.110). 

August 	

1 	 Last day for owners of land disqualified from special assessment as farm, 
forestland, or wildlife habitat to file for a different special assessment 
if disqualification occurs on or after January 1 and before July 1 (ORS 
308A.724).

1	 Last day to file a personal property return with the assessor and receive a 
25 percent penalty on the tax (ORS 308.296).

2	 Penalty for failure to file personal property return becomes 50 percent of 
the tax (ORS 308.296).

14	 Last day assessor mails notice of disqualification for “no longer in use” 
farm or forestland (ORS 308A.113; ORS 308A.116; ORS 321.822). Owner 
has 30 days from date of disqualification notice to file for a different special 
assessment (ORS 308A.724).
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15 	 Last day for DOR to issue Assessor’s Certified Ratio Study findings and 
recommendations. 

 31	 Last day for DOR to issue orders to adjust roll by class (ORS 309.203).

September 

1	 Last day for filing for tax deferral on farm use land in a disaster area (ORS 
311.745).

25 	 Assessor’s last day to change values on assessment roll except for 
allowed reductions (ORS 308.242).

25 	 Assessor certifies value or value estimate of joint taxing districts  
(ORS 310.110).

October	

Assessor delivers roll and warrants to tax collector at such time as 
necessary to enable mailing of tax statements by October 25 (ORS 
311.105 and ORS 311.115).

1 	 Assessor notifies DOR of new principal and secondary industrial accounts 
(OAR 150-306.126). 

15 	 Assessor files ratio study with BOPTA (ORS 309.200).

25  	 Last day to mail tax statements (ORS 311.250).

The day after tax statements are mailed, the county clerk begins to accept 
petitions for reduction in value (ORS 309.100).

November

1 	 Last day for assessor to submit appraisal plan to DOR (DOR policy).

4 	 Assessor delivers certified copy of roll summary (SAL Report) to DOR 
(ORS 309.330).
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15 	 Property tax due (ORS 311.505).

30 	 Last day for assessor to mail notice of increase of current year values 
(ORS 311.208).

December	

1	 Enterprise zone report due from assessor to DOR (ORS 285B.695).

1 	 Assessor reports changes to approved ratio study (DOR policy).

15 	 Last day to file application for designation as forestland due to any 
increase in assessment (ORS 321.358).

30 	 Last day to mail personal and real property return forms (ORS 308.290).

31 	 Last day to file for exemption with a late filing fee  (ORS 307.112, ORS 
307.162, ORS 307.166).

31 	 Last day to apply for open space land assessment (ORS 398A.306).

31 	 Last day to file for riparian land exemption (ORS 308A.356).

31 	 Last day to file appeals to BOPTA (ORS 309.100).

31 	 End of sales collection year (ORS 309.200).

31 	 Last day for assessor to reduce value (ORS 308.242).

31 	 Last day to apply to assessor for correction of maximum assessed value 
(MAV) based on error in square footage (ORS 311.234).
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Planning the Mass Appraisal Program

Supervisory Office Work

Review Field and Office Procedures

When planning the appraisal program, analyze the policies and procedures of the 
current appraisal program by reviewing:

•	Office procedures such as:

−	 Removal of appraisal records and field maps from the office;

−	 Computer access and data entry;

−	 Completion of appraisal work and posting progress charts; and

−	 Filling out work reports.

•	Field procedures including:

−	 Appraiser identification;

−	 Purpose of appraisal; 

−	 Filling out appraisal records and forms;

−	 Property inspection;

−	 Confirmation of building measurements;

−	 Property photos; and

−	 Recording data on field maps.

•	Policies regarding:

−	 Closed gates;

−	 Dogs and other protective animals;

−	 Property hazards;

−	 Property visits when only minors are present; and

−	 General trespass. 

This review ensures that current office and appraisal policies and procedures are 
adequate to meet statutory compliance and program needs. 
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Ratio Analysis
A ratio study compares the RMV of property on the tax roll to current sales prices. The 
conclusions arrived at through the ratio study are used to adjust roll values to market 
value as of the assessment date. Ratio studies are also used to identify areas that may 
need reappraisal. The assessor is required to complete a ratio study each year. For an 
in-depth discussion on ratio analysis, see Chapter 7.

Reappraisal 
Measure 50 eliminated reappraisal for many counties. Instead, most counties now 
conduct “hot-spot reappraisals.” Hot spots are those areas that do not comply with 
current ratio standards, have changed dramatically since their last physical reappraisal, 
or in some other way indicate that reappraisal is needed. For example:

•	Coefficients of Dispersion (COD) indicate a lack of uniformity. 

•	Sales indicate an increase in the number of accounts that are not the same as appraised.

•	Appeal activity for any given neighborhood increases significantly.

•	The last physical appraisal is 10 or more years old.

Appraisal Performance Review
Review appraisals for acceptable quality levels. The quality of the appraisals can be 
measured through field review and ratio analysis.

Develop, monitor, and summarize performance measures of the appraisal program. 
Such measurements may include:

•	Appraisal production per day and by each appraiser.

•	Ratios and coefficients of dispersion for the appraisal area and for each appraiser.

•	Number of appeals for the program and for each appraiser.
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Determine Workload
Next, determine the annual workload of the appraisal program. This analysis includes 
workload measures for activities such as reappraisal, appraisal maintenance, special 
assessments, appeals, miscellaneous time, and management and supervision. 
Establish geographic/physical areas with equal workloads so that each area will require 
approximately the same staff resources to appraise.

Consider the number of accounts and types of property in the county, distribution of 
each type, neighborhood boundaries, and relative difficulty of appraising the different 
property types. 

Another factor is geographical distance. Allow for travel time to and from the appraisal 
areas and between properties within the area. Small tracts scattered throughout an 
area will require much more time per appraisal than an urban area with many similar 
properties located in a relatively small area.

To establish valuation areas, consider:

•	Total county workload:

−	 Total accounts; and

−	 Number of accounts of each property type.

•	Division of workload:

−	 Property class;

−	 Code areas; and

−	 Market area boundaries. 

•	Time required for:

−	 Appraisal set-up, analysis of market data, and development of value indicators;

−	 Appraisal production; 

(Determine how long it takes to appraise one unit of each property type, then 
multiply by the number of each type of property.) 

−	 Supervisor’s field review of appraisals;

−	 Maintenance of appraisals due to new construction, segregation, damage and 
destruction, reviews, etc.;
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−	 Preparation and presentation of value data at various levels of the appeal 
process;

−	 Establish dates throughout the coming year to periodically check the progress of 
the project to determine if work will be completed on schedule. This will allow for 
shifting of personnel as needed to complete the project on time.

After the supervisor gives the appraisal staff their assignments, the supervisor must 
monitor appraisal progress and keep a current work report. The report usually contains 
information on areas being appraised, date and time involved, miles traveled, type of 
property appraised, and the unit count of land and improvements. Without a current 
work report, it will be impossible to forecast and refine the timeline and number of 
personnel required. Work reports provide a means of assuring that the appraisals in an 
area will be completed within the allotted time. By tracking work reports, the supervisor 
can shift resources as needed to ensure timely completion of the appraisal area.

Estimate Staff Requirements
Apply the expected production to the project’s workload to derive an estimate of time 
required. Convert the time required to the number of positions to determine staff needs.

For example: the project is the reappraisal of a hot-spot residential area. Based on 
information from prior work reports, determine the average time needed to appraise one 
unit of each property type. Then multiply the total number of units within each property 
type in the appraisal area by the average appraisal time required for one unit of that 
property type.

400 units, type 101 x 1.5 hours/unit = 600 hours, or 75 work days

The total time required for all property types (bare land, improved single family, duplex, 
triplex, and fourplex) will determine the time and staff necessary to complete the 
appraisal area.

Total time required for area   =   1,575 work days

Time available to appraise area   =   178 days

1,575 ÷ 178   =   9 appraisers required to appraise the area.

To estimate the staff required, consider miscellaneous time such as vacations, sick 
leave, training, and holidays.

The following worksheet can be used to determine:

•	Staffing requirements for the year;
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•	Staff availability for reappraisal;

•	 If staffing is adequate; 

•	At what point additional staff may be required; or 

•	 If part-time contract help is needed.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 2
	 Page 13 of 18

Appraisal Staffing Worksheet
								      
						      Total Number	  Required 	  Estimated
Work Activity					       of Accounts	 Production	  Workdays    
1. Maintenance  
	 New Construction, Remodels, etc.          __________      __________      __________
	 Segregations, Lot Line Adjustments, etc.__________	 __________	 __________
	 Other					     __________	 __________	 __________

2. Reappraisal/Recalculation
	 Appraisal Set-Up Studies
		  Residential			   __________	 __________	 __________
		  Commercial / Industrial		  __________	 __________	 __________
		  Rural				    __________	 __________	 __________
		  Manufactured Structure	__________	 __________	 __________
	 Field Appraisal				    __________	 __________	 __________

3. Farm and Forest Use			  __________	 __________	 __________

4. Personal Property				    __________	 __________	 __________

5. Exemptions, Deferrals, Specially Assessed	 __________	 __________	 __________

6. Appeals
	 BOPTA				   __________	 __________	 __________
	 Magistrate Division – Tax Court		  __________	 __________	 __________
	 Regular Division – Tax Court		  __________	 __________	 __________

7. Appraisal Review
	 Residential				    __________	 __________	 __________
	 Commercial/Industrial			   __________	 __________	 __________
	 Other					     __________	 __________	 __________
					           	

8. Miscellaneous Days	
	 Taxpayer Assistance							       __________
	 Training and Tech Groups						      __________
						    

9. Administration
Management and Supervision						      __________	
Office/Clerical Support 							       __________
Data Analyst								        __________

				    TOTAL DAYS REQUIRED		  __________
10. Non-work Days
	 Holidays and Vacation							       __________	
	 Sick Leave and Other Leave						      __________

Current staff _________  x  (260 days  −  Non-work days)  =  Available days  __________

If available days are equal to or greater than days required, then the proposed plan can be 
accomplished with current staff. If the available days are less than the days required, then either 
the plan or staffing will need to be altered.
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Use a worksheet like the one below to estimate the total number of Full Time Equivalent 
(FTE) positions needed to perform each separate task. To calculate the FTE, divide the 
total number of hours required to perform the task by the total number of hours available 
during the time allocated to complete the task.

The following is an example of clerical support for processing BOPTA petitions:

Duties Unit of Measurement Volume per Period Estimated Total
Petition 400 petitions 20 minutes each 133 hours
Misc. Records Miscellaneous 50 hours 50 hours

Total hours 183 hours

Method to Calculate the Full-Time Equivalent Positions
Total working hours per year

52 wk. x No. days per week worked x No. hours per day attendance
2,080

From total working hours per year, above, subtract the following:
Holidays per year x Number hours worked per day 96
Vacation (use average number hours taken per person for prior year) 80
Sick leave (use average number hours taken per person for prior 
year)

40

Hours available to work in a year 1,864

Total Hours  =  183	   183  ÷  1,864  =  .10 (rounded) FTE

Hours Available in a Year  =  1,864	

Supervisory Field Work
It is important for supervising appraisers to conduct a field review of a representative 
sample of each appraiser’s work. The review ensures that accurate inventory and 
uniformity of value is achieved, and that county policy is followed.
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Appraisal Office Work
An appraisal is an opinion of value formed after considering many variables. In mass 
appraisal, variables are measured and standards are developed for application to 
individual properties. This method promotes sound RMV estimates and equality 
between properties.

One important requirement for achieving an accurate RMV is a current and complete 
data file. An effective program of data collection and recording will improve the quality 
and quantity of the appraisals and provide support for the final value conclusions.

The data file includes:

•	Sales data records.

•	Sales confirmation questionnaires.

•	Sales data maps: 

–	 Sales entered on maps with color-coding;

–	 Other appraisal data (land leases, listings, offerings, opinions, etc.) entered on 
map;

–	 Boundary lines of market areas.

•	Current construction cost data of structures and components.

•	Income and expense information:

–	 Income and expense questionnaires;

–	 Gross income multiplier (GIM) studies;

–	 Capitalization rate studies.

•	Land data:

–	 Rural soil maps, aerial photos, land production records, water rights, and climate  
and rainfall information;

–	 Urban land–use maps, facilities, zoning and building restrictions;

–	 Tabulations of confirmed sales of vacant parcels;

–	 Tabulations of land rentals (urban and rural);

–	 Tabulations of opinions of value, asking prices, etc.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 2
	 Page 16 of 18

•	Building data:

–	 Tabulations of confirmed sales of improved properties;

–	 Tabulations of depreciation benchmark studies.

Valuation Studies
Preappraisal set-up studies provide the basis for the mass appraisal program. These 
studies include:

Time Trend—All data affected by inflationary or recessionary trends should be 
adjusted to the base appraisal date.

Land—Sales are analyzed to develop base unit values, market adjustments and 
benchmarks.

Quality Class Benchmarks—Properties are identified that are representative of 
each quality class. The properties do not have to be sold properties.

Local Cost Modifier (LCM) —Information from builders, sales of new homes, 
building supply houses, and government indexes are used to establish the LCM, 
which brings factor book costs in line with local market costs. 

Depreciation—Sales, costs, and improvement residuals are analyzed to develop 
depreciation schedules and benchmarks for various types of improvements. 

Income and expense data—Income property information is analyzed to establish 
economic rents and typical expenses.

Capitalization rates—Sales are analyzed to determine the overall rate applicable to 
income-producing properties. Recapture and tax rates are extracted from the sales.

Gross Income Multiplier (GIM) —Analyze the sale-to-income ratio to determine the 
GIMs to use on various properties.
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Exception Calculation
Exceptions are changes to property that allow adjustments to maximum assessed 
value. After a changed property has been identified and physically inspected, calculate 
the RMV of the change and update the account. Computing the exception value is a 
separate procedure. For more information see Chapter 13 on “Exceptions.”

Appeals
Allocate appraisal and clerical staff time to respond to taxpayer inquiries and appeals. 
It is expected that any valuation program will produce a certain number of appeals. 
However, well-documented supporting data can reduce the time necessary to respond 
to the appeals.

Appraisers and clerical staff typically spend considerable time assisting taxpayers after 
the tax statements have been mailed. Diplomatic and helpful information at this stage of 
the taxpayer’s inquiry into the accuracy of their value can greatly reduce the number of 
appeals.

Appraisal Field Work

Valuation Studies
Each of the previously listed studies also requires field verification. For instance, 
improvement quality and special site characteristics can be accurately determined by 
field inspection. In some cases, a personal interview provides the most complete sales 
data and income and expense data. 

Maintenance Appraisal
This involves the annual appraisal of new property and changes to existing property 
after the January 1 assessment date.

Reappraisal
Once the preappraisal set-up studies are complete and base standards have been 
established, they are applied to each property separately, taking into consideration 
the individual characteristics each property may possess. By using this approach, the 
value indicators can be uniformly applied to a mass of properties by following accepted 
appraisal principles and procedures.
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Properties are inspected and data from preappraisal set-up studies are applied through 
the three approaches to value to develop the final estimate of RMV for each property 
being appraised.

Appeals
In most counties, appeals of residential property will require a new appraisal, typically 
made using the market approach and supported by the cost approach. Income 
properties receive new appraisals using the most appropriate (income, market, cost) 
method. 

Although more closely associated with office time, the appraiser must also be given 
adequate time for preparation and testimony at BOPTA hearings, Magistrate hearings, 
and Regular Division Tax Court hearings.

Summary
Proper administration requires that the assessor maintain a sufficient number of 
skilled staff to conduct the necessary functions of the assessor’s office. In addition to 
maintaining adequate staff, the assessor is required to maintain current procedures and 
ensure that staff maintains its competency through annual training. By using the proper 
administrative procedures and a good organizational structure, a legal and equitable 
assessment roll can be achieved.
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Chapter 3

Records
Assessors have responsibility for locating, identifying, inventorying, and valuing all 
property in their counties. The assessor must be able to explain and defend each 
assessed value. It is essential to maintain accurate records that show the underlying 
factors and procedures used. 

Office records used by assessors and their staffs include many documents, both in hard 
copy and computerized formats. Some of these records include:

•	Property transaction records;

•	Property description cards (tax lot cards);

•	Journal vouchers for tracking account changes;

•	Office or counter maps;

•	Appraisal maps;

•	Sales cards/sales printouts;

•	Sales questionnaires;

•	Ownership indexes;

•	Appraisal inventory cards;

•	Confidential real and personal property returns;

•	Exemption files/special assessment files;

•	DOR-appraised industrial and centrally assessed property files;

•	Real property assessment roll;

•	Personal property assessment roll; and

•	Administrative records.

Examples and brief descriptions of some types of records used in an assessor’s office 
begin on the following page.
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Property Transaction Records
Property transaction records include deeds, contracts, and any other instrument that 
conveys an interest in real property. These instruments may be documents recorded in 
the clerk or recorder’s office (in home–rule counties, the recorder’s office) or they may 
be provided to the assessor’s office by the taxpayer. 

A property transaction document usually contains the name(s) of the grantor(s) and 
grantee(s), type of transaction, a description of property, consideration, encumbrances 
(such as easements, severed mineral rights, and taxes owed), date of transaction, and 
the name and address of the party who is to receive the tax statement.  Following is an 
example of a deed.
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Example of a Deed

The form included here has been reproduced with the permission of Stevens-Ness Law Publishing 
Co. No further copying or reproduction in any form is permitted without the express permission of the 
Publisher. 
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Property Description Record
Property description records are commonly referred to as tax lot cards. Information on 
this record includes:

•	Map number;

•	Parcel number;

•	Special interest numbers;

•	Tax code area number;

•	A tie to the parent account;

•	Legal description;

•	Any tax lots that have been cancelled and combined with another tax lot;

•	Gross and net acres; 

•	Deed references (important for history research purposes);

•	Geographic Information System (GIS) coordinates; and 

•	Exceptions for roads, segregations, and easements. 

County assessors must set up and maintain a filing system that makes it easy to locate 
individual property accounts.

The newer, manual tax lot card systems being installed in remapping projects list the 
property history on the front of the card and have a copy of the latest owner’s deed on 
the back.

If tax lot cards are part of an automated system, they need to contain the same 
information as the manual tax lot card.  Following is an example of a tax lot card.
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Example of Tax Lot Card (Front)
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Example of Tax Lot Card (Back) Journal Vouchers
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Journal Vouchers
A journal voucher assures that the various steps necessary in assessment and 
taxation have been completed. The journal voucher form can either be hard copy or 
computerized. If the voucher is computer-generated, all information is entered directly 
into the system, thus eliminating the need for a hard copy. A journal voucher system that 
uses sequential numbering and is filed numerically makes it easy to locate vouchers. 
Include all information needed to update the assessment roll: 

•	Grantor;

•	Grantee; 

•	Affected tax lot(s);

•	New account number; 

•	Deleted accounts;

•	Computer reference number;

•	Old and new acreage;

•	Reason for change;

•	Deed reference, including type of deed and date of deed; and

•	Check–off list associated with office flow to assure all required functions have been 
completed.

Following is an example of a journal voucher.
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Sales Data Records
Use sales data records to analyze market data for appraisals (ORS 308.232 and ORS 
308.233), to measure results against appraisal standards (ORS 308.234 and OAR 150-
308.234), and for the annual sales ratio study (ORS 309.200 and OAR 150-309.200). 
Sales information is taken from recorded instruments, such as deeds and contracts, and 
documentation like Multiple Listing Service data. This process is known as sales take-off. 

The office of the clerk or recorder and the cartography section of the assessor’s office 
identify the properties that have transferred or conveyed whole or partial ownership. 
In several counties, DOR’s cartography section performs the mapping duties under 
contract with the county. 

Written procedures with specific timelines can be developed to show the process 
of sales information moving quickly from the clerk’s office through the cartography 
section and on to the data analyst. The data analyst needs to ensure that the sales 
collection, confirmation, and qualification process is current.  Following are examples of 

computerized sales data records.
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Examples of Sales Data Records



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 3
	 Page 11 of 12



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 3
	 Page 12 of 12



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 4
	 Page 1 of 14

Chapter 4

Oregon Cadastral Map System
Purpose
The primary purpose of the Oregon Cadastral Map System is to discover, identify, and 
inventory all real property within the state of Oregon.

A joint effort of several counties and what was then the State Tax Commission first 
began to develop standards for the Oregon Cadastral Map System in 1952. The state 
standards continue to evolve to keep pace with new laws and new technology.

New technology in recent years includes the Computer Assisted Mapping System 
(CAMS) and Geographic Information Systems (GIS). These systems link appraisal 
records to the corresponding parcel on the map.

ORMAP (Oregon Map) is the latest mapping concept. ORMAP, a program to build an 
automated statewide tax lot base map, is funded through a law enacted during the 
1999 Oregon Legislature. The tax lot map is being designed so that public and private 
organizations can use the tax lot base in GIS applications easily. 

The Oregon Cadastral Map System is based on the U.S. Rectangular Survey System 
(USRSS). The national system uses township, range, and section references. Oregon 
is divided into four quadrants of the USRSS. Townships are divided into two north and 
south quadrants. Townships lying north of the Oregon Base Line are North Townships 
and those lying south of the base line are South Townships. Ranges are also divided 
into two east and west quadrants. West Ranges are west of the Willamette Meridian and 
East Ranges are east of that meridian.

On the next page is a map showing the Willamette Meridian and Oregon Base Line. 
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Map of Base Line and Meridian
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Township Map

Townships are approximately six miles square and are divided into 36 sections. Each 
section is approximately one mile square and contains approximately 640 acres.  
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Sections are divided into four one-quarter sections, each approximately one-half mile 
square and containing approximately 160 acres. Quarter sections are labeled according 
to their location within the section: 

NE 1/4 = A                 NW 1/4 = B 

SW 1/4 = C                SE 1/4 = D

Section w/all breakdowns
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Each quarter section is divided into fourths, or quarter-quarter sections. Each quarter-
quarter section is approximately one-quarter mile square and contains approximately 40 
acres. The quarter-quarter sections are labeled according to location within the quarter 
section: 
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	 NE 1/4 NE 1/4  =  AA              NW 1/4 NE 1/4  =  AB 

	 SW 1/4 NE 1/4  =  AC             SE 1/4 NE  1/4  =  AD.

In some counties, computers  are not able to integrate alpha characters with numeric 
characters. In these counties, the maps use a numeric designation instead of the 
more common letter designation. Sections are divided in the same manner. Numbered 
designations are assigned in the following manner:

	 Quarter sections 

	 NE 1/4  =  1  	           NW 1/4  =  2  	

 	 SW 1/4  =  3               SE 1/4  =  4 

	 Quarter-quarter sections

	 NE 1/4  NE 1/4   =  11	     NW 1/4  NE 1/4  =  12

	 SW 1/4  NE 1/4   =  13	        SE 1/4 NE 1/4   =  14
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Standard Map Number
The Oregon Cadastral Map System contains four standard scale maps:

1 inch =	 2,000 feet	 Township map

1 inch =	 400 feet	 Section map

1 inch =	 200 feet	 Quarter Section map

1 inch =	    100 feet	 Quarter-Quarter Section map

A map’s scale is determined by the number of parcels in the map area, the amount of 
detailed information that has to be shown, and an estimate of how much development 
is expected in the area. Cadastral maps developed for assessment and taxation are an 
appraisal tool. They must be constructed at a scale large enough to show any and all 
information the appraiser will need when in the field.

The standard cadastral map number is based on the national USRSS system—
township, range, and section. The map number is derived from the map scale. The 
following examples show map numbers and their relationship with the scale of the map. 
We will use Township 11 South, Range 5 West, Section 36.

Map Scale	 Map Number

	 Township	 Range	 Section	 Quarter	 Quarter-Quarter

1” = 2,000’	 11	 5

1” =   400’	 11	 5	 36

1” =   200’	 11	 5	 36	 A

1” =   100’	 11	 5	 36	 A	 B

The Oregon Cadastral Map System also employs special scale maps. These maps are 
used to show detail that cannot be shown on a standard cadastral map. Some of the 
uses of special scale maps are:

1” =	 800’	 Mining claims (Detail Map)

1” =	20’ through 1” = 50’	 Condominiums (Supplemental Map)

1” =	20’ through 1” = 50’	 Planned Communities (Detail Map)
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This general explanation of map numbers does not address unique cases such as half 
townships, three-quarter ranges, or oversized sections. For explanation of these, see 
Volume 1, “Concepts and Standards,” of the Oregon Cadastral Map System.

Standard Tax Lot Number
The standard tax lot number in the Oregon Cadastral Map System is a combination of:

•	the map number; 

•	parcel number or unit ownership number; 

•	special interest number, if applicable; and 

•	the code number.

The unique property identification number used in the Oregon Cadastral Map System 
is called a parcel number. The parcel number is referred to as a “two–zero” number. 
The numbers are assigned in numerical order by hundreds. They begin with 100 and 
proceed in order, such as: 100, 200, 300, 400.

The two–zero number provides an orderly expansion of the parcel number for future 
segregation: 101, 102, 103, 104, up through 198. It also provides a direct link from the 
segregation back to the parent account (or the account it was created from). The 199 
number is reserved for omitted property. 

A parcel, as defined for assessment and taxation, is a contiguous area of land that 
is described in a single description by a closed traverse. The definition of parcel also 
provides for describing it as one of a number of lots, blocks, sections, or tracts in a 
subdivision or section that is separately owned and that can be separately conveyed. 
When a parcel number is canceled, it cannot be reused. If parcel numbers are reused, 
the previous history is destroyed and research becomes almost impossible.

Code Number
The code number used in the standard tax lot number represents a unique combination 
of taxing districts that levy, or could levy, a tax on a particular parcel of property. This 
unique combination of taxing district levies determines the cost per thousand dollars of 
assessed value. A tax lot may lie in more than one tax code, called a split code. 
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Special Interest Number
Special interest numbers alert the map user that a particular parcel has something 
unusual about it. The special interest number always contains a letter designation 
followed by a number. The special interest designations are:

A	 Improvements Only.

F	 Air Space Only—above a given elevation. 

M	 Mineral Rights—assessed and taxed only if actively being mined as of the 
assessment date.

S	 Subsurface Ownership.

U	 Undivided Interests.

The number following the special interest letter refers to the number of special interests 
on a particular parcel. For example, if you have an airport with a parcel number of 
100, and four separately owned hangars built on the airport property, you would 
assign improvement-only numbers to the hangars. The map would show the following 
numbers:

100

100	 A01

100	 A02

100	 A03

100	 A04

A complete tax lot number containing a special interest number is shown as: 

2N 4 23AA 100A01 7‑02

Township	 Range	 Section	 1/4	 1/4	 Parcel	 Special Interest	 Code No.

	 2N	     4	     23	   A	   A	   100	          A01	    7–02

Note that any parcel with an undivided interest will contain a minimum of two special 
interest numbers; i.e. 100 U01, 100 U02.
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A typical cadastral map available for appraisal purposes looks like:
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Condominiums
Condominiums are assigned a unique parcel number. This number alerts the appraiser 
to refer to the condominium’s recorded plat for the specification of each unit, the 
dedication and declaration, and the restrictive covenants that apply to individual 
condominiums. The parcel numbering for a condominium begins with 90000.

All condominiums have general common elements owned by all unit owners. General 
common elements are not assessed directly. However, they are assigned a value and 
that value is divided proportionately among the interest of the unit owners.

An important part of the general common elements is the common area—the land 
and improvements that are apart from the unit itself (swimming pool, lawns, recreation 
rooms, etc.). Although the common areas are not assessed separately, they must be 
assigned a tax lot number. That number is composed of the map number and the four-
zero base number of the condominium, called the common area number.

Example:	 27	 13	 36AB	     90000

If there is more than one condominium complex on a map, the common area numbers 
would be:

Examples:	 27	 13	 36AB	 80000	 (2nd Condominium)

	 27	 13	 36AB	 70000	 (3rd Condominium)

Unit numbers are assigned to each unit. Each unit in the first condominium on a map 
would be numbered consecutively beginning with 90001. If there were 15 units in this 
condominium, the numbers would be 90001 through 90015. 

In addition to general common elements, many condominiums have limited common 
elements. Items limited to unit ownership—such as patios, decks, moorage slip, and 
aircraft hangersare limited common elements.

Planned Communities
A planned community is a subdivision that includes a common area and a homeowners’ 
association that is responsible for the maintenance and operation of the common area. 
Owners of individual lots, by virtue of their ownership, automatically are members of the 
homeowners’ association.
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Each lot in a planned community has a separate parcel number. Each lot must be 
separately taxed and assessed. The common properties are taxlotted separately, but 
under ORS 94.728, are not assessed separately. The exception is when the declarant 
alone is liable for payment of taxes on any portion of the common property of a planned 
community in which the declarant has reserved the right to develop the property into 
additional lots.
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Chapter 5 

Fundamental Appraisal Concepts
Appraising is not an exact science. There are no known tables, formulas, or 
mathematical calculations that will yield an indisputable estimate of market value. The 
appraiser must base an opinion of value upon the ever-changing relationship between 
human desires and a commodity. Fundamental appraisal methods enable the appraiser 
to arrive at an estimate of value that is logical and supportable. Familiarity with 
fundamental appraisal theory helps the appraiser understand the importance of factors 
affecting buyers and sellers.

The final product of any appraisal is an estimate of value. There are many definitions of 
value and types of value. Oregon Revised Statutes, ORS 308.232 and ORS 308.205, 
provide that the final product of an assessment appraisal is RMV, or market value. For 
the definition of RMV refer to the glossary at the end of this manual.

Appraisal Principles 
These basic appraisal principles should be considered when valuing property:

Anticipation—Value is the present worth of all the anticipated future benefits to be 
derived from a property. 

Assemblage—The combining of two or more parcels into one ownership or use. 

Balance—Maximum value or profit is achieved or sustained when the agents of 
production, or the surrounding land uses, are complementary and in a state of 
equilibrium. For example, a residential lot needs complementary land uses like 
schools, parks, grocery stores, and medical facilities to protect or maximize its value. 
Complementary land uses are just as important to commercial property. The principle of 
balance also applies to the relationship between land and building. 

Change—The principle of change deals with the transitional nature of property. Today’s 
property conditions evolved from yesterday and are the basis for forecast of tomorrow’s 
conditions. Real property, whether an entire neighborhood or a single property, is 
constantly changing, at times imperceptibly, from one condition or stage to another. 
Stages of change within a neighborhood include the development or growth stage, static 
or stability stage, disintegration or decline stage, and revitalization stage. The principle 
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of change is the law of cause and effect in the market. Change is reflected in the market 
as appreciation or depreciation in property value.

Competition. Competition is created by the potential for profit that attracts new sellers 
and buyers to a market. Competition among sellers may lead to an oversupply that 
reduces prices and profits. Competition among buyers may lead to shortages that 
increase prices and profits to sellers. Applied to property, competition means an excess 
of one type of facility will decrease the value of all such facilities.

Conformity—Value is created, strengthened, or sustained when reasonable 
homogeneity or similarity exists. This does not mean monotonous uniformity, but 
relates to the social and economic forces that create a complementary mix. Pressure 
for property to conform may be exerted through zoning or through deed restrictions 
on architectural design or size. Conformity works with the principle of progression and 
regression. It is also tied to under-improvement and over-improvement concepts.

Consistent use—The principle of consistent use states that the entire property must be 
valued with a single use. It is improper to value a property on the basis of one use for 
the land and another use for the improvements. This principle is especially important to 
remember when valuing a property in transition from one use to another. 

Contribution—The principle of contribution states that the value of a component of 
property depends upon its contribution to the whole. In other words, the cost of the 
component does not necessarily equal the value that the component adds to the 
property. For example, installing a gold faucet in a low quality house will not add as 
much value to the property as the cost incurred.

Externalities—Externalities are influences from outside the property that affect the 
value. An appraiser should not assume externalities exist. Market analysis is necessary 
to determine whether external conditions are affecting the property’s value. Externalities 
may refer to the use or physical attributes of properties located near the subject property 
or to the economic conditions that affect the market in which the subject property 
competes. For example, construction of a sewage treatment plant near the subject 
property may have a negative impact on value.

Increasing and decreasing returns—Increasing the amount of agents in production 
produces a greater net return to the property up to a point (point of diminishing returns). 
Once the point of diminishing returns is reached, successive investment increments will 
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decrease their net benefit to the property. This principle helps the appraiser compare 
alternative use patterns and intensities of use to establish the highest and best use of 
the property.

Plottage—An increment of value that results when two or more sites are assembled 
under a single ownership to produce greater utility.

Progression—The concept that the value of an inferior property is enhanced by 
proximity to a superior property. 

Regression—The concept that the value of a superior property is adversely affected by 
its association with an inferior property. 

Substitution—A property’s value is typically based on the value of an equally desirable 
substitute property. People tend to pay no more for a property than they would pay to 
acquire substitute property of equivalent utility, assuming there are no costly delays. 
The principle also recognizes that the substitute property with the lowest price will 
attract the greatest demand and widest distribution in the market. The principle of 
substitution is fundamental to all approaches to value. The cost approach is influenced 
by this principle, in that a purchaser may acquire a similar site and construct a building 
of like utility. The sales comparison approach relates by substituting one property 
for a comparable property. The income approach specifically relates to the option 
of substituting one income stream for another. Income-producing properties can be 
substituted for different investments as they relate to risk and return.

Supply and demand—The utility of real property creates demand, which is desire for 
possession. Demand is effective when supported by purchasing power. Value increases 
if supply of real property is reduced by demand, resulting in scarcity. The value of 
property depends upon the demand for that type of property and varies directly, but 
not necessarily proportionally, to the supply available within the limits of the available 
purchasing power.

Surplus productivity—The net income that remains after the cost of capital, labor, and 
management has been paid. 

Highest and Best Use
Highest and best use is the basic premise of RMV. Highest and best use analysis is an 
integral part of the appraisal process. It is based on the accepted economic assumption that 
people involved in the real estate market want to receive the maximum benefit of either the 
land or the improved property, whichever produces the greatest overall investment return. 
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Highest and best use defined: The reasonably probable and legal use of vacant 
land or an improved property that is physically possible, appropriately supported, 
financially feasible, and that results in the highest value as of the date of the 
appraisal.

To reconcile a property’s highest and best use, the appraiser must answer these four 
questions; is the use: 

•	Physically possible—suited to the size, shape, and terrain of the parcel?

•	Legally permissible—conforming to zoning, building codes, private restrictions, envi-
ronmental regulations, and other governmental controls?

•	Financially feasible—resulting in a positive net return to the property?

•	Maximally productive—producing the highest rate of return or highest value for the 
property?

The proposed use that answers all of these questions positively is the subject property’s 
highest and best use.

Land value is always based on the land’s highest and best use as though vacant, even 
if the site is improved. This long-accepted rule of basic real estate economic theory is 
based on the principle of surplus productivity and is related to the principles of balance, 
contribution, and increasing and decreasing returns.

The purpose of determining the highest and best use of the land as though vacant is to 
evaluate the land’s potential uses and select the single use that is the most competitive 
and profitable. This use is the foundation for the RMV opinion. The highest and best use 
of land as though vacant must be established when a separate land value is required, 
and when comparable vacant land sales must be found.

The principle of consistent use states that a property, both land and improvements, must 
be valued with the same highest and best use. It is improper to value a property on the 
basis of one use for the land and another use for the improvements. This principle is of 
special importance when valuing properties in transition. Land is always valued as if it 
were vacant and available to be put to its highest and best use.

Land has value while improvements contribute to value. The value that existing 
improvements contribute to the whole property is determined by subtracting the value 
of the land, as if vacant, from the value of the total property. If the improvements do not 
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contribute economically to the total property value, they should be renovated, expanded, 
or demolished.

Restated, improvements contribute value only when the income returned by the 
property, either from rent or sale, exceeds what the land alone is worth. If the property 
is improved, but does not return a value greater than the land value as though vacant, 
then the principle of highest and best use assumes that land will be made available for 
its most economically beneficial use.

These basic concepts of the economic principle of highest and best use are the basis 
for the  opinion of RMV.

When property owners consider the economic feasibility of remodeling or enlarging 
existing improvements, they evaluate the costs that will be incurred by deducting the net 
costs associated with the change from the anticipated RMV of the “new” property. When 
demolition is considered, the “new” site value is the RMV of the land as though vacant, 
less the net cost of creating the vacant and available site.

When a developed property is not improved to its highest and best use and the 
deficiency is not attributed to physical deterioration or an adverse external factor, the 
deficiency must be some form of functional obsolescence. A misplaced improvement or 
an outdated building design are examples. Any related loss in property value is always 
attributed to the improvements because the land value is based on its highest and best 
use as though vacant.

When appraising legal nonconforming uses, the site may be developed to either a 
higher or lower use than allowed by current zoning. Land value must always be based 
on the legal use  as if vacant and available to be put to its highest and best use. Any 
bonus value due to a higher nonconforming use should not be attributed to the land. It 
is value contributed by the improvements. The contributory value of the improvement is 
determined by subtracting the land value at its highest and best use (as though vacant) 
from the total property value. The residual is the contributory value of the improvements.

There are other special considerations such as surplus and excess land, interim, 
multiple, special purpose, and speculative uses that will occur during highest and best 
use evaluations. For a complete discussion of these special situations see a generally 
accepted authoritative reference source such as the current edition of the Appraisal 
Institute’s, The Appraisal of Real Estate.
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Summary
The economic principle of highest and best use is the real estate market participant’s 
basis for anticipating the benefits of real property ownership and the appraiser’s basis 
for valuing that ownership right. 

•	Highest and best use is the reasonably probable and legal use of vacant land or an im-
proved property that is physically possible, legally permitted, economically feasible, and 
results in the highest value. A potential use that fulfills these requirements is the highest 
and best use.

•	Land is always valued as vacant and available to be put to its highest and best use.

•	If property improvements do not contribute value to the property they should be reno-
vated, expanded, demolished, or a combination of these alternatives. 

•	It is improper to value a property on the basis of one use for the land and another use for 
the improvements.

Examples of highest and best use analysis follow.
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Example No. 1. Multiple Full Size Lots
SITE	 One tax lot comprised of two 60 by 100 foot platted interior 

lots. A two-lane, paved and curbed street; sidewalk; and sewer 
and water system serve the site. 

IMPROVEMENTS	 None.

LOCATION	 Homogeneous subdivision of similar residential properties, 
approximately 95 percent built up. 

ZONING	 Residential medium density. Minimum lot size: 6,000 square 
feet. 

TRENDS	 Slow and steady increase due to desirable location. 
Remaining vacant lots are being purchased and improved with 
comparable houses. 

COMPARABLE DATA 	 Remaining interior 6,000 square foot lots are supporting 
selling prices of $35,000. 

Exercise: Estimate the value of the land using highest and best use procedures. 

The subject consists of one tax lot. However, under current zoning and the way the 
subdivision is platted, two buildable lots exist. Therefore, highest and best use would 
recognize two separate buildable lots. 

The tax lot should be valued as two buildable lots at $35,000 × 2 = $70,000.
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Example No. 2. Multiple Undersize Lots
SITE	 One tax lot comprised of three 30 by 100 foot platted interior 

lots. A two-lane, paved and curbed street; sidewalk; and sewer 
and water serve the site. 

IMPROVEMENTS	 None.

LOCATION	 Homogeneous subdivision of similar residential properties, 
approximately 95 percent built up. 

ZONING	 Residential medium density. Minimum lot size: 6,000 square 
feet. 

TRENDS	 Slow and steady increase due to desirable location. 
Remaining vacant lots are being purchased and improved with 
comparable houses. 

COMPARABLE DATA 	 Minimum-sized, buildable interior lots are supporting selling 
prices of $35,000. Oversized interior lots are selling for 
$10,000 more. 

Exercise: Estimate the value of the land using highest and best use procedures. 

The subject consists of one tax lot. Under current zoning and the way the subdivision is 
platted, only one buildable lot exists. Therefore, highest and best use would recognize 
one oversized building lot. 

The tax lot should be valued as one oversized building lot at $45,000 ($35,000 + 
$10,000). 
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Example No. 3. Zoning
SITE	 One tax lot comprised of one 50 by 100 foot platted interior lot. 

The site is served with a two-lane, paved and curbed street; 
sidewalk; and sewer and water system. 

IMPROVEMENTS	 None.

LOCATION	 Street of older single-family residential properties, 
approximately 95 percent built up. Rear property lines abut 
strip commercial zoned and improved properties. 

ZONING	 Residential medium density. Minimum lot size: 5,000 square 
feet. 

TRENDS	 This side of the street has begun the transition to commercial 
use. Some strip commercial properties have obtained special 
use permits and have expanded their commercial use to those 
properties. 

COMPARABLE DATA	 Minimum-sized residential interior lots are supporting selling 
prices of $32,000. Vacant lots with special use permits support 
sales prices of $45,000. 

Exercise: Estimate the value of the land using highest and best use procedures. 

Highest and best use is based upon legal use. In this instance, zoning limits probable 
uses to residential, so the subject must be valued as vacant residential. 

For the subject, a value of $32,000 is warranted. 



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 5
	 Page 10 of 24

Example No. 4. Residence Not Built to Highest and 
Best Use
SITE	 Two 50 by 120 foot platted lots located in a homogeneous 

residential subdivision. The lots are level. A two-lane, 
curbed street; sidewalk; and underground utilities serve the 
subdivision.

IMPROVEMENTS	 The single-family, class 4 quality dwelling was built in 1968. It 
contains 1,400 square feet on a single level. It has 1 ½ baths, 
three bedrooms, living room, kitchen, utility room, and an 
attached double garage. Comparable homes in the area have 
a RMV of $125,000 to $130,000. The dwelling straddles the lot 
line between Lot 1 and Lot 2.

ZONING	 Single-family residential, medium density with a minimum lot 
size of 6000 square feet required. Setback is: front at 20 feet, 
sides at 5 feet, and back at 20 feet.

TRENDS	 Middle-class, detached, single-family houses predominate 
in the homogeneous neighborhood. The area is generally 
developed with only an occasional vacant lot. Houses show 
pride in ownership.

COMPARABLE DATA	 The market supports a value for each lot, as though vacant, of 
$35,000. The on-site development (OSD) is determined to be 
average and contributes to the value of the site at $5,000.

Continued . . .
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Exercise: Estimate the value of the property using highest and best use procedures.

	 Vacant land value

		  Lot 1 (50 × 120)	 $35,000
		  Lot 2 (50 × 120)	 35,000
		  OSD	 + 5,000
			   $75,000

	 Dwelling

		  Value of property	 $127,500
		  Less land value	 –  75,000
		  Indicated value of improvements	 $52,500

The value of the land is estimated, as though vacant, for its highest and best use as two 
separate buildable lots. Land is said to have value and the improvements contribute to 
the value of the property. 

The contribution of the improvements is estimated by subtracting the value of the land 
from the overall value of the property. The overall value of the property was determined 
by direct comparison to comparable sales. Land values are not penalized so long as the 
existing structures have economic value. 

The property, as improved, is not developed to its highest and best use due to 
the misplacement of the improvements. The misplacement of the improvements 
creates incurable functional obsolescence. Obsolescence is always attributed to the 
improvements, not the land.
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Example No. 5. Residence Built to Highest and Best 
Use with  	     Excess Land
SITE	 Two 50 by 120 foot platted lots located in a homogeneous 

residential subdivision. The lots are level. A two-lane, 
curbed street; sidewalk; and underground utilities serve the 
subdivision.

IMPROVEMENTS	 The single-family, class 4 quality dwelling was built in 1968. It 
contains 1,400 square feet on a single level. It has 1 ½ baths, 
three bedrooms, living room, kitchen, utility room, and an 
attached double garage. The improvements are all located on 
Lot 1. Lot 2 is currently vacant except for landscaping.

ZONING	 Single-family residential, medium density with minimum lot 
size of 6,000 square feet required. Set back on the front is 20 
feet, the sides at 5 feet.

TRENDS	 Middle-class detached single-family houses predominate 
in the homogeneous neighborhood. The area is generally 
developed with only an occasional vacant lot. Houses show 
pride in ownership.

COMPARABLE DATA	 The market supports a value for the site, as though vacant, 
of $35,000. The on-site development (OSD) is determined to 
be average and contributes to the value of the site at $5,000. 
Comparable houses on single lots in this area have a market 
value of $125,000 to $130,000.

Continued . . .
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Exercise: Estimate the value of the property using highest and best use procedures.

	 Vacant land value

		  Lot 1 (50 × 120)	 $35,000

		  OSD	  + 5,000			 
			   $40,000

		  Lot 2 (50 × 120)	 $35,000

		  (Excess land—highest and best use as a building site)

	 Dwelling

		  Value of property (Lot 1)	 $127,500

		  Less land value	     –  40,000

		  Indicated value of improvements	 $87,500

		  Value of property (Lot 1)	 + 40,000	

		  Value of property (Lot 2)	 + 35,000

		  Total property value	 $162,500

The value of the land is estimated, as though vacant, for its highest and best use as two 
separate buildable lots. 

Lot 1 is improved to its highest and best use as a single-family dwelling. Comparable 
sales are used to determine the total value of Lot 1 and the improvements sited upon it. 

Lot 2 is considered excess land that is not needed to accommodate the primary highest 
and best use located on Lot 1. The appraiser appropriately identified Lot 2 as excess 
land and indicated its unit value separately.
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Example No. 6. Misplaced Residential Improvement
SITE	 The five-acre rural residential site is approximately 1,000 feet 

deep with 218 feet of frontage adjacent to a paved county 
road. It is served by public utilities that include electricity 
and telephone. Water is provided by a well. A septic system 
provides sanitation. The site has a view of the valley to the 
north from the north portion of the parcel.

IMPROVEMENTS	 The site is improved with a 20-year-old, class 5, residential 
structure. The house contains approximately 2,000 square 
feet, which includes three bedrooms, two baths, a living room, 
dining room, kitchen, utility, and family room. There is also an 
attached double garage of approximately 600 square feet. The 
house is in average-plus condition for its age. The house is at 
the south end of the parcel adjacent to the county road and 
has not taken advantage of the view.

LOCATION	 A rural location outside of a community of 40,000. The area is 
slowly changing from commercial farming to rural residential.

ZONING	 Rural residential with minimum lot size of five acres. 
Conditional uses include golf courses, schools, and churches.

TRENDS	 Rural land values steadily increase as upper middle class 
families continue to purchase small acreage for serenity, view, 
pasture for horses, etc.

COMPARABLE DATA	 The market supports a value for view sites, if vacant, of 
$90,000. The contributory value for on-site development 
(OSD) is estimated to be an additional $15,000. Comparable 
improved properties, where the improvements have taken 
advantage of the view, are selling for $250,000 to $275,000. 
Comparable properties with misplaced improvements are 
selling for $220,000 to $240,000.

Continued . . .
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Exercise: Estimate the extent of incurable functional obsolescence in the improvement 
that has resulted from placing it away from the available view.

	Land value

	 5.0 acres with view	 $90,000

	OSD	 + 15,000

		  $105,000

	Subject value by direct comparison to sale properties not using view	 $235,000

	Value of improved land	 – 105,000

	Contributory value of improvements not taking advantage of view	 $130,000

	Value of like properties using view by direct comparison	 $265,000

	Value of improved land	 – 105,000

	Contributory value of improvements using view	 $160,000

	Less contributory value of improvements not taking advantage of view	 – 130,000

	Incurable functional obsolescence due to misplacement of improvements	$  30,000

The subject property has not been improved to its highest and best use because the 
improvements have been misplaced away from the available view. Misplacement 
of a dwelling is a form of incurable functional obsolescence that remains with the 
improvements for the duration of their useful lives. In all cases, land value is estimated 
as though vacant and available for development to its highest and best use. In this case, 
the land value is established as if to take full advantage of the available view. 

The overall value of the property is determined by direct comparison with sales of like 
properties having misplaced improvements. The contributory value of the misplaced 
improvements is estimated by subtracting the value of the improved view site from 
the property’s overall value. The extent of depreciation in the dwelling from functional 
obsolescence is found by direct comparison with the value of comparable dwellings 
situated to take advantage of the view, as shown above. 

Again, any loss in value due to the misplacement of the improvements is always 
attributed to the improvements, never to the land.
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Example No. 7. Residence in Transitional Area
SITE	 100 by 100 foot inside level lot. A two-lane, curbed street; 

sidewalk; and sewer and water system serve the site.

IMPROVEMENTS	 Residence built in 1920 contains 870 square feet on the 
first floor and 770 square feet on the second floor with one 
bath, three bedrooms, and a detached single garage. Front 
yard setback is 20 feet. A comparable house in a residential 
location has a market value of $135,000.

LOCATION	 Commercial location on major arterial in a community of 
50,000. Arterial serves middle-class residential area.

ZONING	 Commercial/service. Zoning permits commercial retail, 
commercial office, fast foods, auto repair, etc. Conditional 
uses include selected light industrial. Front setback on new 
construction is 5 feet.

TRENDS	 Commercial land values are increasing and are supported 
by average quality development. Some houses with good 
structural characteristics have been renovated and converted 
to office use. Traffic count and location support additional 
development of fast food restaurants, convenience grocery 
stores, offices, and repair shops.

COMPARABLE DATA	 The market supports a value for the site, as though vacant, 
of $50,000. If renovated, the house would rent as commercial 
office, travel agency, insurance agency, or real estate sales 
for $675 per month; operating cost, including management, is 
20 percent after vacancy. Vacancy is projected at 10 percent. 
The market supports a 10 percent overall rate for this quality 
property. Conversion cost is estimated at $6,500. If the 
structures are razed, net razing cost is estimated at $4,000.
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Exercise: Estimate the value of the property using highest and best use procedures.

	 Dwelling Razed
		  Vacant land value (market)	 $50,000
		  Razing cost	 – 4,000
		  Net site value	 $46,000

	 Dwelling Renovated		
		  Gross income	 $8,100
		  Less vacancy (10%)	 – 810
		  Effective gross income	 $7,290
		  Less operating expenses (20%)	 – 1,458
		  Net operating income 	 $5,832
		  Capitalized at 10%	 $58,320
		  Less cost of renovation	  – 6,500
		  Present improved property value 	 $51,820
		  Less vacant land value (market)	  – 50,000
		  Value of improvements	 $1,820

The value of the land is estimated as though vacant, for its highest and best use as 
commercial land. Because the improvements do not contribute to the highest and best 
use of the land as though vacant, the value of the site is estimated by subtracting the 
cost of razing the improvements from the estimated value of the land. Although the 
value of the renovated property slightly exceeds the net value of the site as though 
vacant, the renovated dwelling would have obvious functional obsolescence, and the 
improvement value would be marginal. Land values are not penalized so long as the 
existing buildings have economic value. The recent increases in land value suggest 
demolition and rebuilding as the better use. Furthermore, by examining the land-to-
building ratio, the marginal nature of the renovated buildings becomes evident.
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Example 8. Residence Located in a Commercial Zone 
as an Interim Use
SITE	 50 by 100 foot inside level lot. Two-lane, curbed street; 

sidewalk; and sewer and water system serve the site. All other 
utilities are overhead.

IMPROVEMENTS	 Residence built in 1940 contains 1,100 square feet on the first 
floor and an unfinished concrete basement of the same size. 
The house has three bedrooms, one bath, living room, and 
kitchen/dining rooms. There is also a detached single garage. 
Front yard set back is 20 feet. Occasionally, several adjacent 
properties are purchased to create a large enough parcel to 
utilize commercially. The existing houses are razed and the 
land is redeveloped with a commercial structure. These sales 
indicate a commercial land value of $8 per square foot.

ZONING	 The area is zoned service-commercial. The zoning permits 
a variety of commercial businesses such as fast food 
restaurants, offices, convenience grocery stores, auto repair, 
etc. Front set back on new commercial construction is 5 feet.

TRENDS	 The area is a mix of older residential construction and 
commercial establishments. Existing houses are still being 
purchased for affordable housing. When an investor can 
assemble enough of these properties, the houses are razed 
and new commercial structures, such as fast food restaurants, 
convenience grocery stores, or insurance offices are built.

COMPARABLE DATA	 The market supports a value for the site, as though vacant, 
of $40,000. If renovated, a comparable house would rent as 
a commercial office (real estate, insurance, etc.) for $1,200 
per month, with operating cost of 20 percent after vacancy. 
Vacancy is projected at 10 percent. If the house were to be 
used as a single-family rental, it would rent for $750 per month 
with vacancy projected at 5 percent and expenses at 20 
percent after vacancy. The market for purchase as a single-
family owned residence is fairly strong with comparables 
indicating a value range of $105,000 to $110,000.
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Exercise: Estimate the value of the property using highest and best use procedures.

	 Land value
		  Vacant land value (market)		  $ 40,000
		  Razing cost		  – 4,000
		  Net site value		  $36,000

	 Dwelling renovated (office)
		  Gross income	 $14,400
		  Less vacancy (10%)	 – 1,440
		  Effective gross income	 $12,960
		  Less operating expenses (20%)	 – 2,592
		  Net operating income	 $10,368
		  Capitalized at 10%		  $103,680
		  Less cost of renovation		  – 15,000
		  Present improved property value		  $88,680
		  Less land value		  – 40,000
		  Value of improvements		  $ 48,680

	 Dwelling as a Single-Family Rental
		  Gross income            	 $ 9,000
		  Less vacancy (5%)          	  –  450
		  Effective gross income      	 $ 8,550
		  Less operating expenses (20%)  	 – 1,710

		  Net operating income   	 $ 6,840

		  Capitalized at 10%          	 $ 68,400
		  Present improved property value    	 $ 68,400
		  Less land value           	   –  40,000
		  Value of improvements    	 $ 28,400

	 Dwelling as a Single-Family Residence 
		  Value of property from comparable sales    	   	 $107,500
		  Less land value      		   –  40,000
		  Value of improvements 		  $ 67,500

The value of the land is estimated, as though vacant, for its highest and best use as 
commercial land. This is its highest legal use. Various situations must be examined 
to determine the highest and best use of the property as improved. As the transition 
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continues from residential to commercial, supply and demand will force the land value 
upward. At some point, the value of the land as though vacant will force redevelopment 
of the subject property from an interim use to its highest legal use. 

Four situations were examined to determine the reasonable and probable use that 
supports the highest present value of vacant land or improved property as of the date of 
the appraisal. Analysis of these situations indicates the market for commercially zoned 
property in this area is not sufficient to warrant redevelopment. Furthermore, there is 
adequate competition to retain the residence as an interim use.
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Example 9. Legal Nonconforming Use
SITE	 A rectangular site with 200 feet of frontage on a main arterial 

street serving an upper middle-class neighborhood. The lot is 
200 feet deep. The site is level and served with all necessary 
public utilities. It contains 40,000 sq. ft.

IMPROVEMENTS	 Formerly a single-family dwelling built in 1930. The wood 
frame structure contains approximately 1,400 square feet. 
The structure is being utilized as a neighborhood convenience 
grocery store and has been in this use since 1950. Overall, the 
structure is in above-average condition.

LOCATION	 The property is located in a developing single-family 
neighborhood where average to above-average quality 
houses are being built. The neighborhood is on the edge of a 
community of 50,000, located outside of a major metropolitan 
area. It is located adjacent to a secondary state highway that 
serves a popular outdoor recreation area.

ZONING	 The zoning is low density single-family. Primary use is for 
above average single-family dwellings with conditional 
use allowances for schools, churches, and open space. 
The commercial use predates the current zoning and is a 
nonconforming use. If the use is discontinued for 18 months, 
or if fire or other natural causes damage the building by over 
50 percent, the commercial use cannot be reestablished. 
Alterations are permitted only if the altered property has no 
greater adverse impact on the community than it currently 
presents.

HISTORY	 The current business has annual sales of $225,000 from 
about 1,000 square feet of sales space. The remainder of 
the structure is used for storage and a bathroom. Personal 
property, which is old but in good usable condition, is 
estimated at $4,000. With increasing development in the area, 
sales have been steady with some increase.

COMPARABLE DATA	 Analysis of comparable unimproved residential land sales 
supports a value of $40,000 or $1 per square foot. Similarly 
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improved properties without nonconforming use history 
reflect a contributory improvement value of approximately 
$45 per square foot. Analysis of comparable “Mom and Pop” 
convenience stores indicates the value range of $90 to $105 
per square foot, including personal property and land. The 
comparable sales indicate that these types of properties are 
typically being purchased on the basis of 60 percent of gross 
annual sales.

Exercise: Estimate the value of the property using highest and best use procedures.

	 Overall value

		  1,400 sq. ft. at $90 per sq. ft. overall	 $126,000
		  1,400 sq. ft. at $105 per sq. ft. overall	 $147,000
		  $225,000 annual sales × 60% 	 $135,000 

	 Allocation

	 Overall value (annual sales)	 $135,000

		  Land (40,000 sq. ft. at $1 per)	 40,000
		  Fixtures                                                                       + 	4,000
		  Improvements (1,400 sq. ft. at $45 per)	 + 63,000

			   $107,000	  
Residual Bonus Value (nonconforming use)	 $ 28,000

                                     ($135,000 - $107,000)   

	 —or—

	 Overall value (annual sales)	 $135,000

		  Land (40,000 sq. ft. at $1.00)	 40,000
		  Fixtures	 + 4,000
				        $44,000
	 Residual to improvements   	    $ 91,000

	 ($135,000 - $44,000)

	 $91,000 = $65 per sq. ft. (1,400 sq. ft.)
	
Comparable residences are valued at $45 per square foot. Therefore, the legal 
nonconforming use bonus to the residence is $20 per square foot.
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A legal nonconforming use is a use that was lawfully established and maintained, 
but no longer conforms to the use regulations of the zone in which it is located. The 
zoning change may create either an under-improvement or over-improvement. A 
nonconforming over-improved property results when zoning changes reduce the legal 
permitted use. The legal nonconforming use may also create a bonus value that is 
always attributed to the existing improvements.

If vacant, the subject land has a highest and best use as a residential site. This is the 
land’s highest legal use. Comparable residences are valued at $45 per square foot. 
Therefore, the nonconforming use bonus to the structure is $20 per square foot. This 
bonus value is reflected in the value of the improvements because it is dependent upon 
the continuation of the current nonconforming use. If the use is discontinued, the bonus 
value ceases to exist.
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Chapter 6

The Three Approaches to Value
The appraiser considers three approaches to develop indications of value. These are:

	Cost approach; 

	Sales comparison (market) approach; and 

	Income approach. 

All three approaches are used to arrive at an indication of value. The three indications of 
value are then reconciled into one final conclusion of market value. 

The fundamentals of these approaches are simple, but the application is often complex. 
The appraiser must:

	Understand the basics involved in each approach; 

	Have the ability to recognize pertinent data; and 

	The skill to select the proper method and apply it to the specific problem involved. 

County valuation systems use a combination of the cost and sales comparison 
approaches to arrive at RMV. This combined process is called the market-related cost 
approach and is primarily used when valuing residential property.

The Valuation Process
The valuation process is a step-by-step approach that leads the appraiser to a 
defendable and supportable value conclusion.

The valuation process involves:

	Identification of the property to be appraised;

	Data collection;

	General data,

	 	Social,
	 	Economic,
	 	Governmental, and
	 	Environmental.
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	Specific data,

	Sales verification, and

	Property characteristics.

	Data analysis, and highest and best use conclusion;

	Estimating value by the three approaches;

	Reconciliation of the three approaches to value;

	Final estimate of value.

All elements of the appraisal process are involved in any appraisal that estimates 
market value.
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Cost Approach to Value
The cost approach can be used to appraise all types of improved property. It is the most 
reliable approach for valuing unique properties. The cost approach provides a value 
indication that is the sum of the estimated land value, plus the depreciated cost of the 
building and other improvements. 

The total cost of constructing a new building today frequently sets the upper limit of 
value, assuming the building is the highest and best use for the land. The cost approach 
produces a reliable indication of market value when a sound building replacement or 
reproduction cost estimate is coupled with appropriate accrued depreciation estimates.

The principle of substitution is the basis for the cost approach to value. A person will 
pay no more for a building than the cost of constructing an equally desirable substitute, 
assuming no unusual delay. Equally desirable substitute means the substitute need not 
be an exact duplicate, but contains similar utility and amenities as the existing structure. 
This provides the rationale for developing the replacement cost of the subject building 
rather than the reproduction cost.

Replacement cost is the cost of constructing, using current construction methods and 
materials, a substitute structure equal to the existing structure in quality and utility. 

Replacement cost is generally used for mass appraisal purposes. It provides 
expediency and a reliable indication of the cost for most structures. The replacement 
cost method is the cornerstone of residential mass appraisal.

The replacement cost includes, but is not limited to, direct and indirect costs and 
entrepreneurial profit. 

Reproduction cost is the cost of constructing, as closely as possible, an exact replica 
of the existing structure.

Direct costs are expenditures for labor, utilities, equipment, the materials used to 
construct the improvement, and the contractor’s profit and overhead.

Indirect costs are expenditures for items other than labor and materials such as 
financing, interest on construction loans, taxes and insurance during construction, 
marketing, sales and lease-up costs, plans, and specifications. 
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Entrepreneurial profit is a market-derived figure that represents the amount an 
entrepreneur expects to receive in compensation for his or her risk and expertise 
associated with development. This is the difference between the total cost of 
development of the property and its market value after completion.

Methods of Cost Estimating
Cost estimating uses three methods:

	Comparative (unit of area or volume);

	Quantity survey;

	Unit-in-place. 

Of the three, the comparative or unit of area method, which uses the square foot area 
as a base, is the most efficient method for the mass appraisal system. The other two 
methods of estimating are used primarily to produce an estimate of the reproduction 
cost of a building.

Comparative Method
The comparative method assumes there are numerous similar buildings that can be 
grouped by design, type, and quality of construction. By developing average unit costs 
from known construction costs of new buildings in each group, replacement cost factors 
can be developed that will apply to the buildings in that group or class. These cost 
factors can be found in DOR’s Cost Factors for Residential Buildings, 150-303-419; 
Cost Factors for Farm Buildings, 150-303-417; and other cost-estimating publications.

Quantity Survey
Contractors use the quantity survey method. It includes the complete cost itemization 
of labor, materials, overhead, and profit necessary to the construction of a building. 
Because of the large amount of detail work and time involved, appraisers seldom use 
this method.

Unit-in-Place
The unit-in-place method is a modification of the quantity survey method. Cost of labor, 
materials, overhead, and profit are combined into a unit cost for each portion of the 
building. Cost per square foot for roofs and walls, and linear foot costs of foundation 
walls are examples of the unit-in-place method. This method helps the appraiser 
compute the cost of a building when the comparative method is not practical. 
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Cost Approach Process
To develop an indication of value by the cost approach, first value the land as if vacant. 
Land value is determined by comparing sales of similar vacant land in the area where 
the subject is located. For land valuation procedures, see Chapter 8, “Mass Appraisal of 
Land.”

The second step is to determine the cost of on-site development (OSD). OSD includes 
excavation, grading, backfill, gravel drives, and water and sewage disposal systems. 

The third step is to estimate replacement or reproduction cost new of the improvements. 

The fourth step is to deduct the total accrued depreciation from all causes to arrive at 
the present value for the improvements. This is called the depreciated replacement 
or reproduction cost (DRC). Finally, add the land value to the depreciated cost of the 
improvement for a total indicated value using the cost approach.

Accrued Depreciation

Accrued depreciation is the difference between the cost new (replacement or 
reproduction) and the present value of an improvement. It measures the total loss in 
value from all causes that have occurred as of the date of appraisal.

Depreciation is divided into three categories:

	Physical deterioration;

	Functional obsolescence; and

	External obsolescence.

Physical deterioration and functional obsolescence can be curable or incurable. External 
obsolescence is generally considered incurable.

Physical Deterioration

Physical deterioration is the wear and tear or breaking down of the physical structure. 
It may include decay, dry rot, damage by the elements, or vandalism. Physical 
deterioration is categorized as curable or incurable.

In analyzing physical deterioration, the appraiser must distinguish among the following:

	Deferred maintenance. These are curable items in need of immediate repair and can 
be either short- or long-lived.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 6
	 Page 6 of 32

	Short-lived items. These are items that can be replaced later. Short-lived items include 
roofing, paint, floor covering, water heater, etc.

	Long-lived items. These are items expected to last for the remaining economic life of 
the building. Long-lived items include framing, wiring, plumbing, etc. 

Curable Physical Deterioration
Physical deterioration is measured by the cost to cure the problem. Physical 
deterioration is curable if the cost to repair or replace the item is equal to or less than 
the value added to the property by its replacement. This may include items such as 
a leaky roof, a broken window, or any item needing repair or replacement as of the 
appraisal date.

Incurable Physical Deterioration 
Physical deterioration is incurable if the cost to repair or replace the item is greater 
than the value added by the repair or replacement. Incurable physical deterioration 
includes all basic structural or long-lived items, as well as short-lived items that are still 
serviceable.

Functional Obsolescence
This is the loss in value due to superadequacy or deficiency within the property.

Superadequacy describes a component or system that exceeds market requirements 
and adds less value than the cost of the component. Examples of superadequacy 
include:

	Over-sized heating system;

	Excess plumbing features;

	Over-sized structural supports (rafters, studs); and

	Any other items in excess of reasonable requirements. 

Deficiency or inadequacy describes a component or system that is substandard or 
lacking. Examples include:

	Components smaller than normally expected;

	Poor design (lack of closet space, ceilings too high or too low, poor room arrangement); 
and

	An architectural style that is not compatible with other buildings in the area.

Some functional obsolescence may be found in older structures as construction 
methods, materials, and market preferences change. Obsolescence can result from 
poor planning or design.
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As in physical deterioration, functional obsolescence is either curable or incurable, 
depending on whether the cost to cure is economically justified as of the appraisal date.

Curable Functional Obsolescence

Functional obsolescence is considered curable when the increase in value gained by 
correcting the problem exceeds the cost to cure it. 

Curable functional obsolescence, usually a deficiency, is measured by the excess cost 
to cure. To determine the excess cost to cure, compare the difference in cost between 
adding the item to an existing structure or installing the item as part of a new structure, 
as of the appraisal date. 

The excess cost to cure usually reflects the additional labor costs for installing the item 
in an existing structure. The difference is the loss in value. 

Example: A residential dwelling has only one bath in a market where two baths are 
expected. If the cost of building a second bath in the original structure would have been 
$8,000 and the cost of adding the bath in new construction would be $5,000, the excess 
cost to cure is $3,000. ($8,000 – $5,000 = $3,000).

Incurable Functional Obsolescence

Functional obsolescence is considered incurable when it is possible and reasonable 
to cure an item but there is no economic advantage in doing so. Incurable functional 
obsolescence is a condition that decreases the utility of the property and is not 
economically feasible to cure as of the appraisal date. For this reason, most 
superadequacies are considered incurable. 

Incurable functional obsolescence is seen in poor room arrangement or a design feature 
that cannot be corrected without excessive cost. Estimate the loss in value from these 
causes by the loss in rent or by comparing to a sold property that suffers from similar 
conditions.

Example: A duplex unit without a garage rents for $100 per month less than a similar 
duplex unit with a garage. There is not enough land to add a garage. The capitalization 
rate is 12 percent. 

$100 × 2 units = $200

$200 × 12 months = $2,400 rent loss per year

$2,400 capitalized at 12% = $20,000.
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The amount to deduct from the building value for incurable functional obsolescence 
is $20,000.

External Obsolescence

This is a loss in value resulting from conditions outside the property. There are many 
causes of external obsolescence such as:

	Deterioration of a neighborhood due to social changes;

	Oversupply of housing;

	Changing traffic patterns;

	High unemployment;

	Proximity of dwelling to sewage treatment plant; and

	Any other condition outside the property that causes a loss in value.

External obsolescence can be temporary or permanent but is always considered 
incurable. External obsolescence is measured by capitalizing the rental loss or 
comparing the subject to sales of comparable properties without the obsolescence. 

External obsolescence can be allocated between land and improvements by using a 
land-to-building ratio derived through market area analysis. 

Example: A single-family residence is located in a neighborhood in transition to 
commercial use. The marketability for this house has been adversely affected. Similar 
houses rent for $850 per month. The subject property will rent for no more than $700 
per month. Market analysis indicates unaffected properties typically sell for 120 times 
the monthly rent. This figure is called a gross rent multiplier (GRM).

Monthly rent of unaffected property	 $ 850

Monthly rent of affected property	     − 700

Estimated monthly rent loss	 $ 150

GRM 120 × $150 (rent loss)	 $18,000

Ratio of land-to-building	 1:4
	 (Land = 20%, building = 80%)

Rent loss $18,000 × 80% 	 $14,400

Economic obsolescence to the building is calculated at $14,400.
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Sales Comparison (Market) Approach
In the sales comparison, or market, approach, value is estimated by comparing the 
subject property to similar properties that have sold. The sales comparison approach 
often produces the most reliable evidence of RMV because sales are based on the 
actions of buyers and sellers in the marketplace. This approach assumes the typical 
buyer will compare sales and asking prices to make the best possible purchase. 
Like the cost approach, the sales comparison approach is based on the principle 
of substitution. This principle presumes that a prudent buyer will pay no more for a 
property than the purchase price of a similar and equally desirable property.

Sales Data
Proper collection and analysis of sales data, along with selection of appropriate units of 
comparison, is critical to applying the sales comparison approach. Sales data must be 
adjusted based on market conditions, then applied to the subject of the appraisal.

Gather sales from recorded instruments and analyze them to confirm the conditions of 
sale and the validity of the sales price. Do not use a sale that is not representative of the 
market.

Verify sales by personal contact or letter to ensure the most reliable sales. Verification 
may reveal whether the sale involved personal property, an exchange, atypical 
financing, or unusual motivation on the part of the buyer or seller. When possible, sales 
should be physically inspected to determine the condition of the property at the time of 
sale. 

Market Transactions
Gather the following information about a sale to help determine if the transaction can be 
used in the sales study:

	Date of transfer; 
When sufficient sales data exist, use only the most recent sales for comparison pur-
poses. In the absence of sufficient recent sales, older sales may be used as value 
indicators if they are correctly adjusted for time. 
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	Type of conveyance; 
The type of conveyance and the rights conveyed indicate the reliability of the sales in-
formation. Property transfers conveyed through instruments such as quitclaim deeds, 
bargain and sale deeds, and sheriff’s deeds may bear little relationship to market 
value.

	Condition of sale;  
Transfers between relatives or business partners, foreclosures, estate sales, govern-
mental transactions, and transfers that involve undue compulsion may indicate the 
sale does not represent RMV.

	Consideration; 
A sale involving an exchange, personal property, or an assumption of a mortgage 
must be investigated to determine whether the consideration truly reflects RMV.

	Property characteristics and inventory; 
Confirm and verify the property’s inventory and condition at the time of sale. The prop-
erty may have changed after the sale and the differences must be noted. 

Units and Elements of Comparison
Units of comparison are the components a property may be divided into for purposes 
of comparing one property to another. Converting the sale price to a price per unit 
makes it easier to compare and adjust properties that compete in the same market. To 
determine the appropriate unit(s) of comparison, note the typical unit recognized by the 
market for a particular property type. Sales analysis and direct sales confirmation is 
used to accomplish this. Some units most commonly encountered are:

	Square footage;

	Front footage;

	Number of apartment/motel units;

	Number of bedrooms/baths;

	Number of acres; and 

	Customer capacity.

Analyze and adjust sold properties to ensure the unit value derived from the sale truly 
reflects land and/or buildings only. 
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Income multipliers and capitalization rates are not adjusted in the sales comparison 
analysis since rents and sale prices tend to move in relative tandem. The appraiser 
should, however, analyze the variances in income among the sale properties. 

Elements of comparison are the characteristics of properties and transactions that 
cause the prices of real estate to vary. Elements of comparison include: 

	Location;

	Date of sale;

	Design, age, and quality of construction;

	Improvement size;

	Amenities (special-purpose rooms, swimming pools, garages, and parking);

	Condition (maintenance, remodeling, and additions);

	Land size; 

	Site amenities (view, waterfront, golf course, etc.); 

	Personal property items (furnishings, equipment, and inventory); and

	Business considerations (operating expenses, income, lease provisions, management, 
government restrictions, business licenses, and intangibles).

The price per unit is the dependent variable (what is being estimated) in the following 
example. 
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Example
The subject and sale properties are two-story, frame constructed motels with similar unit 
size, furnishings, and exteriors. Properties are located on arterial streets with similar 
traffic patterns and land values. Furnishings and equipment are included in the sale. 

Sales information

Features	 Subject	  Sale 1	 Sale 2

Sale Price		  $1,475,700	 $1,714,500

No. of units	 45	 40	 45

Unit size (average)	 288 sq. ft.	 263 sq. ft.	 295 sq. ft.

Quality	 Average	 Average	 Average

Furnishings and equip.	    $2,000	    $1,980	     $2,050
(est. value per unit)

Estimated land value	 $252,500	 $220,500	 $ 252,000

Unit of comparison extraction

Sale Price		  $1,475,700	 $1,714,500

Less land value		    – 220,500	   – 252,000

Less furnishings		      – 79,200	     – 92,250

Improvement value		  $1,176,000	 $1,370,250

Per unit value		      $ 29,400	      $30,450

Application to subject

Two sales support a per unit value of $30,000.

Improvements ($30,000 x 45 units) $1,350,000

Plus furnishings and equipment
($2,000 x 45 units) 	               $    90,000

Plus land value                         	+ 252,500

Total subject value:                 	$1,692,500
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Sales Comparison
After you determine that the sales are valid, compare the sold properties to the subject 
property. Comparisons can be made on a total property basis (one total property to 
another) or by any unit(s) common to the type of property involved. Differences in 
elements of comparison are reflected in the adjustment process.

Select sufficient comparable sales to determine the subject’s market value. Sold 
properties that require excessive adjustments may yield an unreliable value.

Follow these five steps in the comparison process:

1.	 Research and select sales of comparable properties.

2.	 Document and confirm sales data.

3.	 Select relevant units of comparison.

4.	Compare sale properties to the subject and make appropriate adjustments.

5.	Reconcile value indications and estimate value of subject property.

Always adjust the comparable sales to make them equivalent to the subject property. If 
the comparable is superior to the subject, apply a minus adjustment to the comparable. 
If the comparable property is inferior to the subject, apply a plus adjustment to the 
comparable property. 

Sales Comparison Grid 
Sales comparison grids are useful tools for analyzing the differences between the 
subject property and comparable properties.

Analyze the sales comparison adjustments to select the best indication of value for the 
subject. This analysis includes a review of each comparable property and the amount 
of adjustment needed to make the sale property comparable to the subject property. 
Comparable properties needing the least adjustments are the most like the subject 
property and are usually given the most weight in the value selection. 

The Uniform Residential Appraisal Report (URAR) format illustrates plus (added) and 
minus (subtracted) adjustments. This type of grid may be altered to fit any type of 
property.
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Gross Income Multipliers
Many people associate a gross income multiplier (GIM) and a gross rent multiplier 
(GRM) with the market approach to value. The use of GIMs is also part of the income 
approach to value because it is a capitalization technique. For this reason GIMs are 
discussed in detail in the Income Approach section of this chapter. 
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Income Approach
Income-producing properties are appraised using all three approaches to value. 
However, since income property is usually bought and sold on its ability to generate and 
maintain an income stream, it is typical to place more weight on the income approach.

One basic principle in estimating the value of income property is the anticipation of 
future benefits. The income approach, also called income capitalization, converts 
future benefits of property ownership into an indication of present worth (market value). 
Present worth, which is the result of capitalizing net income, is the amount a prudent 
investor would be willing to pay now for the right to receive the future income stream.

This section provides an overview of the steps used to develop and apply the income 
approach to value. It will examine various methods of capitalization and the selection of 
rates. 

Steps in the Income Approach to Value
The steps used to value property by the income approach are:

	Estimate potential gross income.

	Deduct vacancy and collection loss.

	Add miscellaneous income to arrive at effective gross income (EGI).

	Estimate expenses before discount, recapture, and taxes.

	Deduct expenses from EGI to determine the net operating income (NOI).

	Select the proper capitalization rate.

	Determine the appropriate capitalization procedure to be used.

	Capitalize the net income into an indication of present value.
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The calculation for the capitalization process is:

	       Potential Gross Income/Rent

                            –  Vacancy and Collection Loss

	       +  Miscellaneous Income

		       Effective Gross Income

		   Effective Gross Income

		  –  Operating Expenses

–	   Reserves for Replacement

           Net Operating Income (before discount, recapture, and taxes)

		  Net Operating Income

		  ÷  Capitalization Rate

			   Value

Step 1—Estimate Potential Gross Income

To estimate gross income, forecast the income a typical investor expects to receive 
from the property from the present date forward. Past income may be a guide to the 
expected future income, but you must compare and analyze the income in relation to 
other indicators, such as rents of comparable properties and consideration of probable 
future trends.

Potential gross income is the market rent that would be collected if the property were 
fully occupied. In estimating potential gross income, appraisers distinguish between 
market rent (or economic rent) and contract rent.

Market rent is the prevailing rent received for comparable properties. Use market rent 
to calculate RMV by the income approach. Market rent should be the amount that would 
result from a lease negotiated on the open market between a willing lessor and a willing 
lessee, both knowledgeable and free of influence from outside sources.

Contract rent is the actual amount agreed to by a landlord and tenant. It may or may 
not be the same as market rent, depending on various factors. Contract rents should 
be analyzed to determine if the lease amount is typical for the type of property and if 
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the lease agreement provides for any consideration other than the lease. Factors to 
consider include:

	The date the rent was negotiated; 

	The presence of market rent escalator adjustments in the lease; and 

	Any personal or business relationship between the lessor and lessee. 

Contract rents should be compared to market rents of properties that are comparable to 
the subject.

Step 2—Deduct for Vacancy and Collection Loss 

Vacancy and collection loss is an allowance for reductions in potential income due 
to vacancies, tenant turnover, and nonpayment of rents. The losses expected from 
vacancies and collection loss are subtracted from potential gross income. Vacancy 
and collection loss should be allowed on all properties because even the most stable 
property will experience some loss of income over time. 

Vacancy is the loss in potential income attributed to unoccupied periods. This occurs 
during periods of tenant turnover, building renovation and refurbishment, and sluggish 
economic conditions. It is expressed as a percentage of potential gross income. 
Vacancy rates will vary depending on the age, condition, and quality of the building 
as well as the location of the property. Vacancy allowance for older motels/hotels may 
be as high as 50–60 percent, while for newer, well-located, and well-managed office 
structures, it may be as low as 1 to 3 percent. As buildings age, vacancy rates generally 
increase because of physical deterioration and functional and external obsolescence.

Collection loss is the loss in potential income from nonpayment of rent. It is also 
expressed as a percentage of potential gross income. Collection loss is calculated by 
dividing the uncollected rent by the total rent billed. 

Allowances for vacancy and collection loss are based on typical management because 
these rates can vary depending on management style. A well-managed property may 
experience lower than typical loss. A poorly managed property may experience higher 
than typical loss. Rates may change under new ownership and are not attributable to 
the property.
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Step 3—Add Miscellaneous Income

Miscellaneous income may come from several sources such as parking, vending 
machines, and laundry services.

EGI is the amount remaining after allowances for vacancy and collection loss are 
subtracted from potential gross rent and miscellaneous income is added.

The following example shows how EGI is calculated:

	 Potential gross rent	 $50,000

	 Less allowance for vacancy and
	 collection loss (10%)	 –  5,000

	 Plus miscellaneous income	 +  2,250

	 EGI	 $47,250

Step 4—Estimate Expenses Before Discount, Recapture, and Taxes

NOI is estimated by subtracting operating expenses and reserves for replacement from 
EGI. 

Determine operating expenses and replacement reserves by reviewing the historical 
expenses for the property, usually for three or more years, and by estimating the 
expenses that the typical buyer will expect the property to incur in the future. NOI is 
useful for comparing one property to another.

It is important to consider lease terms when estimating expenses. Leases are usually 
referred to as net or gross, although many are not completely one or the other. 

With a net lease, the tenant pays all taxes and operating expenses. The owner is not 
involved with property operations. The terms triple-net lease and net-net-net lease are 
synonymous with the pure net lease.

In a gross lease, the landlord pays all taxes and operating expenses. 

Operating expenses are the costs necessary to maintain the property so it can 
continue to produce rental income. Traditionally, a distinction has been made between 
fixed and variable operating expenses. Now, they are generally grouped together under 
the single heading of operating expenses.
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The income and expense information you receive from a property owner is usually in a 
format prepared for purposes other than property taxation. Typically, it leaves out some 
appropriate expenses for estimating property value, such as reserves for replacement. 

The information is likely to include some expenses that are not appropriate for appraisal 
purposes. Some expenses reported by the property owner are dealt with in other ways 
by the appraiser. To avoid duplication, exclude them from the operating statement. 

Following are frequently reported expenses to exclude for appraisal purposes.

Property taxes are a legitimate property expense, however, for ad valorem tax 
purposes, property taxes should not be included as an operating expense. Property 
tax impact as an expense is accounted for by adding an effective tax rate to the 
capitalization rate.

Depreciation is considered in the income approach by the recapture component of the 
capitalization rate.

Income taxes are not allowed in the income approach because the tax is based on the 
personal income of the individual and not on the income produced by the property.

Debt service is the amount of payment made toward principal and interest on the loan 
for the purchase of the property. It is an expense of the buyer, not of the real estate. 
Properties owned free and clear won’t have debt service.

Capital improvements are long-lasting additions to the property that usually increase 
income, total value, or economic life but are not considered operating expenses. These 
may be items such as building additions or property renovations.

Operating expenses typically include:

	Insurance;

	Management;

	Salaries;

	Utilities;

	Supplies and materials;

	Repairs and maintenance; and

	Reserves for replacement. 

Reserves for replacement are funds for replacing short-lived items that will not last 
for the remaining economic life of a building. Replacing these items usually requires 
spending large lump sums. A portion of the expected replacement cost can be set aside 
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each year to stabilize expenses. An appraiser provides for the reserves for replacement 
even if an owner has not done so. Stabilizing income and expenses is necessary for 
a proper economic indication of the property. Three or more years of the property’s 
stabilized income and expenses are standard for analysis. It is important to review the 
net income statement carefully to ensure the result reflects the property’s potential 
income. Check the repairs and maintenance line items to make sure they do not 
duplicate reserves for replacement. Appeal disputes can occur due to misunderstanding 
of proper appraisal methodology.

Reserves for replacement items include:

	Roof and floor covering;

	HVAC system;

	Water heaters;

	Painting and decorating; and

	Kitchen appliances.

Note: Some items may be personal property for which an allowance may have already 
been made.

Calculate the annual monetary charges for any specific item by:

	Estimating the economic life of the item; 

	Estimating the replacement cost new (RCN); and 

	Dividing the RCN by the economic life.

To express the cost as a percentage, replace the RCN figure with 100 percent. Display 
either figure as:

RCN ÷ Economic Life = $ per Year

100 ÷ Economic Life = Percentage per Year
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Step 5—Deduct Expenses from Effective Gross Income to Determine 
Net Operating Income

After estimating all operating expenses and appropriate reserves for replacements, 
reconstruct the income and expense statement. Subtract adjusted expenses from the 
EGI to derive NOI.

Example—Reconstruction of Reported Expenses

Property Owner’s Expenses, as Reported	 Appraiser’s Reconstructed Expenses:
EGI	 $47,250 	 EGI	 $47,250

		  Operating expenses:

Insurance	 2,400	 Insurance	 2,400

Taxes	 9,000	 Taxes (in cap rate)	 0

Management	 1,800	 Management	 1,800

Utilities—tenant pays all 	 375	 Utilities—tenant pays all	  375

Debt service	 13,000	 Debt service (personal)	 0

Repairs and maintenance 	 2,250	 Repairs and maintenance	 2,250

Miscellaneous	 750	 Miscellaneous	 750

Total property expenses	   – $29,575

Net income  	  $17,675	 Reserves for replacement:
		  Roof cover (prorated)	 300

		  HVAC (prorated) 	  340

  		  Total property expenses	  – $8,215

		  Net income	  $39,035

Difference between reported  
and reconstructed expenses:	  $21,360

Percentage difference:                     54.7%	

This illustrates how a NOI schedule prepared by a property owner, if accepted at face 
value by an appraiser, would distort NOI by 54.7 percent.
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Step 6—Capitalization: Selecting the Proper Capitalization Rate

Capitalization is the process of converting anticipated future income into an indication 
of present value. The principle of anticipation states that present value is determined 
by future benefits. Discounting is the process of adjusting the value of future dollars 
to present worth. The easiest method is to use annual income and annual rates for 
discounting future benefits. This is represented by the Income–Rate–Value (IRV) 
formula:

Value = Income ÷ Rate, or V = I ÷ R

Rate = Income ÷ Value, or R = I ÷ V

Income = Rate × Value, or I = R × V

The IRV formula is the general model used as the basis for all applications of the 
income approach. To use the model to estimate value, estimate the annual NOI 
expected for the property and the appropriate capitalization rate.

Capitalization Rate

The capitalization rate converts NOI into an estimate of value. It reflects the relationship 
between income and value. The capitalization rate is made up of several components: 

•	a discount rate; 

•	a recapture rate; and 

•	an effective tax rate. 

The capitalization rate used in real estate appraisal includes both a return of and a 
return on investment.

Return of the investment, called recapture, is recovery of invested capital. 

Return on the investment, called the discount rate, is compensation to an investor for 
the risk, time value of money, nonliquidity, and other factors associated with investment. 
A prudent investor looks to the future income stream, as well as potential resale, to 
provide this return. 

Discount Rate is the required rate of return on investment necessary to attract 
investors. The discount rate contains an interest rate, which is a required rate of return 
on debt capital, and a yield rate, a required rate of return on equity. 

The discount rate takes into account four aspects of investment: safety, risk, liquidity, 
and management cost. 
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•	Safe rate—the rate available for long-term deposits and other low-risk investments.

•	Risk rate—an adjustment for a property’s perceived level of risk.

•	Nonliquidity rate—a rate based on how readily assets can be converted to cash.

•	Investment management rate—an adjustment for the level of investment management 
skill required.

The rates for risk, nonliquidity, and investment management are added to the safe rate 
to make up the discount rate.

The discount rate of properties purchased with a high expectation of value appreciation 
will sometimes be lower than the safe rate. Since investors expect to make a significant 
amount of money from resale of the property, it isn’t necessary for the annual rent to be 
the source of all profit. Because a capitalization rate is nothing more than net annual 
rent expressed as a percentage of the total property value, a lower income level implies 
a lower capitalization rate. Conversely, a property expected to lose value over the term 
of ownership requires a higher level of annual income to deliver the desired level of 
profit to the investor. It is assumed the discount rate required by property investors 
includes provisions for any expected appreciation. Therefore, the interest rate applicable 
to any particular type of property will frequently be lower than commercial bank 
investment rates.

Recapture Rate provides for the recovery of capital on an annual basis, also called 
the rate of return of investment. Land, treated as nondepreciating, is not included in 
recapture rates. The return of investment in a property can be accomplished in one of 
two ways or a combination of both. One is a return of the investment through payment 
from the income stream. The other is a return of the investment (all or part) at the end of 
the term of ownership by resale of the property. 

Effective Tax Rate is an allowance for property taxes included in the capitalization 
rate for ad valorem appraisal purposes when the typical lease is a gross lease. If the 
typical lease for the property is a net lease, the tenant pays the taxes so they are not 
a consideration. To use property taxes as an expense item assumes the value of the 
property is known, and thereby discredits the entire approach.

The rate used for taxes in the capitalization rate is expressed in decimal form. In 
Oregon, taxes are not directly related to RMV, therefore you must calculate an effective 
tax rate. Do not confuse the effective tax rate with the actual tax rate used to calculate 
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taxes. To calculate an effective tax rate, divide the tax rate for the taxing district where 
the property is located by 1,000, then multiply that figure by the changed property ratio 
(CPR) for the subject’s property class. 

Example: To calculate a tax rate of $15 per $1,000 of assessed value:

	 15 ÷ 1,000 = .015 × .80 (CPR) = .012 effective tax rate

The CPR may vary by property class; thus the effective tax rate will also vary. When 
assessed value and RMV are equal, the tax rate and effective tax rate will be the same. 

For a definition of CPR, refer to the glossary and Chapter 13.

Step 7—Capitalization: Determining the Appropriate Procedure

Once you have estimated annual NOI before discount, recapture, and taxes, you 
can use several methods and techniques to capitalize that income into an estimate 
of market value. Proper rate selection is necessary to correctly estimate value. 
Small variations in the capitalization rate will result in substantial differences in value 
estimates. For example:

	 $39,035 (NOI) ÷ 0.10 (capitalization rate) = $390,350

	 $39,035 (NOI) ÷ 0.11 (capitalization rate) = $354,864

One percentage point in the cap rate changed the value $35,486, or 10 percent.

Methods to capitalize income into an estimate of value include direct capitalization 
and the yield capitalization method. The yield capitalization method is not discussed 
in this manual. In the direct capitalization method, both the land and building residual 
techniques are demonstrated. 

Direct Capitalization Method 

In this method, net income is capitalized into an indication of market value using an overall 
rate developed from the market with no prediction being made for the behavior of income 
or for the period of recapture. An overall rate is the annual NOI divided by the sale price. 
Capitalization of the income stream is accomplished by dividing the estimated income by the 
appropriate rate. You can also calculate it by multiplying the income by an income factor. 

In the following example of direct capitalization using an overall rate, the income-
expense ratios, remaining economic lives, and land-to-building ratios of the sale are 
comparable to those of the subject property. The sale property is located in the same 
taxing district as the subject and has the same effective tax rate. Note: If it were not 
located in the same taxing district, adjustments can be made so the comparison is valid.
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Overall Rate Development from Sale Property

Example
(Values are rounded.)

Sale price	 $330,000
NOI before discount, recapture, and taxes	 $36,300
Overall rate including taxes ($36,300 ÷ $330,000)	. 11		

Subject Property

Potential gross income	 $ 50,000
Vacancy and collection loss (5%)	 −2,500
Miscellaneous income	 +1,500
EGI	 $ 49,000
Less allowable expenses (30%)	 –14,700
Net income before discount, recapture, taxes	 $ 34,300

Indicated Market Value of the Subject Property

Net income before discount, 
recapture, and taxes	 $  34,300
Overall capitalization rate		.  110
Indicated property value	($34,300 ÷ 0.110)	 $311,800

Selection of Capitalization Technique

There are three techniques for processing income into an indication of value:

	Building residual;

	Land residual; and

	Property residual.

To calculate a residual technique, satisfy the income requirements for the known 
portions of the property, then capitalize the remaining income into a value estimate for 
the unknown portion.

Which technique you use will depend on the information available and the conditions 
existing on the property.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 6
	 Page 27 of 32

Building Residual Technique
Use the building residual technique if you have sufficient information to develop an 
estimate of land value and the building is older, making cost and depreciation estimates 
difficult to support. To use the building residual technique, you must know:

	Net income;

	Land value;

	Proper discount rate;

	Proper recapture rate; and

	Effective tax rate.

Example 
(Values are rounded)

Net income before discount, recapture, and taxes	 $30,700
Income to land		  −7,350
Income attributable to building	 $23,350
Capitalization rate:

Discount rate	        	 0.09
Recapture (33-year life) (1 ÷ 33)	 0.03
Effective tax rate		  0.015
Total		  0.135
Building value 	 ($23,350 ÷ 0.135)	 $173,000
Plus land value	 ($7,350 ÷ 0.105)	 + 70,000
Property value		  $243,000

Note: Remember, the capitalization rate for land does not include a recapture rate.

Land Residual Technique
Use the land residual technique when the building value is known and the land value 
is unknown. This technique may be used when the building is new and the land is 
improved to its highest and best use. Use the same information for the building residual 
technique as for the land residual technique, except replace the building value with the 
land value.
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Example

Net income before discount, recapture, and taxes	 $30,700

Building value		  $173,000

Capitalization rate:

Discount rate		  0.09
Recapture (33-year life)	 0.03
Effective tax rate	 0.015
Total			   0.135

Income attributable to building  ($173,000 × 0.135)	 – $ 23,350
Income attributable to land		    7,350

Land value ($7,350 ÷ 0.105)		  $ 70,000

Plus building value		  +173,000
Property value		  $243,000

Property Residual Technique
Use the property residual technique when neither land nor building value can be 
accurately estimated. This technique provides an estimate of total property value 
without allocation of land and improvement components. The process is similar to direct 
capitalization with an overall rate. 

The major difference is that it attempts to measure the present worth of two sources 
of income, as compared to one income stream in direct capitalization. First, use a 
capitalization rate to value the annual rent expected during ownership. Second, estimate 
the value of the property at the end of the ownership period, called the reversion, then 
discount it back to its present worth. The reversion value is added to the present worth 
of the income stream for an indication of total property value.

Because of the difficulties associated with estimating a property’s value at the end of 
ownership, this technique is seldom used.

For mass appraisal purposes, you will find that the techniques that most closely 
follow the thought processes of those who are active in the market will be the easiest 
techniques to explain and justify when discussing appraisals with property owners. 
If buyers in the market area make their investment decisions by following a process 
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similar to the property residual technique, then the capitalization process should also 
reflect this process. No matter which capitalization procedure you select, the closer it 
reflects the thinking of buyers and sellers in the market area, the more persuasive the 
value conclusion will be. 

The following chart shows how the value of property is estimated using various 
techniques of capitalization.
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Gross Income Multipliers 
A gross income multiplier (GIM) is a factor calculated by dividing the sale price of a 
property by its gross income. Gross income is normally defined as the annual income 
prior to any deduction for services or expenses. Using a GIM assumes that any 
differences between the subject and comparables are reflected in the rents of each 
property. If the sales used to extract a GIM from the market are valid and the properties 
are comparable, the resulting factor should produce a reliable indicator of value for the 
subject. Using a GIM to arrive at an estimate of value is one form of direct capitalization. 

When the GIM is used to capitalize income, the relationship between I (income) and V (value) is 
expressed as F, (factor or multiplier). A factor is the reciprocal of a rate, or F = I ÷ R. Using this 
basic formula, the GIM can be derived thus: Value = Income ÷ Rate, or V = I ÷ R

After extracting a GIM from the market, the gross income of the subject for a single 
period is multiplied by a factor to produce an estimate of value. The multiplying factor 
is called a gross rent multiplier (GRM) if the period is one month. It’s called a GIM if the 
period is one year. Generally, monthly rents are used for single-family residences and 
annual incomes are used for other income-producing properties.

To properly develop a GIM study, use all available comparable sales. Properties from 
which a GIM is developed, and properties to which a GIM is applied, must be similar in 
effective age, quality of construction, and use. For example, it would not be appropriate 
to apply a GIM to a 20-unit property that was developed from sales of 4–to 6–unit 
properties. 

When developing a GIM, give careful consideration to:

Gross income-to-expense ratio—The gross income-to-value relationship may be 
different for similar properties depending on the expenses involved in producing the 
income. The gross income for an office building where rent includes heat, lights, 
water, and janitorial service will be substantially greater than the gross income from an 
identical building where these services are not furnished. If you develop a GIM from a 
sale in which these services are furnished and apply it to the income of a building that 
does not include the same services, you will not get an accurate indication of value.

Land-to-building ratio—A large land-to-building ratio may indicate that a sale property 
includes excess land. Such a sale may produce a higher than normal GIM. 



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 6
	 Page 32 of 32

Remaining economic life—A sale of a building with a short remaining economic life 
may produce a low GIM. Applying the low GIM to a building that has a longer life will 
indicate a value below market.

The following example of how to develop a gross income multiplier from a sold property 
includes an unusual amount of services. Typical service furnished for retail stores in the 
area is water only.

Retail store sales price:	 $150,000

Rentable area:	     	 10,000 sq. ft.

Gross income:		  $ 22,500 ($2.25/sq. ft.)

Services furnished:	                            Heat, lights, water, janitorial

Comparable space rents for:	 $ 2/sq. ft. with water only	

Adjusted gross income:	 $ 20,000

$150,000 ÷ $20,000  =	 7.5 GIM  

Convert gross income into an indication of value using the GIM developed in the 
previous example:

Gross income attributable to subject	 $ 21,450

Indicated GIM	 7.5

Value indication  (7.5 × $21,450)	 $161,000 (rounded)

Summary
Always consider using the income approach to appraise income-producing properties. 
This approach is based on the principle of anticipation—that market value is equal to the 
present worth of anticipated future benefits of ownership. Income-producing property is 
purchased for the right to receive the future income stream of that property. You must 
evaluate this income stream in terms of quantity, quality, and duration, then convert it by 
means of an appropriate capitalization rate into an estimate of market value. Take care 
that the rent, expenses, and rates reflect those expected by the typical investor for the 
type of property being valued. 

For a complete discussion of property appraisal, consult texts produced by the 
International Association of Assessing Officers and the Appraisal Institute. 
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Chapter 7

Statistics and Appraisal Standards
Mass appraisal is the systematic process used to value large quantities of properties as 
of a given date, using standard methodology. The process of valuing these properties 
must be uniform and the value level must be at 100 percent of RMV. 

The principles and procedures used for mass appraisal are similar to those used for an 
individual appraisal. In mass appraisal, you work with a large volume of market data to 
develop value indicators. When applying these value indicators to appraise property, 
the process takes on the nature of direct comparison and produces accurate value 
estimates at a relatively low cost. Additionally, mass appraisal provides a means to 
establish and maintain valuation uniformity.

In Oregon, the three methods of mass valuation are: 

•	Physical reappraisal,

•	Recalculation, and 

•	Ratio adjustment. 

Physical reappraisal requires the use of benchmarks, market studies, and some level of 
inspection of the property to be appraised. (See Chapter 9, “Inspection level,” pages 36 
and 37.)

Recalculation requires market studies, developing adjustment tables, electronically 
stored property characteristics, and computer application of the adjustment tables to the 
property characteristics. 

Ratio adjustment compares sale prices to RMV and applies an adjustment (if warranted) to 
bring the property to 100 percent of RMV.  (See ORS 309.200 (1)(2)(3) and ORS 308.232).

Uniformity and Equity of Real Market Value
One of the primary objectives of a mass appraisal program is to achieve uniform 
appraisals  among properties of a similar type. This is accomplished by using proper 
valuation methods and procedures. However, since values can change rapidly within 
an area, it is often difficult to maintain equity and uniformity among all valuation areas 
or property classes. Annual sales ratio studies are a means to identify and measure the 
effects of market fluctuations. 
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Equity of RMV does not mean equal RMV. Equity of RMV is achieved through uniform 
valuation of properties within each property class in a market area or neighborhood. To 
ensure equity is maintained for all properties, the assessor must develop a program that 
identifies inequities and errors in the current assessment roll.

Reappraisal is the best method of correcting inequities, but it is not practical to 
reappraise each property every year. In areas with adequate sales, the most practical 
way to correct inequities in RMV are recalculation and ratio adjustment. Ratio studies 
work with traditional valuation and recalculation programs. Ratio studies can identify 
both the problem areas and the amount of adjustment required to correct inequities.

Physical Reappraisal
Reappraisal typically refers to a three-step process used to value large groups of 
properties. The general steps are:

•	Conducting preappraisal studies; 

•	Inspecting the properties; and 

•	Applying the preappraisal study results to the properties being appraised. 

The reappraisal process is discussed in Chapters 8 through 11. 

Recalculation
Recalculation is a method that is a hybrid of reappraisal and a ratio study. In 
recalculation, the results of the preappraisal studies are entered into tables in the 
computer. The studies are the same as those conducted for reappraisal. The tables are 
then applied to individual property characteristics already contained in the computer. 
This allows large numbers of properties to be valued with minimal staff involvement.

Ratio Study
The sales data used in a ratio study are collected from real estate transfer documents 
recorded in county clerks’ offices and, for manufactured structures, from copies of 
registration forms filed with the state.  In some counties, residential sales data is 
obtained from multiple listing services. Necessary property identification, and statistical 
and ratio information are collected on all sales in the county. This information includes 
property location, name and address of buyer and seller, county identification number 
for the property, sales date, sales price, property class, condition codes, and current roll 
RMV.
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A sales confirmation program verifies conditions of the sales transactions. Each 
transaction is given a condition code that identifies the type of sale and indicates if it 
is usable for ratio study purposes or should be rejected. Condition codes are defined 
in the Department of Revenue’s Assessor’s Certified Ratio Study Procedures Manual, 
150-303-437.

Sales listings are created from usable sales. Sales listings relate adjusted sale prices 
to the RMV as of the prior January 1. Ratio indications for each sale (RMV divided by 
sales price) are listed in ascending order from lowest to highest to form an array. Data 
can be sorted in various ways to assist in determining the RMV level and equity of 
valuation for property classes.

Indicated ratios are reviewed to determine if the overall value level for each market 
area needs adjustment. If the RMV needs adjustment, then the indicated amount of 
adjustment is applied to each property in that market area. In this way each property 
value can be adjusted to achieve 100 percent of RMV.

When sales data is limited, a study of two or more years of sales may be necessary. 

Appraisal Ratio Studies
When the number of sales is insufficient to accurately estimate the RMV level of a 
class of properties in a market area or neighborhood, appraisal ratio studies may 
be conducted to supplement the sales data. A qualified appraiser needs to make 
the appraisals. The appraiser should appraise a random selection of properties that 
represent the property class and the market area being studied. The appraiser’s value 
estimate is then used in the appraisal ratio study in place of a sale price.

An appraisal ratio study is compiled and analyzed in the same manner as a sales 
ratio study. Types of data that can be used in appraisal ratio studies are: gross income 
multipliers, construction cost indexes, and real estate trends.

Data Standards
Analysis of assessment records allows the appraiser to establish and maintain accurate 
values. To make informed decisions, adequate information must be available. At a 
minimum, the following information should be maintained in the county’s computer 
database for access by appraisers.

•	   Unique identification number

•	Market, study, or adjustment area;
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•	Neighborhood;

•	Sale price, date, deed type, etc.;

•	Condition code;

•	Map and tax lot;

•	Zoning;

•	Land class or type;

•	Land size—square feet, front feet, acreage, etc.;

•	Land features—view, topography, traffic, etc.;

•	Land RMV;

•	Improvement type;

•	Improvement quality class; 

•	Improvement RMV;

•	Year built;

•	Square footage of each floor or unit;

•	Foundation;

•	Exterior walls;

•	Roof;

•	Number of bedrooms;

•	Number of baths or number of plumbing fixtures;

•	Type of heating system;

•	Other interior features;

•	Effective age;

•	Percent good; 

•	Property MAV;

•	Property AV;

•	Date last inspected;

•	Comments; and 

•	Appraiser’s name or I.D.
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For income properties, additional fields are required:

•	Applied rates—capitalization rate, recapture rate, discount rate, overall rate;

•	Income—gross income, net income; and

•	Expenses applied.

In addition to the preceding fields, the computer should contain land value computations 
such as base unit land values and adjustments, and the improvement computations. 
You must be able to provide these for taxpayer inspection. 

Statistics in Mass Appraisal 
Much of the mass appraisal program is dependent on the statistical analysis of sold 
properties and their current roll RMV. In order to discuss this topic it is necessary to 
have an understanding of statistical terms used in this section. The following terms are 
phrased so they closely resemble their use in mass appraisal. 

Absolute Deviation—In an array of sales ratios, it is the absolute value difference 
between a sample point and one of the measures of central tendency. For assessment 
purposes, the median ratio is the central tendency used to calculate the absolute 
deviation. 

Array—The list of a set of numbers or observations in either ascending or descending 
order.

Average Absolute Deviation—The average of the absolute deviations in an array.

Bias—A bias occurs if the expected value of a statistic is not equal to the population 
parameter being estimated. In assessment administration, valuation progressivity/
regressivity are kinds of possible bias. Bias may also be caused when the sample 
only represents a small portion of the population. An example of bias is using sales of 
only lower-priced homes in a mixed area containing low-, medium-, and upper-value 
properties.

Central Tendency—The tendency of most kinds of data to cluster around some types 
of central value, such as median or mean.

Coefficient of Dispersion (COD)—The ratio of the average absolute deviation to the 
median, converted to a percentage. The lower the percentage, the greater the uniformity. 
COD is used as a measure of uniformity and to determine if the reliability and quality 
of the valuation data are deteriorating. Standards have been set around the COD that 
require an area to be reappraised once the data has been determined to be unreliable.
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Frequency distribution—A tabulation of individual ratios, usually expressed in a graph 
format, determined by counting the ratios falling within uniform ratio spreads such as: 
10, 20, or 30 percentage points.

Homogeneous—In assessment, used to describe a market area where the uses, 
property types, and quality classes are similar. 

Heterogeneous—In assessment, used to describe an area or neighborhood in which 
the uses, and/or property types are diversified. 

Market Area—Any given neighborhood, group of competing neighborhoods, or 
property types where, in the minds of potential purchasers, the properties are effectively 
competitive. To be considered a market area, an area must contain sufficient numbers 
of properties to ensure an adequate sales sample for analysis.

Mean—The total of the ratios in the array, divided by the number of ratios in the array. It 
is commonly referred to as the average of the sales ratios in the array.

Median—The exact middle ratio of an array. If the array contains an odd number of 
sales, it is the center of the array. If the array contains an even number of sales, it is the 
average of the two middle, or central, sales. 

Population—All of the properties of a given property type within a specified market 
area.

Price Related Differential (PRD)—A measure of appraisal progressivity or regressivity.  
It is calculated by dividing the mean by the weighted mean. 

Progressivity—Where high-valued properties are over-appraised relative to low-valued 
properties.

Regressivity—Where high-valued properties are under-appraised relative to low-valued 
properties.

Sales Ratio—To calculate the sales ratio, the RMV of a property is divided by the sale 
price of the same property. 

Sample—A set of observations selected from a population and used to make inferences 
about population values. In assessment, the sample consists of the properties that sell 
(in fair-market transactions) within a specific market area during a specific time period.

Uniformity—The degree to which a single member of a property group reflects a RMV 
level consistent within the market area and property class.
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Weight—A percentage value that represents the relative importance of each element’s 
contribution to the total.

Weighted Mean—A measure of central tendency determined by dividing the sum total 
of the RMV by the sum total of the sale prices for a specified area. The mean, weighted 
mean, and median are referred to as measures of central tendency and are expressed 
as a percent. These three ratio indicators point toward adjustments that may be 
necessary within a property class and area, but do not provide a good indication of RMV 
uniformity. 

Analysis of the Ratio Study
Computing measures of central tendency is the first step in analyzing ratio conclusions. 
Three measures of central tendency must be used to measure the relationship between 
the current roll RMV and the sales price of property. Valuation level refers to the 
relationship between the RMV on the roll and the sales price of property.

Additional statistical measures for RMV uniformity are needed to illustrate how widely 
the values may vary from each of the ratio indicators.

Ratio studies are an excellent tool for establishing priorities for equalization operations, 
appraisal quality control, and preliminary analysis of market fluctuations. Whether 
properties are under- or over-valued, the appropriate correction for the inequities can be 
determined with ratio studies. If applying a percentage adjustment is the most practical 
correction for a class of properties in a specific area, the ratio conclusion from the sales 
ratio study will show the adjustment percentage amount required.

To maintain equity, it may be necessary to apply different adjustments to the land than 
to the improvements. The land value and improvement value components of each 
property represents a percentage of the total RMV. A weighting computation process is 
used to determine the correct adjustment for each component.

Population Testing
Population testing is a type of statistical analysis used to determine if a sample is 
representative. A sample that is not representative of the population is biased. This 
may be due to a flaw in statistical technique, improper application of condition codes, 
inaccurate sample selection, or inconsistencies in the marketplace. 
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Although there are standard tests to determine if a sample is representative of the 
population, few work well in sales ratio analysis. To solve this problem, DOR has 
developed a test for sample bias that combines basic statistical and appraisal theory. 
The test is called Percent of Similarity. 

To conduct this test, the neighborhood’s property characteristics should be loaded on 
a computer with a spreadsheet program. The characteristics of the sales sample are 
compared to the characteristics of the entire neighborhood. If the characteristics are 
similar (at least 80 percent), the sample is useful for comparison. If the sample is less 
than 80 percent similar, it is biased and does not represent the population. 

Example:

Market Area Sales Sample

	                 Market Area   Sales Sample                  	          Percent
Characteristic	      Average	           Average	             Calculation	  Similarity

Percent Good	     76%	            72%	              72 ÷ 76	 95%

RMV	   $121,000	            $115,000	        115,000 ÷ 121,000	 95%

Quality Class	    3.99		          4.20	              3.99 ÷ 4.20	 95%

Square Footage	  1,522	  1,402	    1,402 ÷ 1,522	   92%

							       Sample Similarity =  94.25%

Averages for particular characteristics are listed under Market Area Average and 
Sales Sample Average. For example, the average quality class in a market area is 
determined by dividing the total numeric value of classes by the number of properties 
in the area. Percent of similarity is determined by dividing sales sample averages by 
market area averages for each characteristic.

The sales sample shows that 94.5 percent is the average similarity for all 
characteristics. This proves the sample has a low degree of bias and is representative 
of the market area. If the percent of similarity is less than 80 percent, the sample is 
not representative of the market area. If that were the case, the ratios developed from 
these sales should be given little weight. When the sample is not representative of 
the population, the analyst should review or expand the sales collection area, sales 
collection period, and characteristics for additional analysis.
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Time Adjustment Studies
Time adjustment studies are used when sale prices are increasing or decreasing over 
time. Study results will indicate the percentage adjustment required to bring sales prices 
to current value indications. When there are few current-year sales, prior year’s sales 
are used to supplement the sales sample.

There are various methods of conducting a time adjustment study. The most accurate 
method is to use double sales. A double sale is the resale of the same property within a 
specific time period. 

If double sales are limited, an analysis of nearly identical or similar properties can be 
made. This is referred to as matched pair analysis. An important part of this analysis 
is to confirm that the property has not changed significantly since the last appraisal. 
Significant changes to the property invalidate the sale for this type of analysis.

Another method of computing a time adjustment is to use ratio trends. Analysis of ratio 
trends can be used to determine the percentage adjustment needed to reflect current 
market conditions. Detailed procedures for developing and analyzing ratio studies are in 
the Assessor’s Certified Ratio Study Procedures Manual, 150-303-437.

Graphs
Graphs are commonly used in statistical analysis to provide a visual reference of data. 
The most common graphs display changes in value over time, differences in unit value 
due to economies in scale, and depreciation of improvements or personal property. 

A typical graph has one horizontal and one vertical axis. The horizontal axis, or base, 
is referred to as the “X” axis and the vertical is the “Y” axis. Time or size is typically 
displayed on the “X” axis and other factors such as percent good or sale price on the “Y” 
axis. On a depreciation graph, percent good is placed on the “Y” axis and actual age or 
effective age (noted in years) is placed on the “X” axis with the lowest age and percent 
good appearing at the point where “X” and “Y” intercept. The points plotted on the graph 
are referred to as observations. Drawing a line through the center of the observations 
indicates the trend. 
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In the graph shown, the percent good is decreasing over time.

Sample Depreciation Graph

	 %  100  X

	 G		     X			 

	 O  75		     X   X	   

	 O      	  X	    X    X

	 D   50	 	               X	          X  X

		   0   10   20   30   40   50   60		      

     ACTUAL AGE

Stratification Studies
These studies look at different property characteristics in a sales sample to determine 
if a particular characteristic affects value. Sale ratios are stratified, or sorted, by a 
given characteristic. When ratios cluster around a characteristic, it may indicate the 
characteristic has an identifiable and measurable impact on value. If the characteristic is 
measurable, it can be adjusted to bring the affected properties to 100 percent of RMV. 

An array containing class 3 and 4 dwellings may indicate a different conclusion than a 
study that looks at each dwelling class separately. 

The following example looks at 35 sales from a ratio study area called ABC1. The 
sales in the left-hand column are arrayed in ascending ratio order, as found in a typical 
ratio study. The mean ratio from this sample is 93.83. The indication is that the study 
area would need to have the values increased by 1.066 (100 ÷ 93.83) in order to be 
at 100 percent of RMV. The 1.066 adjustment is based on the assumption that all the 
properties are responding uniformly within market area ABC1. This is not always the 
case. 

The column to the right has stratified the sales into their various quality classes. The 
indication when stratified is somewhat different. The quality class 3 properties indicate a 
94 ratio and the quality class 4 properties indicate a 92 ratio.  
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Market Area ABC1 Sales Ratio Review
	 Combined Property				    Stratified Property
Sale	 Quality 	 Total 	 Sale 	 Sale 	  Sale	 Quality	  Total 	  Sale 	 Sale
No. 	 Class 	 RMV 	  Price 	 Ratio 	 No. 	 Class 	  RMV	 Price 	 Ratio
 1	 142	 $132,345	 $170,000	 78	 2	 131	 $113,750	 $129,500	 88
 2	 131	 113,750	 129,500	 88	 4	 131	 173,290	 194,000	 89
 3	 141	  207,435	 233,000	 89	 6	 131	 131,115	 146,324	 90
 4	 131	 173,290	 194,000	 89	 9	 131	 196,925	 213,390	 92
 5	 142	 298,015	 330,244	 90	 10	 131	 131,905	 142,662	 92
 6	 131	 131,115	 146,324	 90	 17	 131	 138,690	 147,330	 94
 7	 132	 153,645	 170,000	 90	 18	 131	 136,930	 144,340	 95
 8	 132	 158,720	 176,995	 90	 22	 131	 125,915	 130,750	 96
 9	 131	 196,925	 213,390	 92	 23	 131	 126,485	 131,208	 96
 10	 131	 131,905	 142,662	 92	 25	 131	 135,425	 141,000	 96
 11	 132	 177,830	 194,242	 92	 26	 131	 133,735	 138,810	 96
 12	 141	 183,810	 198,000	 93	 27	 131	 169,945	 175,393	 97
 13	 141	 167,235	 180,180	 93	 28	 131	 117,780	 120,873	 97
 14	 141	 225,720	 240,500	 94	 30	 131	 175,870	 182,000	 97
 15	 142	 233,604	 248,390	 94	 33	 131	 162,890	 167,000	 98
 16	 132	 163,680	 174,840	 94	 34	 131	 126,460	 127,100	 99
 17	 131	 138,690	 147,330	 94	 35	 131	 173,290	 172,311	 101
 18	 131	 136,930	 144,340	 95	 7	 132	 153,645	 170,000	 90
 19	 132	 146,275	 153,400	 95	 8	 132	 158,720	 176,995	 90
 20	 141	 152,865	 160,500	 95	 11	 132	 177,830	 194,242	 92
 21	 132	 170,905	 178,961	 95	 16	 132	 163,680	 174,840	 94
 22	 131	 125,915	 130,750	 96	 19	 132	 146,275	 153,400	 95
	23	 131	 126,485	 131,208	 96	 21	 132	 170,905	 178,961	 95
	24	 132	 157,045	 163,840	 96	 24	 132	 157,045	 163,840	 96
	25	 131	 135,425	 141,000	 96	 29	 132	 145,165	 149,725	 97
	26	 131	 133,735	 138,810	 96			   Class 3 Mean		      94.48
	27	 131	 169,945	 175,393	 97
	28	 131	 117,780	 120,873	 97	 3	 141	 207,435	 233,000	 89
	29	 132	 145,165	 149,725	 97	 12	 141	 183,810	 198,000	 93
	30	 131	 175,870	 182,000	 97	 13	 141	 167,235	 180,180	 93
	31	 141	 158,035	 161,825	 98	 14	 141	 225,720	 240,500	 94
	32	 141	 146,575	 149,900	 98	 20	 141	 152,865	 160,500	 95
	33	 131	 162,890	 167,000	 98	 31	 141	 158,035	 161,825	 98
	34	 131	 126,460	 127,100	 99	 32	 141	 146,575	 149,900	 98
	35	 131	 173,290	 172,311	 101	 1	 142	 132,345	 170,000	 78
			   Combined	 Mean	 93.83	 5	 142	 298,015	 330,244	 90
						      15	 142	 233,604	 248,390	 94
								           Class 4 Mean	         92.2
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After reviewing the stratified results in the example market area shown on the previous 
page, it would be appropriate to review several more areas of class 3 and class 4 
properties. If the stratification in the majority of the market areas indicates that different 
adjustments by quality class are warranted, then there are several possible ways to 
achieve a 100 percent ratio. 

In the following example, the summarized results of area ABC1 and six additional 
market areas are arrayed for comparison.

Summary of Ratios Stratified by Quality Class and Market Area
	 Class		 Class	 Combined
	 3		  4	 Mean
Area	 Ratio		 Ratio	 Ratio

ABC1	 0.94	 0.92	 0.94
E001	 0.90	 1.04	 0.95
NWS3	 0.99	 0.92	 0.94
B005	 0.99	 0.91	 0.97
NWN6	 1.02	 0.94	 0.98
OOO6	 0.97	 0.87	 0.96
BOO1	 0.98	 0.95	 0.96

In the example above, overall sales of class 3 dwellings produced ratios higher than 
sales of class 4 dwellings. This is statistical evidence that the market is reacting 
differently to these dwelling classes. Both the combined and stratified ratios can be used 
to adjust RMV to arrive at a valuation level of 100 percent. Stratified ratios may be used 
to make adjustments to improve equity and uniformity. This adjustment will decrease the 
COD while the combined adjustment will increase the COD.

Valuation Standards
Valuation standards are used to measure the results of county valuation programs. The 
minimum standards and the statistical measurements used to evaluate results are:

Real Market Value (RMV)—Oregon Revised Statute 308.232 requires property to be 
appraised at 100 percent of its RMV. The ratio study is the primary tool used to test 
RMV. Ratios less than 100 percent indicate that the RMV is below market. If the ratio is 
greater than 100 percent, the RMV is above market. Adjustments to the RMVs on the 
roll are made as required to bring values to current market conditions.
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Coefficient of Dispersion (COD)—This is the average absolute deviation to the 
median, converted to a percentage of a selected ratio. It is used to determine the 
reliability and uniformity of the RMV. A low percentage indicates a high degree of 
uniformity. A high percentage indicates a low degree of uniformity and may indicate 
the data is no longer reliable. Oregon Administrative Rule (OAR) 150-308.234 sets 
uniformity and equity standards for different classes of real property. The COD is 
calculated only from sales that are considered arm’s-length transactions. Some fair 
market sales are not considered usable if any of the following changes have occurred 
since the last appraisal:

•	A new subdivision or partition;

•	A major lot line adjustment;

•	A change to the existing footprint on an improved property;

•	The addition of a second floor;

•	The addition of a major outbuilding;

•	A major renovation or remodeling;

•	A new dwelling; or

•	A new commercial or industrial structure.

The following COD standards are set out in OAR 150.308.234

	 Type of Property	 Maximum COD
	 Vacant land (100 & 400)		  20
	 Manufactured Structures		  25
	 Urban Residential 
		  Homogeneous		  10
		  Nonhomogeneous		  15
	 Rural Improved (101 & 401)		  20
	 Apartments (701)		  12
	 Income Property
		  Larger Urban		  15
		  Smaller Rural		  20
Price-Related Differential (PRD)—The PRD measures the equity between high- and 
low-valued residential properties within a given market area or neighborhood. The 
PRD is calculated by dividing the mean ratio by the weighted mean ratio. As the PRD 
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exceeds 1.00, the higher valued properties are considered under appraised relative to 
the low-valued properties. As the PRD drops below 1.00, the high-valued properties are 
considered over-appraised compared to the low-valued properties. 

The PRD should fall between .98 to 1.03 for residential property. Ratios within this range 
tend to display normal market disparity and do not display bias. Ratios outside of this 
range are evidence of bias in the sample and further verification is required.  

Trimming—Trimming is the removal of sales from a sample because the sales are 
considered outliers or extreme ratios (those outside a predetermined range) and are 
not representative of the sample. The International Association of Assessing Officers’ 
(IAAO) standards for trimming sales from an array requires that no more than five 
percent of the sales be trimmed and that half the trimmed sales come from each 
extreme. For example, if there are a total of 50 sales, 5 percent means only 2.5 sales 
may be eliminated. No more than one sale should be trimmed from each end of the 
array. All remaining sales must be left in the sample.

Not Same As Appraised (NSAA)—Voter approval of Measure 50 in 1997 eliminated 
the requirement for annual appraisal of one-sixth of the county, commonly referred to as 
reappraisal. Measure 50’s passage also changed the appraisal  priority to identification of all 
properties with significant changes that add or reduce RMV each year. 

Counties can no longer rely on locating and valuing any missed changes every six years. 
One method for locating changed properties is to look at the sales ratios and field review 
sales outside a selected ratio range. This works well for locating properties that have sold 
and changed, but in the process has made the calculation of the COD unreliable as a test of 
uniformity for the population. 

Reappraising sales will cause problems for the ratio study. According to the 1999 IAAO 
Standard on Ratio Studies:

“The objective of the ratio study is to determine appraisal performance for the 
population of properties. As long as sold and unsold parcels are appraised in 
the same manner, statistics calculated in a sales ratio study can be used to infer 
appraisal performance for unsold parcels. However, if parcels that sell are selectively 
reappraised based on their sales prices or some other criteria, the sales ratio study 
will not be valid. Accordingly, assessing officials must be diligent to ensure that sold 
and unsold parcels are treated equally.”
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If sales are reappraised based on their selection from predetermined trim points, the 
COD will no longer be representative of the population. When this is the case, an 
additional study is needed to measure the reliability of the sample. A measure that gives 
an indication of reliability is referred to as the NSAA ratio. This ratio is calculated by 
dividing the number of NSAA sales by the total number of sales in the sample, which 
includes NSAA sales. 

For example: under the 6-year reappraisal cycle, the NSAA ratio was 2 percent. 
Assuming no further reappraisal, the NSAA ratio increases to 6 percent in the first year. 
The new 6 percent ratio sets a baseline for the next year’s study. If the ratio continues to 
increase annually, it is a strong indication the reliability of the data is deteriorating. Once 
the NSAA ratio reaches 15 percent, the area should be field reviewed to determine if 
reappraisal is necessary.
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Chapter 8

Mass Appraisal of Land
In Oregon, the real market value of the land must be listed separately from all buildings, 
structures, improvements, and timber for ad valorem purposes [ORS 308.215(1)(e)]. 
This requires a separate land valuation. The exception to this rule is condominiums 
which are expressed as a single combined value. Land value results from various 
factors as listed in ORS 308.235 and OAR 150-307.010.

The valuation of land can be separated into three basic functions:

•	Identification;

•	Analysis; and

•	Valuation.

This chapter deals primarily with the analysis and valuation of land. Identification is 
discussed in Chapter 4.

Highest and best use, anticipation, supply and demand, balance, substitution, 
assemblage, and plottage are principles of appraisal that affect land value. These are 
defined in Chapter 5. 

OAR 150-308.215(1) states that the assessment roll shall include the property 
classification code number for each individual parcel of locally assessed real property in 
the county. Property classification provides a standard method of organizing sales ratio 
and adjustment programs as required by ORS, Chapter 309, to maintain assessment 
levels at 100 percent of RMV. Property classification is not intended to accommodate 
market data that can be handled better by other categories such as building class or 
neighborhood. 

Property classification is based on the highest and best use of the land. Unique 
properties requiring a separate adjustment can be handled within the miscellaneous 
classes. 
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Land Valuation Techniques

Allocation Procedure
The allocation procedure may be considered when no current vacant land sales are 
available in the reappraisal area. However, use this method with caution as it is less 
reliable than direct sales comparison. 

Under the allocation procedure, an estimate is made of the value that land contributes 
to the total property value. This land value can be estimated from the appraiser’s 
knowledge of the market based upon:

•	Previous years’ land values,

•	Analysis of new construction sites from similar neighborhoods, and

•	Land-to-building ratios from similar neighborhoods. 

Example

Your estimate of land values compared to total property values is 20 percent in a given 
residential neighborhood. The allocation is 4:1 or four parts improvement to one part 
land. For example, on an $80,000 improved property, the contributory land value would 
represent 20 percent, or one-fifth, of the total value. Thus, the estimated land value 
would be $80,000 × .20 = $16,000. 

Extraction Procedure
The extraction procedure uses the cost approach to subtract the improvement value 
from the total property value. Using this method, you would subtract the depreciated 
replacement cost of the improvements from the total property value to arrive at an 
indicated land value. 

Example

Sales price of property	 $  80,000
Replacement cost new estimate		  100,000
Less accrued depreciation		  –	36,000
Estimated value of improvements	 64,000
Indicated land value ($80,000 – $64,000)	 $ 16,000
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This procedure should be applied to a large enough sample of properties in the 
neighborhood to give a range of values. The extraction method is less reliable than the 
direct comparison approach and should be used with caution. 

Land Residual Capitalization Procedure
The main premise of the land residual capitalization procedure is that land will be 
valued at its highest and best use. The highest and best use may be the actual existing 
improvement or a hypothetical projected use. 

With this procedure:

•	The net income earned by the total property (land and improvements) is estimated from 
the market;

•	The cost of the improvements is estimated;

•	The income attributable to the improvement is calculated and deducted from the total net 
income; 

•	The remaining net income is attributed to the land; and

•	The remaining net income is capitalized by the appropriate market rate for a value indica-
tion. 

Example

Total net income for the property	 $ 40,000
Improvement cost or value
($200,000) × 12% rate	 −$	24,000
Income attributable to land	 $ 16,000
Value indication for land ($16,000 ÷ .10)	$160,000

Ground Rent Capitalization Procedure
This procedure is particularly effective in a downtown core area where no vacant land 
sales can be found. If income from such properties can be established in the market, the 
present worth of future benefits of the property can be estimated. For example, if the net 
income from an area parking lot can be estimated, it can be capitalized into an estimate 
of value. 
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Example

Net income $10,000 ÷ .08 = $125,000 estimated land value.

The reliability of this procedure depends on the highest and best use estimate, market 
rent estimate, and the development of a correct capitalization rate for the subject property.

Sales Comparison Approach
The sales comparison approach is the focus of this chapter and begins with the 
preappraisal set-up discussion that follows. 

Preappraisal Set-up
For simplicity, this section will follow the step-by-step procedure for setting up the land 
portion of the residential mass appraisal program. The techniques used for preappraisal 
set-up and appraisal of commercial land are the same as those used for other urban 
land. There are seven steps in the preappraisal set-up for the mass appraisal of land:

1.	 Establish a base appraisal date; 

2.	 Define neighborhood boundaries; 

3.	 Gather and verify land sales data; 

4.	 Establish base lot value; 

5.	 Establish on-site development values;

6.	 Develop adjustments; and 

7.	 Develop neighborhood land schedule. 

Prior to reappraisal, post sales and any other pertinent information on the field maps.

Establish a Base Appraisal Date
The base appraisal date provides a predetermined point in time at which all time 
adjustments can be aimed. All the sales used in the preappraisal set-up should be 
adjusted to the base appraisal date to reflect either inflationary or recessionary trends 
in the market. Time adjustments can be made by using either resale properties or a 
comparable sales analysis of similar properties. 

The time adjustment studies should be conducted as close to the base appraisal date as 
possible. These adjustments are expressed as a percent-per-month increase or decrease. If 
resales are not available, the trends can be determined by the assessor’s sales ratio study. 
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Sales occurring after the base appraisal date must be considered in the final ratio 
analysis conducted at the end of the appraisal program. Any changes in value levels 
as reflected by those sales are recognized by adjusting the completed appraisals to the 
January 1 assessment date.

Additionally, during the yearly maintenance program when new construction is picked 
up, always refer back to the base appraisal date and use the same base standards. 
Compensate for any changes in market value levels occurring after the original base 
appraisal date by applying subsequent yearly adjustments.

Neighborhood Analysis
The appraisal staff needs to be familiar with the area to be reappraised. In becoming 
familiar with the reappraisal area, the distinctive neighborhoods within it must be 
defined. A neighborhood is a group of properties that share important characteristics 
and are often identified by a physical, geographic boundary (such as a street or river), 
or by a group of properties that react similarly to market influences. 

A neighborhood can be further defined as a grouping of similar land uses that are 
influenced similarly by the four forces that affect property value. They are: 

•	Physical; 

•	Economic; 

•	Governmental; and 

•	Social. 

The major physical factor affecting value is location. Others include topography, size 
and shape of a typical lot, appearance of a neighborhood, and availability of utilities. 

Economic factors include the pattern of land use, employment of residents, average 
household income, and vacancy rates. Properties within a neighborhood generally 
suffer the same economic influences such as declining growth or stabilization. 

Governmental factors include local land-use zoning, municipal services, and their costs. 

Social factors include characteristics of residents (age, size of families, educational 
levels, income levels, etc.), population densities, and crime rate. 



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 8
	 Page 6 of 26

Neighborhoods should be labeled on reappraisal area maps, field records, and in 
the computer files using identifiers. The neighborhood identifier provides a basis for 
selective value adjustments indicated by the assessor’s ratio study and assists in 
analysis for appraisal. 

The identifier is used for:

•	Comparison between similar neighborhoods; and 

•	A means of combining sales data by consolidating neighborhoods, when necessary. 

A neighborhood should contain a sufficient number of accounts so adequate sales 
samples may be gathered. 

Studies are conducted and compiled by neighborhood to establish the basis for: 

•	Land values; 

•	Improvement values; and 

•	Market adjustments. 

The supervising appraiser should oversee the development of neighborhood identifiers 
and appropriate neighborhood studies. 

Collection, Confirmation, and Organization of Sales Data
Once the reappraisal area has been identified, the collection of sales data begins. 
Obtain a listing of property sales from the data analyst. Sales that have occurred during 
the previous 12 months usually are sufficient to provide the necessary data for appraisal 
analysis. In some areas, you might need to use sales from the previous two or three 
years, adjusted for time. The data analyst should be able to provide a list of properties 
that have sold and resold. Analyze these properties to obtain a time adjustment. Apply 
it to property sales to provide a uniform basis from which to adjust for different property 
characteristics. 

All vacant land sales should be confirmed to determine whether the sale is an arm’s-
length transaction, and if all value considerations have been reported in the selling 
price. Verification should be made with one of the principals of the sale (the buyer or 
the seller) or the real estate agent. It is essential to know the condition of the property 
at the time of the sale. Collect rental information (if any) to develop gross monthly rent 
multipliers. Record sales on appraisal maps and analysis spreadsheets. 

A field inspection of sold properties is mandatory to check amenities or potential 
adjustments to the land value. These include view, location, size, shape, access, 
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topography, river, creek, and timber. Note all these items on the confirmation sheet for 
later analysis. These sales will be compared with the base unit to develop adjustment(s) 
through matched pair analysis.

Any farm crops, Christmas trees, and timber included in the sales price need to be 
valued and deducted from the sale for a bare land value indication.

To verify sales information:

•	Confirm the sales price; 

•	Determine if the sale was an arm’s-length transaction;

•	Identify the date of sale or the date the price was agreed upon; 

•	Find out terms of the sale;

•	Determine if the buyers and sellers are knowledgeable about the market; 

•	Ask the buyers if they knew of any problems with the property;

•	Inquire if any additions or improvements were made to the property after the sale; and 

•	Inspect the property. 

After all the sales data has been collected, organize the data into a usable format. 
Use a standard spreadsheet format to analyze the following for any effects on value: 
location, access, topography, size, view, and other characteristics. The Cycle 5 Land 
Sales spreadsheet shown on the following page is one way to organize data. 
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Units of Comparison
Before any valuation technique is applied, consider the units of comparison that each 
employs. Units of comparison are units of value measurement that are recognized by 
the market. The following units of comparison are typically found in the market:

•	Front foot—The market recognizes the front footage of a property as contributing to 
value. Front footage is often useful in valuing downtown commercial, lakefront, or deep 
water port industrial property.

•	Square foot—Square footage is used for properties that sell for an average price per 
square foot. This method is used to value residential, commercial, and small industrial 
sites.

•	Acreage—The market often measures the value of rural and farm properties, shopping 
centers, and large industrial sites on a per acre basis.

•	Site—When the market does not recognize a significant difference in lot value when 
there is a difference in size, the unit of comparison becomes a per-site basis. Most resi-
dential lots are bought and sold in this manner.

•	Per unit or space—Multi-family sites are often sold based on a potential per apartment 
unit basis. Verify the number of units allowed by zoning. Value the land by the highest 
number of units feasible. The number of existing units may not represent highest and 
best use. This same caution applies to storage units, mobile home spaces, and moorage 
slips.

Establish Base Lot
Select a standard or typical parcel from the neighborhood to serve as the base lot. 
The base lot does not have to be a sale property, but should possess characteristics 
common to the majority of properties within the neighborhood. The preferred method of 
valuing the selected base lot is the sales comparison approach. This method uses sales 
of comparable properties that are analyzed, compared, and adjusted to the subject to 
provide an estimate of value. (This method is discussed in Chapter 6.) 
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For discussion purposes, the following base lot was chosen:

Map and tax lot	 5S 15E 24AB 14900
Sale date	 Not a sale property 
Size	 6,500 square feet
View	 None
Street	 Paved with sidewalks
Location	 Average

From the Cycle 5 Land Sales spreadsheet you observe that sales numbers 2, 3, 8, 10, 
and 16 are almost identical to the base lot. Because these five sales are similar to the 
base lot, no adjustments are necessary. 

The data analyst has established from repeat sales that the market in the subject’s 
neighborhood is increasing at a rate of 1 percent per month. Now a per-site sales 
comparison grid can be developed to determine the base lot value.

Note: To help illustrate time trending mechanics, this step is included in the base lot grid 
(see below).

Conclusion: Place more weight on the three most recent sales (2,8,16).

Conclude base lot value of $30,000. The mean and median support this conclusion.
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On-Site Development (OSD)
The value of the OSD may be higher or lower than the total cost of its components 
and is determined by the contribution of the OSD to the total market value of the real 
property. 

Cost and market data are gathered for all the components of OSD. Values for wells 
and septics can generally be developed by analyzing recent market information. 
Some counties have a separate line item for landscaping values and others merge it 
into the overall OSD value. Different ratings of fair, average, good, and excellent for 
OSD or landscaping should be benchmarked with a colored photograph and narrative 
description.

Two methods for estimating the value of OSD are the cost and sales comparison 
approaches. 

Cost Approach to OSD Value

The cost approach uses actual costs for estimating OSD suitable to support an 
improvement. These costs are added to the value of the land to provide an estimate of 
value for the homesite.

This approach requires extensive cost data gathering. Contractors and property owners 
are contacted to provide actual costs of developing homesites. Major items of cost are:

Site preparation	 Landscaping
Water supply	 Permits and inspection
Sanitary waste disposal	 Insurance
Utility services	 Management and profit
Gravel driveways	

Costs involved in estimating OSD can be obtained from utility companies and the 
contractors working in the area who perform the various types of work involved. Keep a 
list of these contractors in a file so they can be contacted yearly to update the cost data. 

All costs of developing a homesite must be included in the valuation study. Inaccurate 
estimates of homesite development value will result in an incorrect land value. These 
incorrect values will be carried forward and distort improvement value residuals for the 
benchmarks and create inaccurate conclusions on building depreciation.
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Example: Summary of Site Development Cost

Well:

Well depth	 100 feet

Casing depth	 50 feet

Lining depth          	 50 feet

Drilling cost per foot 	 $10.50 

Casing cost per foot	 $ 8.00 	 Typical market price 	 $1,725

Lining cost per foot	 $ 5.50 

Support system:	 Submersible pump, pressure tank, pipe 
	 valves, and electricity	 $1,800
Septic systems:

Standard	 $3,000–$4,500
Sand filter	 $9,500–$12,500	 Typical market price 	 $3,500
All other	 $2,500–$3,500

Electricity:
Standard 500 feet	 Free  
More than 500 feet	 $5.00 l/f

Telephone:
Standard 500 feet            Free
More than 500 feet          $1.00 l/f

Excavation:
Dwelling
Foundation, backfill, and finish grade	 Typical market price     $1,750
Drive or roadway (standard 500 feet)

Grading	 $700–$950
Base rock	 $800–$1,050		  Typical market price	   $2,400
Finish rock	 $600–$850
		  Indicated Total (rounded)	 $11,200

Landscaping: Typically, there is a schedule of landscaping costs for the appraisal staff 
to use that includes such items as lawn, plantings, bark mulch, and irrigation systems. 
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Sales Comparison Approach to OSD Value
The sales comparison approach uses sales of improved properties to derive indications 
of OSD values. This analysis involves deducting the depreciated replacement cost 
of improvements from the sale price of the property to obtain a land residual. From 
this residual the base land value is subtracted. The result is the indicated OSD value 
extracted from the market.

Sale price	 $175,000

Depreciated replacement cost of improvements	 – $ 98,000

Residual to land	 $ 77,000 

Indicated site value from benchmarks	 – $ 55,000

Residual on-site development value	 $ 22,000

The sales comparison approach is the preferred method of developing OSD increments. 
When there is considerable new construction, the cost method of developing OSD value 
increments is also reliable. Using the available sales, typical OSD value increments can 
be developed which represent a range of quantity and quality, i.e., fair, average, good, 
and excellent.

Example of OSD Rating Definitions and Value Increments
Fair ($10,000): Fair OSD consists of excavation, backfill, finish grade, septic and water 
system, very limited road development or none, no landscaping.

Average ($14,000): Average OSD consists of excavation, backfill, finish grade, septic 
and water system, average road development, average landscaping.

Good ($18,000): Good OSD consists of excavation, backfill, finish grade, septic and 
water system, good road development, good landscaping (professionally designed with 
ornamental plants). 

Excellent ($30,000): Excellent OSD consists of excavation, backfill, finish grade, septic 
and water system, good road development, extensive landscaping (professionally 
designed with ornamental plants, water features, and extensive use of stone and rock).
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Base Lot Description
Once the base land unit value is determined, summarize the information into a usable 
format. Following is an example of a base lot description. 

Example: Base Lot Description

Neighborhood:	 Clapton Hts.
Base lot value:	 $30,000
Lot size range:	 3,8006000 square feet
Average size lot:	 5,000 square feet
Typical improvement description:	 Single-story cottage or two-story craftsman
Average improvement age:	 50 to 60 years
Average improvement property
Value range:	 $60,000 to $70,000
Topography:	 Level
Shape:	 Rectangular
View:	 None
Zoning:	 Single-family residential

Supporting market data:

Location	 Sale Date	 Sale Price	 Area

Gordon Pl.	 04/02	 $30,000	 5,000 sq. ft.
Windsor Hts.	 07/01	 31,000	 5,000 sq. ft.
Lexington Hts.	 08/01	 30,000	 5,000 sq. ft.
Terrace Pk.	 01/02	 30,500	 5,000 sq. ft.

Developing Adjustments

Since no two parcels of land are identical, it is likely that adjustments will have to 
be made when valuing other properties. Typical adjustments to land are size, view, 
location, shape, topography, and access. Always develop the most supportable 
adjustment first, the next most supportable second, etc. 

Develop the adjustments through careful market analysis. One common method is 
matched pairs. Matched pair analysis requires that sales are similar in all but one 
characteristic. For example, two very similar lots in the same neighborhood sell, one 
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with a view and one without a view. The dollar difference between these two sales is 
considered as one market indication for view. Since one sale does not make a market, it 
requires a succession of these matched pairs to validate a view adjustment. 

An extension of the matched pair concept is to compare a sales grid to the base lot. For 
example, 10 sales from the Cycle 5 Land Sales spreadsheet differ from the base lot in 
only one aspect. Two sales differ due to location (12 and 19), three sales differ due to 
street type (6, 11, and 17), and five sales differ due to view (1, 4, 5, 7, and 14). In this 
case, due to the number of sales, view is the most supportable adjustment and should 
be determined first. Remember, always determine the most supportable adjustment first. 
The techniques outlined here apply to urban and rural land.

From the Cycle 5 Land Sales spreadsheet, the following view adjustment grid can be 
developed.

After a value for view has been developed, move on to the next adjustment. Three 
of the remaining 10 sales differ from the base lot by street cover. Two sales differ by 
street cover and view. Since a view adjustment has been established, the five sales (6, 
9, 11, 15, and 17) can be used to determine if an adjustment for gravel street cover is 
warranted. 
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The following is a sales grid to determine the affect that gravel streets have on property 
values.

Adjustments have been developed for view and gravel street. Sales 12, 13, 18, 19, 
and 20 differ only in location. From these sales we can determine if an adjustment for 
superior location is warranted.
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As you can see from the previous grids, successive adjustments can depend on 
established adjustments. Remember to document all adjustments and costs. 

The previous examples used lump-sum dollar adjustments. You can develop or apply 
adjustments three ways: 

1.	 Add and subtract dollar amounts; 

2.	 Add and subtract percentages; and 

3.	 Multiply percentages. 

Each method will have similar results assuming they are applied in the same manner in 
which they were developed. 

Neighborhood Land Schedule

After all adjustments and costs have been developed, compile a neighborhood land 
schedule. 

Example: Neighborhood 660 	 Neighborhood Base Land Value: $30,000

Size

	 Size		 Adjustment

	 3,800–4,299 SF		  −$1,400
	 4,300–4,799 SF		  −700
	 4,800–5,199 SF		  Base
	 5,200–5,599 SF		  +400
	 5,600–6,099 SF		  +800
	 6,100–6,699 SF		  +1,300
	 6,700–7,799 SF		  +2,100
	 7,800–8,999 SF		  +3,000
	 9,000–9,999 SF		  +3,400

Adjustments 

	 Type	 Adjustment

	 Gravel street	 −$2,000
	 OSD fair	 +$2,000
	 OSD average	 +4,000
	 OSD good	 +6,000
	 Fair view	  +3,000
	 Average view	 +5,000
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	 Good view	 +7,000
	 Superior location	 +2,500

Valuation of Rural Tract Land
The techniques for appraising suburban and rural tract lands are similar to those used 
for appraising urban land. The appraisal of tract land can include suburban properties 
located adjacent or near city limits, residential tracts, farm properties, forest properties, 
and recreational properties. Generally, these lands are acreage parcels of varying size, 
located outside the incorporated municipal city limits.

After field inspection and confirmation of the rural land sales, a spreadsheet analysis 
is necessary to develop a base land value. At this time, neighborhood or location 
adjustments should be identified. Rural land must be valued by the average price per 
acre based on the size of the parcel (OAR 150–308.205(A)(i)). Adjustments to value 
shall be made to those acres having more or less utility. Accordingly, vacant rural land 
sales need to be analyzed on a per-acre basis. 

Sales analysis and selection of base unit values are more complex because of 
motivations of the purchasers, changing land use planning controls, and variety of sizes 
and types of parcels.

Size Adjustment
When all other amenities are equal, rural tract land parcels generally sell at a price per 
acre that varies depending on size. For example, a 3-acre parcel may sell for $14,900 
or $4,967 per acre, while an adjoining 10-acre parcel may sell for $42,000 or $4,200 per 
acre.

Whatever valuation technique is used, resulting values should be plotted on a scatter 
graph and a land value curve developed. The graph will illustrate the variations in value 
per acre due to differences in parcel size. Counties with computer capabilities may use 
regression analysis to provide a curve with greater accuracy.
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Plot sales on the graph by price per acre of vacant land. If improved sales are used, 
value of all improvements, including OSD, must be extracted from the sale.

Draw a curve through the plotted points to represent the average price per acre based 
on the land size. Generally, the curve includes all rural land sizes found to be typical in 
the appraisal area.

An acreage schedule is developed from the scatter graph curve. Make sure uniformity 
and equity is present in the final acre values. Test the schedule for uniformity of values 
according to the size of the parcel. This analysis is used to spot any inequities or flaws 
in the proposed schedule.
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Example: Rural Land Schedule

	 Acres	Price/Acre
	  1	 5,600

	  2	 5,250

	  3	 4,975

	  4	 4,800

	  5	 4,625

	  6	 4,500

	  7	 4,400

	  8	 4,325

	  9	 4,250

	 10	 4,200

	 11	 4,175

	 12	 4,150

	 13	 4,125

	 14	 4,100

	 15–20	 4,075

Next, select a base unit value (base acre value) based on the typical parcel size in the 
area. Minimum lot size, as dictated by zoning, can be used as the base acre size.

Before developing the size modifier, establish the size range for rural tracts. Ranges 
may vary from area to area, depending on local conditions. As urban boundaries 
expand, land use characteristics range between those of urban and rural lands. 
Valuation impacts can be estimated by careful market analysis.

Once you have determined size ranges, compute size modifiers using the relationship 
between base acre value and values for each size above or below the base.

In the following example, the base acre value selected as typical is five:
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Example: Size Modifier

		  Value at X acres divided by base acre value = size modifier.

	 Acre	 $ Per Acre	 Size Modifier
	 1/2	 $5,875 ÷ $4,625	 1.27
	 3/4	 $5,750 ÷ $4,625	 1.24
	 1	 $5,600 ÷ $4,625	 1.21
	 2	 $5,250 ÷ $4,625	 1.14
	 5 (Base)	 $4,625 ÷ $4,625	 1.00
	 7	 $4,400 ÷ $4,625	 0.95
	 10	 $4,200 ÷ $4,625	 0.91
	15–20	 $4,075 ÷ $4,625	 0.88

After developing the rural land schedule, select primary benchmarks. Appraise the sales 
used in the rural land study and apply the acreage values from the rural land schedule. 
Make a ratio comparison between the new appraised value and the sales price.

	 New appraised value ÷ Sale price = Ratio

These ratios will be the tools to select rural tract benchmarks. For example, you may 
select a range of ratios between 95 and 105 to be the best benchmarks. Those ratios 
falling outside this range should be kept as supplemental benchmark information. It 
is possible that these supplemental benchmarks can be used for atypical or unusual 
properties.

Write a narrative description of the amenities and characteristics found in the 
benchmark properties. The benchmark properties will serve as standards when 
appraising rural land.

The base value is for vacant land. Any improved parcel would have the value of OSD 
added as a lump sum.

If there are inadequate vacant rural land sales to develop a land schedule, use the 
sales of improved properties as a supplement. The improvement values and OSD are 
subtracted from the sale prices, resulting in residual land values. Analyze and plot the 
sales on a scatter graph according to the size of the parcels.
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Other Factors
Plotting sales on a graph will help identify other factors that may affect value such as 
view, location, access, zoning, and topography. For example, one sale property may be 
fairly typical with the exception of an excellent view. Another sale property may have a 
topography or access problem. The indicated price per acre differences for properties 
with special features or problems will be a guide to adjustments to use on properties 
with similar conditions.

Land Values in Areas of Limited Sales
In areas where there are too few land sales to develop reliable base units and 
adjustments through usual procedures, other methods must be considered. To be 
viable, any method for developing land values must use sufficient information to 
produce the same level of confidence that a potential buyer would require before 
making their own informed purchase decisions. Though limited sales create special 
challenges for an appraiser, several methods are available that can produce satisfactory 
results. The following discussion is a review of these procedures.

•	Expand the sample of sales by extending it historically. Analyze those sales that 
would ordinarily be considered too old to be useful value indicators in a more active 
market. Sales used in the last reappraisal area, or even during the last reappraisal of 
the assigned area, should be evaluated for use in the current reappraisal. Regardless of 
whether the level of unit values turns out to be reliable, the level of adjustments assigned 
for variations from the base unit may still remain valid. 

•	Review historic ratio studies from the area to provide additional support for ex-
amining older sales. If few or no time adjustments have been warranted for the prop-
erties in the area for the past number of years, sales that occurred during this period 
may provide useful information about current land values. Additionally, any value trend 
adjustments that have been applied to the properties in the appraisal area will give you 
a general idea of the direction and magnitude of value changes. 

•	Expand the sample of sales by extending geographically. The same rationale that 
justifies a reexamination of older sales also justifies looking at neighboring communities 
and even into adjacent counties for sale information. 

To support your study, other sources could provide information that affects the highest 
and best use analysis and the final value conclusion for the land appraised. Compare 
your study with the following information from other areas:
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Rent levels;

Traffic counts;

	 Vehicular counts and

	 Pedestrian counts.

Area demographic studies;

Chamber of Commerce information; and

Area analyses found in current fee appraisals.

•	Review land sales that were rejected in the ratio studies. Sales involving religious, 
charitable, or governmental agencies as grantor or grantee are routinely rejected for 
use in ratio studies. Frequently, such organizations’ involvement in real estate sales 
lacks typical motivation, so the sale is not considered a normal, arm’s-length transaction. 
However, additional verification may reveal individual sales appropriate for consideration 
in developing land values. Sales between business associates, sales from financial in-
stitutions that gained title to the property through foreclosure, and sales with no dollar 
consideration stated on the deed could prove valuable with additional verification of their 
terms and conditions. Even though these sales may be considered tainted for use in a 
ratio study, they may still be helpful in developing land value conclusions. 

•	Survey property value experts who are familiar with the reappraisal area. These 
experts might include brokers, bankers, property managers, fee appraisers, and ap-
praisers with other governmental agencies. Talk to owners and lessees about land val-
ues while making physical inspections. Don’t be afraid to be inquisitive. You may find out 
about pending sales that are not yet public record. Maintain a current listing file with a 
brief analysis of their implied unit value, including differences in price due to amenities 
and location. Investigate rumors, sales that failed in escrow, and refused offers. Con-
sider anything that will give you evidence of land value.

Developing and maintaining discussions with other area real estate experts draws from 
the collective wisdom of the entire community. This lends support to your final land 
value conclusions and brings others into an active role in their development. After you 
have completed your land study, review your conclusions with the experts who were 
contacted while developing the study. This lends additional support to your conclusions 
and offers a check on their reasonableness.

•	Use strip maps to plot the land sales and facts affecting value. If you are apprais-
ing an area where sales activity has been sporadic, a strip map can be very helpful in 
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displaying the big picture. Even when there have been no sales, a strip map can help 
you form reasonable judgments about the physical boundaries of various levels of land 
value. Mark the map with anything believed to affect property value within its boundaries. 
These might include:

•	 Zone boundaries:

		  Commercial,

		  Industrial,

		  High-density residential, or

		  Low-density residential;

•	 Traffic flow patterns:

		  Major arterials, 

		  Feeder streets,

		  Direction of traffic,

		  Number of lanes,

		  Location of street lights;

•	 Patterns of land use:

		  Core business area,

		  Retail strip areas,

		  Industrial uses,

		  Residential (bedroom) areas, 

		  New development, 

		  Areas of stagnation or decline,

		  Extent and type of utilities;

•	 Listings:

		  Bare land/improved; 

•	 Rent levels:

		  Along a major street,

		  Within the boundaries of various land uses,

		  Compared with one block back;

•	 Tentative boundaries for base land values.

On a map, note the various factors that affect land value. Reasonable boundaries 
for land value estimates frequently suggest themselves. After making tentative 
assignments for these and ensuring that they “feather out” in a reasonable way into 
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the surrounding neighborhoods, field review your conclusions and discuss them with 
other real estate professionals in the area. Reviewing value assignments this way 
provides corroboration and another check against overlooking important elements 
that affect value.

•	Find and analyze land leases. Land leases can be converted into a unit of comparison 
by capitalizing the annual rent with an appropriate rate. Land leases are most frequently 
negotiated on a net lease basis, so that gross income is also net income. All that is 
needed to convert the rent into a land value indication is an appropriate overall land capi-
talization rate. Land is treated as a non-depreciating property, so no recapture increment 
is needed in the overall rate. Further, since the rent will likely be on a net basis, the les-
see will likely also be paying the property taxes. Therefore, an appropriate overall rate to 
apply to the rent will be the same as the discount rate displayed by sold properties under 
comparable use. Ideally, these come directly from leased land that has sold. Since few 
such transactions are generally available for analysis, sales of improved properties can 
be used to provide a reasonable source of cap rates. 

	 Example of a rented convenience store site:

	 Annual rent	 $14,400 net (lessee pays taxes)

	 Land area	   30,000 square feet

	 Effective tax rate	 $15 per $1,000

	 From improved sale in comparable use:

	 Overall cap rate	  .120

	 Building portion of value	  75%

	 Remaining economic life	 30 years

First, calculate the recapture rate (straight-line). Thirty years implies 1/30th of 
the building value is recaptured annually. Expressed as a decimal, 1/30th equals 
.0333. Since 75 percent of the property value is in the improvements, the weighted 
recapture rate in the overall rate is .0333 × .75, or, .0250. Now you can derive the 
land capitalization rate and convert the income into a land value estimate.

	 Overall cap rate	. 120

	 Less weighted recapture	 – .025

	 Less effective tax rate	 – .015

	 Land cap rate	    .080
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Net land income divided by land cap rate equals value:

	 $14,400 ÷ .080 = $180,000

This implies a unit value of:

	 $180,000 ÷ 30,000 sq. ft. = $6.00 per sq. ft.

The analysis produces a value indicator of $6 per square foot for land in the area of 
the leased convenience store.

•	Use land residuals from improved sales. Follow the procedure as outlined on page 3 
of this chapter or in Chapter 6, “Income Approach.” 

•	Use the allocation method to estimate land value. Follow the procedure as outlined 
on page 2 of this chapter.
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Chapter 9

Mass Appraisal of Residential Properties
This chapter provides an overview of the residential mass appraisal technique called the 
market-related cost approach. The market-related cost approach is a blend of the cost 
and direct sales comparison approaches to value.

The same principles followed in an individual appraisal are used in mass appraising, 
although their application may differ slightly. Appraisals made on an individual basis 
generally involve direct comparison between sales and subject. In mass appraisal, 
a large volume of data, including sales, income, expenses and construction costs, is 
processed. This data is developed into base unit values for each property type within an 
appraisal area. When the base unit is applied to a specific property and appropriately 
adjusted, mass appraisal takes on the nature of direct comparison. The advantage of 
using a mass appraisal system is that it creates accurate value estimates quickly at 
relatively low cost. Furthermore, only a mass appraisal system can address the question 
of uniformity and equity in assessments.

The steps in this chapter discuss the valuation of single-family improvements. However, 
they apply to all property types.

Basic Costing Procedures
The basic costing procedure of the market-related cost approach is the same as the 
standard cost approach, and is a process of: 

•	Inspecting the property;

•	Properly classifying the property; and

•	Applying the appropriate cost factor.

Inspecting the Property
•	Preliminary. Receive and review an improvement appraisal card to check the accuracy 

of the account number, map number, and the tax code. The address and physical loca-
tion of the property must also be matched to the field map.
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•	Interior inspection and inventory. Interview the owner for property information, his-
tory, and sales information. During the interior inspection, note room inventory, layout, 
functional utility, and quality of materials and construction, as well as any deferred main-
tenance. Always record these features on the appraisal card.

•	Exterior inspection and inventory. During the inspection of the exterior, note the qual-
ity of materials and workmanship, basic design of the house, and any items relating to its 
physical condition. 

•	Measure residential improvement and plot diagram. Measure the residential im-
provement, all outbuildings, and yard improvements such as driveways and retaining 
walls. Plot these measurements on a permanent diagram card, keeping the outbuildings 
and yard improvements in proper relationship to the residential improvement on the per-
manent diagram card. 

•	Balance measurements. To avoid unnecessary return trips to the property, all mea-
surements should be balanced on the diagram card to be sure the diagram will close. 
Recheck notations of construction features. 

Classification
After the residential improvement has been inspected, properly class the house. 
Classification is important to determine the proper quality cost level for the 
improvement. 

The basis for residential improvement classification in the market-related cost approach 
is the publication, Cost Factors for Residential Buildings, 150-303-419 (Rev. 4-93), and 
quality class benchmarks developed for your area. The cost factor book is divided into 
eight quality levels (classes) of construction. (Refer to this book for base specifications 
and descriptions of each class.) 

The class of a residential improvement is determined by comparing its construction 
quality (materials and workmanship) with the base specifications found in the cost factor 
book. For example, the base specifications call for fair quality in a class 4 house, while a 
class 5 house is specified to be average quality. 

However, not all houses fall distinctly within a class. A house with predominantly class 
5 average quality materials and workmanship, yet with a number of class 4 fair quality 
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features, would be a class 5 minus house. A house with predominantly class 4 fair 
quality features and a number of class 5 average quality features would be a class 4 
plus. These features include such things as cabinets, carpeting, windows, plumbing 
fixtures, light fixtures, and exterior covering. 

To help class the house and maintain uniformity with other staff appraisers, compare 
the subject to benchmarked homes in your classification benchmark books. (The 
development of the classification benchmark books is discussed later in this chapter.)

The following three pages, taken from the 1993 Cost Factors for Residential Buildings, 
show the class features, base specifications, and the cost factor tables for a class 5 
house. 
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Conventional

insert
Class — 5

Class features

These buildings constitute an average quality home, built for speculation or on order, by the volume 
builder. The dwellings reflect popular combinations of styling, design, functional utility, and convenience 
of floor plan. These homes are acceptable to a broad portion of the market. 
Exterior ornamentation such as brick veneer, railings, or cornice trim may be present. These homes will 
have a larger entry area, often multi-storied, with some type of outside window area to give an even more 
expansive feeling. Typically, windows will be larger and more numerous, with accent windows being 
common. Bathroom fixtures will be of average quality and may include china lavatories, and entry level 
designer faucets. Built-in appliances often include separate ovens and cooktops. Interior features may 
consist of a small amount of average quality hardwood paneling and painted or stained wainscoting.
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Conventional
Class - 5 (cont.)

Item	 Base Specifications

Foundation	 Crawl space excavation; spread footing; continuous concrete or masonry 
perimeter wall; interior piers; vent openings; access opening; backfill and 
grading.

Exterior Wall	 Stud frame construction; insulation; sheathing and average quality painted siding 
or equivalent construction; average quality exterior doors and windows; may have 
optional items such as masonry trim, window boxes, shutters, etc.

Roof	 Moderate to complex design; wood frame construction; ceiling joists; average 
quality solid or spread sheathing; medium weight cedar shake cover; ceiling 
insulation; gutters and downspouts; moderate attention to roof trim

Floor 	 Wood frame construction; underpinning; subflooring; average quality hardwood 
flooring and finish or underlayment and carpet; average quality resilient cover or 
tile in appropriate areas.

Partitions	 Wood frame construction; average quality textured plaster or drywall with painted 
surfaces, wallpaper, veneer paneling or wainscoting; average quality doors, 
hardware and trim; painted or stained average quality softwood millwork; similar 
material for ceiling cover and interior cover of exterior wall

Interior Components 	 Quantity of cabinetry proportionate to overall house size; cabinets of average 
quality plywood with hardwood veneer or hardboard with painted or stained finish; 
average quality plastic or tile countertops and backsplash; wardrobe, linen, and 
utility closets with shelving; average quality hardware; moderate width stairway 
of singe or double angles with landings, hardwood rail with painted softwood 
spindles, and average quality carpet or hard wood tread cover.

Electrical 	 Entry service; multi-circuit panel; nonmetallic sheathed cable wiring; adequate 
number of convenience outlets; average quality light fixtures; range and dryer 
outlets; may have special appliance and equipment outlets

Plumbing	 Rough-in plumbing costs only

Heating-	 None in base specifications
Cooling	

Exterior 
Components	 Average quality open front entry porch integrated with house design, adequate to 

cover entry area; concrete or wood steps and floor
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Applying Appropriate Cost Factors
Once the proper house classification has been established, the next step is to develop 
the replacement cost new. In the following example, a class 5 house is used.

Improvements description:

•	The home being appraised is a two-level 2,812 square foot, class 5 house with attached 
double-car garage.

•	The first floor is 1,602 square feet consisting of a living room, dining room, kitchen, 
breakfast nook, family room, half bath, utility room, and den.

•	The second floor is 1,210 square feet consisting of three bedrooms and two baths.

•	The garage is 484 square feet and partially covered by the second floor.

•	Other improvements include a driveway, wood deck, and a lawn sprinkling system.

The following page is an example of a completed department-supplied residential 
appraisal card for the above property.
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For more detailed instruction on use of cost factors, refer to the General and Special 
Instructions sections of Cost Factors for Residential Buildings.
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Preappraisal Set-up
The foundation of the market-related cost approach is the preappraisal set-up. This 
section follows the step-by-step procedure to set up the residential mass appraisal 
program. The valuation of land has been discussed in Chapter 8, the Mass Appraisal of 
Land.

The steps for preappraisal set-up (following established land base) are:

•	Establish a base appraisal date;

•	Define neighborhood boundaries;

•	Gather improved sales data;  

•	Establish class benchmarks;

•	Compute a LCM;  

•	Develop depreciation benchmarks;

•	Develop a depreciation schedule based on actual age;

•	Develop adjustments to base depreciation schedule;

•	Post information on the field maps.

Establish the Base Appraisal Date
The main significance of the base appraisal date is that it provides a predetermined 
point in time to which all time adjustments can be aimed. For instance, all the sales 
used in the preappraisal set-up for the LCM and depreciation studies should be adjusted 
to the base appraisal date to reflect either inflationary or recessionary trends in the 
market. 

Establish the Neighborhood
A neighborhood is a group of properties that share important characteristics. A 
neighborhood is typically a distinct group of properties that is often identified by a 
geographic (physical) boundary, or a group of properties that reacts in a similar manner 
to market influences. Refer to Chapter 8 for more discussion on this topic.
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Collect Improved Sales Data
Once the reappraisal area has been identified, the collection of sales data begins. 
Since the collection of data for unimproved land and sites has been covered in Chapter 
8, this chapter will focus on the collection of improved sales data. The improved sales 
collection should include single-family residences, duplexes, triplexes, fourplexes, and 
manufactured homes.

Improved sales for the reappraisal area are collected and verified. Verification should 
be made with one of the principals of the sale (the buyer or the seller) or the real estate 
agent.

Verification of information should include:

•	Confirming the sales price.

•	Determining if the sale was an arm’s-length transaction.

•	Identifying date of sale.

•	Identifying the terms.

•	Finding out if buyers and sellers are knowledgeable about the market.

•	Discovering if there are any problems with the sale or property.

•	Determining if the sale is new construction. If so, obtain construction costs to use in the 
LCM study.

•	Asking if there were any additions or improvements made to the property after the sale.

•	Asking permission to inspect the property.

All verified sales should be inspected (interior and exterior), measured, and inventoried. 
All rental information should be collected to develop gross monthly rent multipliers.

Now that all the sales data has been collected, it is time to organize, develop, and 
integrate the data into the preappraisal set-up process.

Quality Class Benchmarks
A cost factor book, such as the Cost Factors for Residential Buildings published by 
the Oregon Department of Revenue, serves as the basis for the market-related cost 
approach to value. The beginning point for using a cost manual for the appraisal of large 
numbers of improvements is the establishment of base standards or benchmarks.
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A benchmark is a reference point from which all other properties are measured.

Quality class benchmarks are established so appraisers can be consistent in estimating 
the quality level of construction of various improvements. These quality class 
benchmarks must correspond with the base standards described in the cost factor book 
being used.

Class benchmarks do not need to be sold properties or new construction. They are 
selected only for their ability to illustrate quality of construction. These properties 
must be inspected and an accurate description of the improvements made. Enough 
representative buildings for each type and quality class must be selected.

The benchmarks should be established using a standard format that includes exterior 
and interior color photos and a brief description of quality items. These forms are then 
combined into a notebook to be used by all appraisers assigned to the appraisal areas.

The supervising or lead appraiser should field review all quality class benchmarks to 
ensure uniformity is achieved.

The class benchmarks must be developed before starting the LCM study.

Each appraiser should have a copy of the benchmarks available for review in the field.

Following is an example of a class 5 quality benchmark for a residential improvement:
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Typical Class 5 Interior Features
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Local Cost Modifier (LCM)
A LCM is a market-derived modifier. Since the Cost Factors for Residential Buildings 
is based on the Portland area as of a specified date, it is imperative that the data 
be modified to reflect the location and base appraisal date of your appraisal area. A 
properly developed LCM is important since it establishes the replacement cost level 
used to measure all depreciation. A LCM must be developed and documented for all 
factor books used in your reappraisal area, including backup sources such as Marshall 
Valuation Services.

You can obtain building construction costs from local contractors. Information such as 
labor and material costs help determine the cost modifier applied to cost factor books. 
Costs of minor improvements, such as decks, fences, swimming pools, and spas, can 
provide essential data for keeping appraisals accurate and uniform. It is important to 
maintain a list of contacts for such information so the data can be updated annually.

A local cost modifier will also need to be developed for farm buildings. Actual 
construction costs will be more readily obtainable for these buildings than sales 
of property where the costs can be abstracted. Again, make sure all items of cost 
are included, both direct and indirect. Refer to the general instruction pages of the 
Cost Factors for Residential Buildings for lists of these costs. These studies can be 
incorporated into the appraisal of new construction (red tags) for January 1 of each year.

To develop and document a LCM, follow these procedures:

1.	Select a representative sample of the type and class of new property sales from the 
current appraisal area. These sold properties should be typical of the current market, 
and not reflective of abnormal discounts, unusual financing, or other atypical influences. 
Older, pre-existing properties cannot be used in the study.

2.	Determine the sales price of the property. 

3.	Time adjust the sale to the base appraisal date.

4.	Determine the improvement residual by subtracting the estimated current land value 
which must include an increment for the on-site development (OSD).

5.	Subtract current market costs of minor improvements such as decks, drives, patios, and 
garden sheds from the improved sales price.
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6.	Develop a replacement cost new estimate for the improvement of each sale using the 
appropriate cost factor book.

7.	 Divide the improvement residual by the replacement cost new estimate.

The result is the local cost modifier for this sale.

Use a LCM worksheet to organize the sales data. A LCM worksheet should include:

•	Account number;

•	Property address;

•	Improvement class;

•	Improvement characteristics;

•	Condition rating;

•	Sale terms;

•	Sale date;

•	Time adjustment; 

•	Market land value;

•	Improvement residual;

•	RCN estimate;

•	Sales price per square foot estimate;

•	LCM indicator; and

•	Color photograph.

The following page provides an example of a LCM worksheet.
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At the time you develop LCMs, most of the sales data collection of new construction 
should already be accomplished. When reviewing new construction, try to include 
interior and exterior photos to aid in classifying improvements. This practice will save 
having to reinspect and reverify them.

An adequate number of sales for a LCM study will vary from county to county and 
appraisal area to appraisal area. There should be enough sales information to 
determine a reasonable LCM conclusion. A countywide study for some property 
classifications may be necessary.

Now that the sales prices have been verified, develop a time trend to adjust all sales 
to the base appraisal date. The time adjustment studies should be conducted as close 
to the base appraisal date as possible. Time adjustments can be made using either 
resale properties or a sales analysis of similar properties. Changes in the price of similar 
properties over time are compared to determine a monthly rate of increase or decrease 
expressed as a percentage. If resales are not available, the trends can be determined 
by the assessor’s sales ratio study.

Example

Sales Information

	 Sale No. 1	 Sale No. 2	 Sale No. 3
	 1,500 sq. ft.	 1,500 sq. ft.	 1,500 sq. ft.
	 1 story	 1 story	 1 story
	 new traditional	 new traditional	 new traditional
	 builder XYZ	 same builder	 same builder
	 stock floor plan	 same floor plan	 same floor plan
	 DOS 1/15/01	 DOS 7/20/01	 DOS 4/10/02
	 SP  $128,000	 SP  $135,000	 SP  $147,800
Analysis

The percent difference between Sale 1 and Sale 2 is 5.5 percent. The time difference is 
six months, or .91 percent per month.

The percent difference between Sale 2 and Sale 3 is 9.5 percent and the time difference 
is 9 months, or 1.05 percent per month.

The percent difference between Sale 1 and Sale 3 is 15.5 percent. The time difference 
is 15 months, or 1.03 percent per month.
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It could be concluded that the sales time adjustment is stabilized at 1 percent per 
month. Sale prices should be time trended 1 percent per month from the time of sale to 
the base appraisal date.

The more sales used in such studies, the higher the degree of accuracy.

When deducting the land value from the sale, make sure the amount of landscaping 
included in the OSD represents only what was included in the sale. If additional 
improvement has been added after the sale, the improvement residual would be 
artificially low.

With all the LCM worksheets completed and the time trends applied, it is time to 
compute the LCM. There are two ways to compute it.

The first method divides the total adjusted improvement sales prices by the total 
improvement replacement cost to develop a weighted mean LCM indicator.

	 Actual Cost of	 Factor Book
	 Building No.	 New Structure	 Cost Estimate

	 1	 $106,300	 $ 95,500

	 2	 53,000	 53,500

	 3	 80,500	 71,900

	 4	 216,100	 203,600

	 5	 37,700	 35,500

	 6	 166,000	 162,600

	 TOTALS	 $659,600	 $622,600

$659,600 (Actual Cost) ÷ $622,600 (Factor Book Cost Estimates) = 1.06 Local Cost 
Modifier

The second and preferred method of analyzing the sales extends the information on a 
spreadsheet. Organize the spreadsheet to include:

•	Account number of the sale;

•	Adjusted sale price;

•	Market land value;

•	Sales price of improvements;

•	Replacement cost new;
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•	Indicated LCM;

•	Class;

•	Square feet;

•	Indicated cost per square foot of the improvements only; and 

•	LCM indicators/class.

Following is an example of a LCM spreadsheet. 
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This second method allows you to analyze an array of sales. You can select the mean 
or median of the study when there are extreme sales that could distort the weighted 
mean. The spreadsheet also allows you to sort and group the sales for more varied 
studies.

Individual modifiers for each improvement class may be necessary. For example, you 
may find that the modifier for new class 4 houses is 1.10 while the modifier for class 5 
houses is 1.20.

If sales information is limited, there are alternatives to measuring market levels and 
developing modifiers.

Other important market information sources include:

•	Local building costs;

•	Material prices and labor rates;

•	Price comparison of builders’ model homes;

•	Interviews with builders and realtors on cost trends; and

•	Neighboring counties’ LCM studies.

The information gathered should include a cross-section of the market, and a variety 
of builders and sources should be contacted. You can obtain useful information from 
contractors by providing them with models of houses and asking what it would cost to 
build them. Cross-checking between contractors and tracking changes from year to year 
provides support to your LCM conclusions.

The worksheets on the following two pages are examples for tracking building costs. 
The first page is used to record the sources and prices for the listed items. This page 
also concludes the typical price or wage rate for each item. The second page tracks 
concluded typical prices and wage rates over time. This gives you a basis to analyze 
trends in building costs.
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Local Cost Modifier Analysis—Source Comparison
Date: 			 

Data Sources:  ________  ________  ________ Conclusions

Dimension Lumber / MBF:
Standard, (#2) and better, random length

2 x 4  ________  ________  ________  ________
2 x 6  ________  ________  ________  ________
2 x 8  ________  ________  ________  ________

2 x 10  ________  ________  ________  _______
2 x 12  ________  ________  ________  ________

Utility Grade
2 x 4  ________  ________  ________  ________

Ready-mix concrete / Cu. Yd.
   2500#, 5 sack mix  ________  ________  ________  ________

Sheathing
   7/16” waferwood  ________  ________  ________  ________
   1/2” plywood  ________  ________  ________  ________

Siding, T-1-11 5/8”  ________  ________  ________  ________

Roofing / sq.
   Medium wt. Composition Shingle  ________  ________  ________  ________
   #1 Medium Split Wood Shakes  ________  ________  ________  ________

Insulation, fiberglass
   3 1/2” R15  ________  ________  ________  ________
   6” R21  ________  ________  ________  ________

Sheetrock gypsum board
   4 x 8 x 1/2”  ________  ________  ________  ________
   4 x 8 x 5/8”  ________  ________  ________  ________

Carpet, installed  ________  ________  ________  ________
   Medium nylon “high-low”  ________  ________  ________  ________
   Nylon “cut pile”  ________  ________  ________  ________

Labor rates (union scale if it prevails)
   Carpenter  ________  ________  ________  ________
   Electrician  ________  ________  ________  ________
   Laborer  ________  ________  ________  ________
   Painter  ________  ________  ________  ________
   Plumber  ________  ________  ________  ________
   Roofer  ________  ________  ________  ________
   Concrete Finisher  ________  ________  ________  ________
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Local Cost Modifier Analysis—Trend Comparison
Date: 			 

Year: 19____ 19____ 19____ 19____

Costs Costs / % Diff Costs / % Diff Costs / % Diff
Dimension Lumber / MBF:
Standard, (#2) and better, random length

2 x 4  ________  ________  ________  ________
2 x 6  ________  ________  ________  ________
2 x 8  ________  ________  ________  ________

2 x 10  ________  ________  ________  ________
2 x 12  ________  ________  ________  ________

Utility Grade
2 x 4  ________  ________  ________  ________

Ready-mix concrete / Cu. Yd.
   2500#, 5 sack mix  ________  ________  ________  ________

Sheathing
   7/16” waferwood  ________  ________  ________  ________
   1/2” plywood  ________  ________  ________  ________

Siding, T-1-11 5/8”  ________  ________  ________  ________

Roofing / sq.
   Medium wt. Composition Shingle  ________  ________  ________  ________
   #1 Medium Split Wood Shakes  ________  ________  ________  ________

Insulation, fiberglass
   3 1/2” R15  ________  ________  ________  ________
   6” R21  ________  ________  ________  ________

Sheetrock gypsum board
   4 x 8 x 1/2”  ________  ________  ________  ________
   4 x 8 x 5/8”  ________  ________  ________  ________

Carpet, installed  ________  ________  ________  ________
   Medium nylon “high-low”  ________  ________  ________  ________
   Nylon “cut pile”  ________  ________  ________  ________

Labor rates (union scale if it prevails)
   Carpenter  ________  ________  ________  ________
   Electrician  ________  ________  ________  ________
   Laborer  ________  ________  ________  ________
   Painter  ________  ________  ________  ________
   Plumber  ________  ________  ________  ________
   Roofer  ________  ________  ________  ________
   Concrete Finisher  ________  ________  ________  ________
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Depreciation Benchmarks
The next step in the preappraisal set-up is to establish market depreciation modifiers for 
the reappraisal area (depreciation benchmarks and depreciation schedules).

Accrued depreciation is the difference between the replacement cost new and the 
present value of an improvement. It measures the loss of value from all sources that 
have occurred over the life of an improvement. Depreciation can be divided into three 
categories:

•	Physical deterioration;

•	Functional obsolescence; and

•	External obsolescence (externalities).

Accrued depreciation: The loss of value from cost new to present value. Accrued 
depreciation includes loss in value from physical deterioration, functional, and external 
obsolescence.

Physical deterioration: The loss in value due to wear and tear and physical 
deterioration.

Functional obsolescence: the loss in value resulting from defects in design. It can also 
be caused by changes that, over time, have made some aspect of the structure (such 
as its materials or design) obsolete by current standards. An example of functional 
obsolescence is having to pass through one bedroom to access a second bedroom.

External obsolescence: A loss in value due to influences outside the property lines. 
An example of external obsolescence is an industrial plant located near a residential 
property.

When using the market-related cost approach, develop a market depreciation 
(remaining percent good) that does not separate these categories of depreciation. 
Extraordinary properties may require special analysis.

To accurately and uniformly measure market depreciation, you must develop 
depreciation benchmarks. These benchmarks should be established by neighborhood 
in an appraisal area. The supervising appraiser is responsible for conducting 
and documenting the study. Depreciation benchmarks should be documented by 
improvement type and by class.
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Percent Good
After classifying the house and estimating replacement cost new, estimate the 
remaining percent good. Percent good is the key to the market-related cost approach. 
The percent good ties the cost approach to the market by measuring the remaining 
percent good after all forms of depreciation have been determined.

To create a depreciation benchmark, follow these steps:

1.	 If necessary, adjust the sales price for such things as time, personal property, 
and additions after the sale.

2.	 Estimate the market land value using the developed land schedule for each 
property being studied.

3.	 Measure and compute replacement cost using locally modified cost factors. Note 
any functional or external obsolescence.

4.	 Subtract the market land value and OSD from the adjusted sales price to arrive 
at an indicated total improvement value.

5.	 Subtract the depreciated minor building values (driveways, patios, sheds, etc.) to 
find the house and attached garage value only.

6.	 Divide the residual house and garage value by the replacement cost new to 
arrive at the percent good indicated by the market.

Example of measuring percent good:

	 Adjusted sale price	 $150,000

	 Land value (including OSD)	 –	50,000

	 Total improvement residual	 $100,000

	 Depreciated value of 
	 minor improvements	 –  2,500

	 Residual house and garage	 $  97,500

	 RCN house and garage	 $112,450

	 Percent good ($97,500 ÷ $112,450)	 87%
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The 87 percent good in this example represents the remaining percent good of the 
improvement after the market has accounted for physical depreciation and functional 
and external obsolescence.

To properly document benchmarks, a depreciation benchmark form is recommended. 
Two examples of depreciation benchmark worksheets that contain the necessary 
information for depreciation benchmark use are on the following pages.
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Depreciation Schedules
Once the depreciation benchmarks are completed, the indications of market value 
(percent good) must be combined into a depreciation schedule. To produce an accurate 
depreciation schedule, use only benchmarks of properties that are typical to the 
neighborhood. Sales of properties that exhibit a high degree of deferred maintenance, 
unusual functional obsolescence, that have been recently remodeled, or had a change 
of use should not be included in this portion of the study. 

There are two methods to develop depreciation schedules.

In the first method, tabulate the preliminary depreciation benchmarks to give a range 
for each class, type, and age (see Benchmark Summary example following the 
depreciation schedule). After the spreadsheet has been completed, choose the proper 
percent good for each actual age grouping. From this base information, a depreciation 
schedule for all actual ages can be developed.

The second and preferred method is developed by plotting the percent goods on a 
graph (see the following depreciation graph example). The vertical axis represents 
percent good and the horizontal axis represents actual age. After the typical sales are 
plotted on the graph, draw the depreciation curve to represent the centerline of the 
plotted sales.

From this graph, a depreciation schedule can be developed. An example of a 
depreciation schedule follows:
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Depreciation Schedule

Average Condition

	 Actual Year	 Chronological	 % Remaining
	      Built		   	         Age			        Good	
	 2002	 0	 100
	 2001	 1	 98
	 2000	 2	 97
	 1999	 3	 95
	 1998	 4	 94
	 1997	 5	 92
	 1996	 6	 91
	 1995	 7	 89
	 1994	 8	 89
	 1993	 9	 88
	 1992	 10	 87
	 1991	 11	 86
	 1990	 12	 86
	 1989	 13	 85
	 1988	 14	 85
	 1987	 15	 84
	 1986	 16	 84
	 1985	 17	 83
	 1984	 18	 83
	 1983	 19	 82
	 1982	 20	 82
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The next step is a quality control measure. Make an appraisal of the sales used in 
the depreciation study applying the indicated percent good from the new depreciation 
schedule. This will give a new appraised value that, when divided by the sales price, 
provides a ratio comparison between the new appraised value and the sales price.

New Appraised Value  ÷  Sales Price = Ratio

These ratios can be used to ensure schedules are performing properly. 

Adjustments
Once the typical depreciation schedules are complete, the nontypical sales are plotted 
and compared to establish their relationship to the base schedule. When plotting the 
nontypical sales, differentiate these sales so they are easily recognized.

One such adjustment would be for houses with more or less than typical maintenance. 
This adjustment is referred to as effective age. Effective age is derived from how the 
market reacts to properties that are different from the typical house in the neighborhood. 

The steps to develop an adjustment are:

1.	 Plot nontypical sales on a scatter graph.

2.	 Select a representative point from the nontypical sales.

3.	 Establish the relationship from the normal depreciation schedule to the selected 
representative point. 

For example, a 30-year-old house has been recently remodeled and reconditioned. 
Our comparison of 30-year-old recently remodeled houses to the base depreciation 
schedule shows that these houses sell the same as 20-year-old houses. The actual age 
is still 30 years, but the effective age is 20 years. In other words, the condition of this 
property is like a 20-year-old house and is selling like a 20-year-old house. Effective age 
allows an appraiser to group remodeled and/or reconditioned homes into the proper age 
grouping.

Another adjustment to the base depreciation schedule might be location. For instance, 
in one area of a neighborhood, drug trafficking caused a severe decline in property 
values. The decline in values was so great that it caused market depreciation to fall 
far below normal levels. In this case, it is appropriate to develop an area or location 
adjustment. This allows the continued use of the neighborhood base depreciation 
schedule in the affected area. Develop the area or location adjustment by following the 
three steps described above.
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Posting Field Maps
Post pertinent information on the field maps so the appraisers and supervisors have an 
index to benchmarks and market data. In this way, each appraiser and supervisor will 
have a ready, visual display for the market data on each field map.

The information posted on the maps includes the benchmarks, all sales, recent asking 
prices, offers, zoning, road information, statistical building class, depreciation (percent 
good), and any other appraisal data deemed necessary. This data helps establish equity 
and uniformity. It also serves as an effective review tool.

Place an improvement symbol for each property on the field map to reflect the proper 
relationship to the property boundaries.
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Reappraisal
Now that land values, land schedules, LCMs, class benchmarks, and depreciation 
benchmarks have been developed and the field maps are posted, the preappraisal 
set-up is complete. To begin the appraisal, you should be equipped with the following 
items: 

•	Neighborhood land schedule;

•	Class benchmark book;

•	Depreciation guide;

•	Field map;

•	Neighborhood map;

•	Preloaded appraisal card or data entry card;

•	Measuring tape;

•	Identification or business cards;

•	Camera and film;

•	Clip board;

•	Pencil and ruler.

Physically inspect each property. This should include an interior inspection when 
possible, and an exterior inspection that includes a walk around the structure.

Inspection Levels 

If a ratio analysis for a given market area results in a failure to meet statistical criteria as 
set forth by OAR 150.308.234, then some level of re-valuation will be required to correct 
the deficiency.

Below are some of the reasons a market area may be falling outside the standards.

	Years since last reappraisal;

	Level of new construction;

	Local changes;

	Higher than normal appeal activity;
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	Inconsistent or incorrect classification of buildings or land; 

	Changes in the neighborhood such as deferring maintenance, gentrification, in-fill use or 
zoning;

	The need to redefine neighborhood boundaries and establish new benchmarks;

	Change in market preferences for factors such as house style/age, lot size, neighbor-
hood characteristics, traffic patterns, etc;

	Changes in building costs because of changes in code requirements, new materials/
designs, etc;

	Changes in market perception from positive or negative factors; and

	Composite index on RMV.

Correcting appraisal deficiencies when appraisal standards are not met generally 
requires some level of physical inspection of the property. Different levels of inspection 
will be required depending upon the reason(s) found for the deficiency. Following are 
generally accepted definitions for the various levels of inspections:

	Level 1.	 A full inspection is made with an attempt to make a full interior inspection.

	Level 2.	 An exterior inspection is made. No attempt at an interior inspection is 
made unless a major change to the property is detected.

	Level 3.	 A street inspection is conducted. (Drive-by inspection only, unless a major 
change to the property is detected.)

	Level 4.	 No on-site inspection is made. Market data is analyzed to determine 
changes in the market and the properties are adjusted to RMV. Values 
are modified by applying line adjustments or by recalculation of the basic 
tables developed from reappraisal studies. No attempt at an interior 
inspection is made unless a major change to the property is detected.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 9
	 Page 38 of 38

Quality Control Measures
After appraising a map group of property accounts, give all completed work to the 
supervisor. The supervisor conducts a field review of the appraisals to ensure that 
accuracy and uniformity is maintained within the map group, as well as among 
appraisers and all other map groups. At this point, the final responsibility for uniformity 
and equity rests with the supervisor.

The supervisor’s field review should be conducted as soon as possible after receiving 
the completed appraisals. Adjustments or corrections can be made before the appraiser 
completes other map groups.

In conducting the field review, the supervisor must check appraisals in relation to 
the benchmarks and land and depreciation schedules should be developed for the 
neighborhood. This will require an occasional interior and exterior physical inspection to 
review accuracy of property data, improvement classification, percent good selection, 
and land base factors. If errors are found, more properties should be inspected. The 
errors should be documented and reviewed with the appraiser so that corrective action 
can be taken.
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Chapter 10

Mass Appraisal of Income-Producing 
Properties
Whether valuing income-producing property or residential property, you can use 
similar information and methods for collecting and analyzing data into base standards 
(benchmarks and units of comparison). However, because income-producing property 
includes a variety of building designs and construction materials as well as differences 
in quality, the program you use must encompass these variations.

Information is needed to measure the income-producing potential of properties that are 
primarily bought and sold for that purpose. Income and expense information is compiled 
and analyzed into units typical for the property type. Gather data relating to economic 
rent, typical expense items for each category, overall expense ratios, and supportable 
capitalization rates for each kind of property appraised.

With proper planning, you can obtain most of the information necessary to establish 
base standards before field inspection and inventory of properties. If preappraisal data 
collection is insufficient, then supporting data will need to be collected and developed by 
the field appraisers in the course of making inspections.

Mass Appraisal Procedures for Income-Producing 
Properties
The steps for conducting a mass appraisal program for income-producing property are:

	Establish a base appraisal date;

	Identify the reappraisal area;

	Mail requests for income and expense data three to four months before beginning the 
reappraisal;

	Collect neighborhood data (sales, zoning, utilities, neighborhood influences, etc.);

	Establish land values:

♦	 Base unit values, and

♦	 Adjustments to the base units;

	Establish quality class benchmarks;
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	Conduct a local cost modifier study;

	Conduct a market depreciation study;

	Analyze income and expense data and complete benchmark worksheets to display find-
ings;

	Develop capitalization rates:

♦	 Overall rates,

♦	 Tax rates,

♦	 Recapture rates, and 

♦	 Discount rates;

	Develop market approach base standards;

	Field inspect properties;

	Compute the market-related cost approach value;

	Compute the income approach value;

	Compute the market approach value; 

	Reconcile the three approaches to value; and

	Conduct supervisory review.

Base Appraisal Date
Establish a base appraisal date before starting any appraisals. Using a base appraisal 
date ensures that properties are appraised under the same market conditions.

All land and improvement data used to establish base standards for the appraisal 
program must reflect values as of the base appraisal date. You can accomplish this by 
applying appropriate time adjustments to all value indicators. The data analyst can help 
you develop time adjustments by a process called “time trend analysis.” A time trend 
can be developed from the resale of property or from analyzing sale price trends of 
similar property over time. 

Once the base standards are established as of the base appraisal date, do not use 
other adjustments or modifiers other than those developed as of the base date. To do 
otherwise will create a general lack of uniformity, causing lack of equity in RMV between 
individual properties within the defined appraisal area.
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Sales occurring after the base appraisal date must be considered in the final ratio 
analysis conducted at the conclusion of the appraisal program. Adjusting the completed 
appraisals to the January 1 assessment date would recognize any change in value level 
reflected by those sales.

During the annual maintenance program (when new construction is appraised) always 
refer to the base appraisal date using the same base standards. Compensate for 
any change in market value levels after the original base appraisal date by applying 
subsequent annual adjustments. This will help ensure equity and uniformity in the 
appraisal program.

Identify the Reappraisal Area
After setting the base appraisal date, determine which properties are to be appraised. 
Areas that do not comply with current appraisal standards, areas that have changed 
dramatically, or any combination of indicators, may trigger a need for reappraisal (See 
Chapter 2 “Ratio Analysis.”) Because income-producing properties normally have a 
different geographic distribution than residential properties, the reappraisal areas may 
not correspond with the residential reappraisal/recalculation areas.

Income and Expense Data
Before beginning reappraisal, start collecting information on income and operating 
expenses for all properties within the defined appraisal area. 

To facilitate obtaining rental and expense information, mail the income and expense 
worksheets to owners of income-producing properties. Start this process several 
months before beginning the appraisal to allow enough time for the owners to return the 
completed worksheets. Here is a suggested procedure for mailing questionnaires:

	Obtain a complete computer printout listing the assessor’s account number, property 
class, owner’s name, and owner’s mailing address. This listing should include the follow-
ing property classes: 200, 201, 300, 301 (light industrial), 700, and 701.

	Review the list for completeness. Order two complete sets of stick-on mailing labels that 
include the owner’s name, mailing address, and account number.

	Prepare and mail an income questionnaire to each property on your master listing. In-
clude a letter of explanation (see example), a questionnaire with label attached, and a 
postage-paid, self-addressed return envelope.
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	As the questionnaires are returned, mark off each on the master listing.

	After 30–45 days, send a second mailing (reminder) to those properties from which a 
questionnaire has not been received.

As the questionnaires are received, sort by the type of property, such as apartments, 
retail, office, and manufactured home parks.

Example Introductory Letter
Beneath your letterhead, type the date and a salutation followed by: 

The County Assessor’s Office will soon be reappraising property in your area. 
Determining the present real market value is the goal for all appraisals. To reach this 
goal, we consider the earning power of income-producing properties because the 
market value for properties of this type depends on their income-producing capabilities.

For your convenience, I have enclosed a form for listing the rental income and operating 
expenses for your property.

Please return the completed form to the County Assessor’s Office at your earliest 
convenience. If you have questions, please call us at (insert phone number) and ask for 
the commercial appraisal supervisor.

Sincerely,

(name)

County Assessor

Enclosure

You may want to make some additions to the letter. For instance, if you want to accept 
the information via fax, add that number. If you want to accept via e-mail, add the 
address. If this information can be accessed via your Web site, provide the URL.

On the next page is an example of an Income and Expense Worksheet.
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Collect Neighborhood Data
You will need to collect pertinent information at the beginning of the preappraisal setup. 
This includes information on each neighborhood and relevant area sales.

Request a list of current sales from the data analyst. Generally, the list should include 
sales that have occurred during the last three years. At the same time, obtain copies of 
all returned sales confirmation questionnaires and income and expense worksheets. 

In addition to sales information, gather neighborhood data affecting the value of 
properties to be appraised.

A neighborhood is a group of properties that generally shares important characteristics. 
A neighborhood can be a distinct group of properties identified by a physical/geographic 
boundary or a group of properties that reacts in a similar manner to market influences.

Gather information that will help you understand the source of value changes in an area. 
These are best understood in terms of the four forces that affect value:

	Physical;

	Economic;

	Governmental; and

	Social.

Physical: The major physical factor affecting value is location. Other physical factors 
include topography, size and shape of a parcel, drainage, appearance of neighborhood, 
and availability of utilities.

Economic: Economic factors can be identified by such items as the pattern of land 
use, employment of residents, average household income, prevailing interest rates for 
borrowed money, and the availability of financing.

Governmental: Major governmental factors include local land use zoning, building 
codes and restrictions, and municipal services and their costs. 

Social: Social factors affecting value closely follow the economic factors. They include 
characteristics of residents (age, size of families, educational levels, and income levels, 
etc.), population densities, and crime rate.
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Although much of the above information, such as zoning, can be gathered from 
other governmental agencies, contact other real estate professionals, including fee 
appraisers, realtors, and property managers. Their insight may be useful.

After identifying the forces that cause any particular group of properties to function as 
a neighborhood, boundaries of the area must be defined on the field maps. Note any 
information that will help document the value influences of the area on the field maps as 
well. These will include such things as zoning, topographic features, location of utilities, 
and street improvements.

Prepared field maps will help you apply uniform standards to properties influenced by 
like value forces. The maps will help the supervisory review of completed appraisals 
and will serve as an important aid in reconstructing the thought process that led to your 
value conclusions. These maps also will be useful when answering property owners’ 
questions at the counter and when preparing testimony for appeals.

A field map for a predominately commercial area with an explanation of the symbols, 
follows:
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Establish Land Values
After preliminary data gathering, establish the base land values and the adjustments to 
them. By establishing base standards (benchmarks) and market-derived adjustments, 
you can expect to achieve an acceptable level of uniformity in the mass appraisal 
program. For an in-depth discussion of developing base land values and market-derived 
adjustments, see Chapter 8, “Mass Appraisal of Land.” 

Once the land study is completed and the base land values are established, the base 
units of value should be noted on field maps. As always, you still must refer to land 
benchmarks for final land value determination.

In addition to setting base land values for bare land, you must also develop base 
land values for improved land, which includes a component for on-site development 
(OSD). The OSD component includes such items as sewer and water connections, 
landscaping, and other improvements to the land. The OSD component will generally be 
developed by one of two methods. 

One approach is based on local contractor’s cost for each item, which is used 
to develop separate values for each element. Alternatively, where the individual 
components of OSD are difficult to isolate, the land residual technique is used to 
develop an improved land value. This results in a land value that includes OSD as a 
component. No separate or additional charge for OSD is needed or appropriate when 
the land residual technique is used. 

Establish Quality Class Benchmarks
A cost factor book such as that published by the Marshall Valuation Service may serve 
as the basis for the market-related cost approach to value. When using cost factor 
manuals, be sure you understand what isor is notincluded in the cost number. 
The beginning point for using cost manuals for the appraisal of large numbers of 
improvements is to establish base standards or benchmarks. For an overview of 
the market-related cost approach as used in this chapter, refer to Chapter 9, “Mass 
Appraisal of Residential Properties.”

A benchmark is a reference point from which the value of other like properties is 
measured. To be consistent in determining the quality level of construction, establish 
quality class benchmarks for class, age, and type of structure.
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Class benchmarks don’t need to be sold properties or new construction. They are 
selected only for their ability to illustrate quality of construction. These properties must 
be inspected and an accurate description of the improvements made. Select enough 
representative samples of buildings for each type, quality class, and age to provide 
standards for achieving uniformity in classification among individual properties and 
individual appraisers.

Because of the variety of income-producing structures, you need a systematic method 
of establishing base standards. DOR recommends the use of Marshall Valuation 
Service.

Commercial cost manuals are divided into three basic categories: group, type, and 
class.

Group is the overall category for a building based on general use. Examples are 
apartments, motels, and restaurants.

Type is based on design characteristics within a group category. Examples of types 
found within the apartment group are low-rise, mid-rise and high-rise apartments.

Class is related to quality of construction.

Quality class benchmarks should be established using a standard format that includes 
exterior and interior color photos and a brief description of quality items. These 
worksheets are then combined into a notebook to be used by all appraisers assigned to 
the appraisal areas.

The supervising appraiser should field review all quality class benchmarks to ensure 
that uniformity is achieved.

Following is an example of a quality class benchmark worksheet. 
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Local Cost Modifier
Next, conduct a local cost modifier (LCM) study for use in the cost approach. Develop 
the LCMs from market data. Apply the LCMs to the cost factor book being used to 
reflect the current replacement cost new for the appraisal area as of the base appraisal 
date.

Conduct the LCM study according to the following guidelines:

	Select a representative sample of the type and class of new construction property sales 
from the current appraisal area. These sold properties should be typical of the current 
market and should not reflect abnormal discounts, unusual financing, or other atypical 
influences.

	Determine the sales price of the property. If necessary, time adjust the sale to the base 
appraisal date.

	Determine the improvement residual by subtracting estimated current land value and on-
site development increment.

	Develop a replacement cost new estimate for the improvements in each sale.

	Within each building group, type, and class analyzed, total the improvement residual 
values and divide the result by the total of their replacement cost new.

	The result is a weighted LCM to apply to the cost factor book for that building group, type, 
and class. It will reflect current replacement cost new for the appraisal area as of the 
base appraisal date.

Because the commercial appraiser deals with a wide variety of building structures, 
individual modifiers would ideally be developed for each of the various groups, types, 
and classes of structures encountered. Since this is frequently not practical, we 
recommend you develop an overall LCM for the cost factor book. Do this by dividing 
the total of all improvement residuals by their total replacement costs new. Apply the 
generalized result to the remaining groups, types, and classes of structures for which 
there was insufficient data to develop a special modifier. Developing modifiers in this 
manner lends credibility to the completed market-related cost approach.
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If adequate cost information for new construction is not available, other methods of 
establishing current costs to build may be used. A composite of local direct costs (labor 
and materials) plus indirect costs (fees, construction financing, and developer’s profit) 
can be developed and compared to the factor book data. 

Another method involves the use of cost models that yield a reliable indication of current 
cost. Several models should be developed using the base standards as described in 
the cost factor book for several types of structures. Estimates to build these structures 
should then be gathered from local contractors in the area. Take care to ensure that 
both direct and indirect costs are included. Once these cost estimates are gathered, 
compare them against the replacement costs from the factor book.

Following is a suggested worksheet for gathering information on recently built structures 
or cost models.
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Whatever method is used for developing a LCM, the study must be well-documented 
and the information retained as part of the preappraisal set-up.

Market Depreciation Study

Depreciation Benchmarks

The next step is to develop depreciation benchmarks.

Accrued depreciation is the difference between the replacement cost new and the 
present value of an improvement. It reflects the total loss in value that occurred as of 
the date of appraisal. Depreciation can be divided into three categories: 

•	Physical deterioration; 

•	Functional obsolescence; and 

•	Economic obsolescence (externalities).

In the market-related cost approach, the appraiser develops a market depreciation 
guide that reflects remaining percent good that combines all three categories of 
depreciation.

Develop benchmarks by neighborhood and type of structure. Sales used must be 
confirmed and inspected. 

Use the following procedures to establish depreciation benchmarks.

	Time-adjust the sale to the base appraisal date.

	Subtract the estimated land value, including the on-site development (OSD) component, 
from the sales price to determine the improvement residual.

	Estimate the contributory value of any minor improvements (which generally have a 
much shorter life expectancy than the major improvement); subtract them from the total 
improvement residual. The remainder is a residual value for the depreciated major im-
provement.

	Divide the major improvement residual by the replacement cost new to indicate its re-
maining percent good.

	Select the representative depreciation benchmarks by type, class, and effective age.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 10
	 Page 17 of 39

Example:
Adjusted sale price	 $150,000

Estimated land value	     –  50,000

Estimated OSD value 	  –  10,000

Total improvement residual	 $ 90,000

Estimated DRC of minor improvements	 − 2,500

Major improvement residual	 $  87,500

Improvement cost new	 $112,450

$87,500 ÷ $112,450 = 78% good (rounded)

Depreciation Schedule

Once the depreciation benchmarks are completed, combine the indications of market 
value (remaining percent good) into a depreciation schedule by type and class covering 
the typical actual ages of properties in the neighborhood/appraisal area.

Develop this schedule by plotting the remaining percent good indications correlated 
with the actual age on a graph (See example in Chapter 9, “The Mass Appraisal of 
Residential Properties”). A depreciation schedule can then be developed from the graph.

With adequate sales, depreciation benchmarks can be used to develop a percent 
good guide for the properties being appraised. However, if sales of income-producing 
properties are limited, you may find it necessary to use published depreciation tables. If 
so, make every effort to adjust the tables to local conditions through sales analysis.

Due to many factors of obsolescence in income-producing properties (such as upper 
floor areas of limited use) take care that all accrued depreciation is considered. Loss 
in value due to obsolescence can be measured by market analysis of rent loss. An 
example of this process is given in Chapter 6, the Cost Approach section.

Following is an example of an income-producing property benchmark worksheet: 
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Analyze Income and Expense Data and Complete Benchmark Work-
sheets

Once income and expense data is gathered from area properties, analyze the 
information to establish economic rents and typical expenses. Apply these standards to 
the individual properties being appraised.

Following are sample analyses. First is a sample analysis of economic rent developed 
from information compiled from returned income questionnaires and from discussions 
with owners and occupants of properties during field inspections. The next example 
is a similar analysis conducted using the expense data gathered to estimate typical 
operating expenses. 
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After analyzing income and expense information and establishing typical rents and 
expenses, apply benchmarks and base standards to the reappraisal area.

Following is an example of an income and expense benchmark worksheet: 
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Develop Capitalization Rates and Components
Various methods of developing capitalization rates are discussed in Chapter 6, the 
Income Approach section, and in standard texts such as those published by the 
International Association of Assessing Officers and the Appraisal Institute. In the 
following discussion, we will develop an overall rate for use in direct capitalization and 
will discuss various components of the rate used in the straight-line method.

Overall Rate Development

In developing an overall capitalization rate, make sure when extracting the rates that 
sale properties and appraised properties are comparable in their physical, functional, 
and economic characteristics.

	Property sales must be confirmed and must represent market value.

	If sufficient sales are available, group them according to property type and comparability 
so that a reasonable range of rates can be developed for each.

	Net income for the sale property must represent the same market (time period) as the 
time of sale.

	The income and expense ratios between sale comparables and appraised properties 
should be similar.

	Overall rates applied to improved properties must be selected from sales with similar 
land-to-building ratios as the properties appraised.

	Improvements of comparable sales must have a similar remaining economic life as the 
appraised properties.

Using the basic capitalization formula R = I ÷ V, where 

R = rate, I = income (net), and V = value (sale price), an overall rate can be developed.

Example:

	 $25,000 (income) ÷ $175,000 (sales price) = 0.143 (rate)
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Tax Rate Component

All counties in Oregon have many taxing districts, most with varying tax rates. An 
allowance for property taxes is included in the capitalization rate when the typical lease 
is a gross lease. If the typical lease is a net lease, the tenant pays the taxes and 
they are not a consideration. There are two ways to account for property taxes when 
developing an overall rate:

1.	 Exclude property taxes from expenses. If you exclude taxes from the expenses, 
dividing net income before discount, recapture, and taxes will produce an overall 
rate that includes a tax component. From this overall rate, the effective tax rate 
for the district can be subtracted, yielding the composite discount/recapture rate.

2.	 Include property taxes as an expense. The sold property may have been over or 
undervalued for assessment purposes, resulting in a sale price that varies widely 
from the RMV. As a result, the real estate taxes could be over or understated if 
based on RMV at the time of sale. A knowledgeable buyer will probably be aware 
of this. The taxes implied by the RMV will probably not reflect the best estimate of 
the buyer’s expectations regarding their future property tax expense. Therefore, 
in developing the overall rate, calculate the taxes implied in the purchase price 
by multiplying the assessed value by the effective tax rate for that area. Subtract 
this amount along with the other expenses to derive a net income after taxes 
and before discount and recapture. The remaining net income after taxes (as 
implied by the sale price) will then yield a composite discount/recapture rate that 
accurately reflects the investors’ expectations. In the example on the next page, 
this is displayed in columns 7, 8, and 9 of the Overall Rate Analysis spreadsheet. 
To develop an appropriate overall rate from the discount/recapture rate to 
appraise another comparable property, add the effective tax rate in the area of 
the property to be appraised to the composite rate.

Using sales of comparable properties, develop an overall rate as follows:
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Recapture Rate Development
Recapture rates provide a means to recover the building value during its remaining 
economic life. In reality, the recapture rate has little relationship to the actual physical 
deterioration of a building. It measures the remaining period of time that a building 
would be expected to yield a profitable income.

The recapture rate applied to an improvement is based on an estimate of remaining 
economic life. Estimates of economic life can be derived from the period of time:

•	Buildings have been in existence before being demolished;

•	Before undergoing a major renovation;

•	Before being vacant for an extended period;

•	 Investors are willing to tie up their capital in a particular property; and,

•	Lenders are willing to make mortgage loans for the type and age of the properties being 
appraised.

Example:

From the study of comparable income-producing properties and through discussions 
with lenders and investors, it is estimated the remaining economic life of the subject 
property is 25 years. Dividing the economic life into 1 yields the indicated annual 
recapture rate.

	 1 ÷ 25 years = 0.04 per year

This means that 4 percent of the improvement value will be recovered annually on a 
straight-line basis. It also suggests that investors will invest equity and a lender will 
loan money on this property for 25 years. Furthermore, from the analysis of comparable 
properties, 25 years seems to be the typical recapture period for capital invested in 
improvements of this quality and condition.

When sales are available, the market’s estimation of economic life can be determined 
using the basic capitalization formula:

	 R = I ÷ V where R = Rate, I = Income, and V = Value.
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Example:

Building age: 20 years	 Sales price	 $200,000

.09 Discount rate	 Land value	 40,000

.03 Effective tax rate	 Building value	 $160,000

Net annual income before discount, recapture, and taxes	 $30,000

Deduct taxes 	 ($200,000 × .03)	 6,000

Deduct discount	 ($200,000 × .09)	 18,000

Net income before recapture, after discount and taxes	 $6,000

Indicated recapture rate:	 $6,000 ÷ $160,000 = 0.0375

Indicated remaining economic life	1 ÷ 0.0375 = 26.7 years = 27.0 years (rounded)

By using the sales of several properties that have improvements of different ages, a 
range of remaining economic life indications can be developed. These ranges will help 
you estimate the remaining economic life of other buildings.

 Discount Rate

The discount rate is best developed using the market comparison method. This method 
uses the basic capitalization formula:

 R = I ÷ V 	

A reliable indication of discount can be calculated by following this format. An example 
of a discount rate analysis is provided in the spreadsheet on the following page. 

When analyzing the indications of discount rates, consider the quality of the investment. 
The rate obtained from the sale of a property with a long-term lease to a quality tenant 
will probably be smaller than a rate indicated by a property that had a month-to-month 
lease from a relatively unstable tenant.

Reconstructing an Overall Rate from its Components

After completing the analysis to isolate each of the components of the overall rate 
(discount rate, recapture rate, and tax rate), the overall rate is easily reconstructed to 
accommodate the specific needs within the reappraisal area. First, select the discount 
rate that is best supported for the property to be appraised. Then, add the implied 
recapture rate to the discount rate based on your conclusion regarding the remaining 
economic life of the improvements. To complete the reconstruction, the appropriate 



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 10
	 Page 27 of 39

effective tax rate is added to the composite discount and recapture rate. This is the 
overall rate to apply to the estimated net income of the property being appraised. 
Following is an example of a discount rate analysis worksheet. 
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Develop Market Base Standards for Use in the Market Approach
Base standards are developed through analysis of information contained in the data file 
along with the information collected during field review and sale verification. Some examples 
of base standards include price per square foot (land), per apartment unit, per theater seat, 
per square foot of net rentable area, and per square foot of gross rentable area.

Gather as much comparable information as possible. From this, develop units of 
comparison. The units of comparison selected depend upon the type of property being 
appraised, the amount of information available, and the appraiser’s opinion of the 
reliability of the data analyzed. Following is a list of units of comparison that may be 
extracted for use in mass appraisal of income-producing property:

Unit of Comparison	 Unit Extraction Method  

Price per unit	 Sales price ÷ number of units

Price per space	 Sales price ÷ number of spaces

Price per room	 Sales price ÷ number of rooms

Price per square	 Sales price ÷ gross leasable area 
foot of gross 
leasable area	

Price per square	 Sales price ÷ net leasable area 
foot of net 
leasable area	

Gross income	 Sales price ÷ gross annual income 
Multiplier 	

An important part of performing a market analysis is to identify the unit of comparison 
that buyers and sellers relate with in making their decisions to buy or sell property. In 
general, if the analysis results in a wide variation in unit values, this suggests that the 
unit to which the market responds has not yet been found. On the other hand, a narrow 
range in unit values between property sales suggests that the correct market unit has 
been found. 

For example, consider an analysis of motel sales that are similarly located and in 
comparable condition. Suppose that one motel has an average unit size of 400 square 
feet, whereas the other has units of 320 square feet. You might display the sale 
information as follows:	
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	 Motel No. 1	 Motel No. 2

Sale price	 $1,400,000	 $1,792,000		

Rentable units	 40	 50

Price per unit	 $35,000	 $35,840

Unit size	 400 sq. ft.	 320 sq. ft.

Price per sq. ft.	 $87.50	 $112.00

The motel with larger units has 40 rentable rooms and sells for $1.4 million. This is 
equal to $35,000 per room or $87.50 per rentable square foot. The motel with smaller 
rooms has 50 rentable units and sells for $1.792 million. This is equal to $35,840 per 
room or $112 per rentable square foot. The sale price per square foot varies by almost 
25 percent. But the sale price per room differs by only $840, a difference of less than 3 
percent. From this analysis, you may conclude that in this market, buyers and sellers 
are relating more to the price per rentable room than to the price per square foot of 
rentable area. Thus, when using the market approach, the unit of comparison selected 
for motels in this example is the price per rentable room. 

With the use of any unit of measure come a variety of considerations. You must be aware 
of the elements that can affect the level of each unit value. Some of the more common 
factors that may require adjustment to the units of comparison are outlined below.

•	Age;

•	Condition;

•	Quality;

•	Average size of unit, space, or room;

•	Number of baths;

•	Appliances;

•	Amenities (view, pool, etc.); and

•	Location.

Price per square foot of gross leasable area:

This unit is easy to extract from comparables, but needs to be adjusted for all 
differences. Price per square foot of net leasable area:

This basis of comparison tends to be more accurate than price per square foot of gross 
leasable area because it concentrates the value indication on the area used to generate 
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income, or that part actually occupied by a tenant. The impact of areas not directly 
producing income, such as common areas, storage rooms and mechanical rooms, is 
minimized in this unit of comparison.

Gross income multiplier (GIM):

Previously mentioned units of comparison do not address the market rent of the units 
being compared. The rent received for income-producing properties normally reflects 
the amenities provided. A distinguishing feature of the GIM approach is its focus on 
gross income. In arriving at the GIM, take care to select comparables that are similar. 
They must have similar income and expense ratios, and similar land-to-building ratios. 
(See discussion on gross income multipliers in Chapter 6, the Income Approach 
section.) 

Without strong market support, it is better to use the unadjusted GIMs from highly 
comparable properties than to try to adjust GIMs from sales to match the quality 
and marketability of somewhat noncomparable properties. This is because the GIM 
technique implies a direct relationship between gross income and value. An undesirable 
property will likely generate a low gross income, whereas a new and highly desirable 
property will be expected to generate a high gross income. Therefore, the two 
properties, though varying widely in desirability, might display the same GIM, reflecting a 
relationship of direct proportion between quality, income potential, and value. 

The comparative units developed by sales analysis in preparation for the market 
approach should be tabulated so you can visually scan the various units of comparison 
and isolate the one most relevant for the property to be appraised. The following 
spreadsheet shows one way to tabulate the information. This example is for illustration 
and selects from among an indefinite number of possible columns you might choose to 
include. 



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 10
	 Page 31 of 39

Market Data Analysis Worksheet

Field Inspect Properties to be Appraised
Once you complete the local cost modifier and depreciation studies, the next step is to 
make the field inspections.

Field inspection of property is needed to obtain a complete and accurate inventory of 
property characteristics. Although an inside inspection of buildings is always preferred, it 
is not always possible.

In addition to the physical characteristics of property, some of the information you 
should gather includes:

	The amount of rent.

	Whether the rent is considered economic by owner and tenant.

	The date the rent was agreed upon. 

	Length of lease and renewal options.

	Utilities or services, if any, paid by landlord.
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	Ownership of fixtures or equipment.

	Whether the rent has been adjusted for improvements made by the tenant.

	Whether the rent includes a charge for personal property, if any, owned by landlord.

	Landlord expenses.

	Expected rental adjustments.

During physical inspection, confirm the accuracy of any existing appraisal records and 
note any factors that may affect the rentability of the property.

Following are the applications of the three approaches to value of a hypothetical 
concrete tilt-up warehouse:

Compute the Market-Related Cost Approach to Value
Using the cost factor book, compare the subject structure to one having comparable 
quality and utility as described in the base specifications. If needed, adjust the total 
base cost to bring it in line with the quality of the property being appraised. The costs 
are further modified by applying two market-derived adjustments:

•	  The LCM and 

•	  Market depreciation. 

When estimating market depreciation, compare the subject to depreciation benchmarks. 
See Chapter 9, “Mass Appraisal of Residential Properties,” for details of developing 
replacement cost new estimates. 

An example of the procedure used is shown by the market-related cost estimate for a 
concrete warehouse.
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After completing the improvement card, the value of the land and OSD are added to the 
value of the improvements to complete the calculation of value.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 10
	 Page 35 of 39

Value indicated by the market-related cost approach:

	 Imps  =	 $ 593,230

Land  =	 $ 209,460

	 OSD  =	 $   22,250

	 Total  =	 $ 824,940

Compute the Income Approach to Value

In the income approach, the value of a property is a measure of its ability to provide a 
return on (discount), and a return of (recapture) the investment to the property owner. 
Through capitalization, the net income is used to determine the value of the property 
being appraised.

Using the income and expense study prepared for the area, examine and adjust the 
property’s income and expense statement. It should reflect economic rent and typical 
expenses for the type of property being appraised.

After analyzing the income, select a method and technique of capitalization. (See the 
Income Approach section of Chapter 6 for a discussion of methods and techniques of 
capitalization.)

The net income after all allowable expenses is then capitalized using a rate that 
includes a component for discount, recapture, and effective taxes.

The following example illustrates the use of the income approach to value. In the course 
of making calculations, any rounding should reflect the same level of precision as the 
appraiser finds in the market.

Property Data:
The property to appraise is a 32,000 square foot concrete tilt-up warehouse that 
includes a 900 square foot office. Actual monthly rent is $.25 per square foot for the 
warehouse space and $1 per square foot for the office space. Landlord expenses are 
limited to management, insurance, maintenance, and taxes. Economic rent indicates 
that average quality warehouse space is currently renting for $.30 per square foot. 
Comparable office space is currently $1 per square foot.

Estimate of Potential Gross Income:

From the investigation and analysis of the economic rent data and base standards, it 
has been determined that the warehouse should rent for $.30 per square foot, and the 
office space for $1 per square foot. The potential gross income is computed as follows:
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Warehouse area 	 31,100 sq. ft. × $.30 per mo. × 12 mos. 	 = 	 $111,960
Office space 		         900 sq. ft. × $1 per mo. × 12 mos. 	 =	   $10,800
Total	 $122,760

Vacancy and Collection Loss:

Based on the current level of occupancy reflected by the economic rent study, and 
assuming typical management and promotion, a reasonable allowance for vacancy and 
collection basis is 10 percent.

Effective Gross Income (EGI)

	 Potential Gross 	 $ 122,760 

	 Less 10%	 –  12,276

	 EGI	 $ 110,484

Expenses:

Estimates of the expenses necessary for the operation of the warehouse, based on the 
comparison of the actual expenses incurred by the owner with the expense study and 
benchmarks, are:

Management:	5 percent of EGI ($110,480 x .05)	 $ 5,520

Insurance:	 According to the owner income and expense statement,	 $1,850
		 the owner is currently paying $5,550 for a 3-year
		 fire and liability policy. ($5,550 ÷ 3 = $1,850)

Repairs and maintenance: Based on a long-term average	 $ 640

		 estimated at $.02 per sq. ft. (32,000 sq. ft. × .02)

Reserves for replacement:

Roofing:	 Built-up 15 year life	 $2,820
	 (32,000 sq. ft. × $1.15 sq. ft. × 1.15 LCM ÷ 15 yrs.)

Heating:	 20 year life	 $1,010
	 (32,000 sq. ft. × $.55 sq. ft. × 1.15 LCM ÷ 20 yrs.)

Hot water heater: 10 year life	 $40
	 ($325 × 1.15 LCM ÷ 10 yrs.)
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Capitalization Rate and Method:

A study of warehouse sales in the appraisal area, on which income and expense 
information was verified, indicates an overall rate excluding taxes in the range of .083 
to .149. The average indication for the typical warehouse of the same effective age as 
the subject is .092. Typical expense ratios indicating 10–15 percent of effective gross 
income was normal. The land value portion was typically 25 percent of the total property 
value.

In comparing the subject property against the base standard, the subject is typical. 
Therefore, the .092 rate was selected. This rate is a composite rate that includes 
discount and recapture and was developed from sales using taxes as an expense. 
Since the property taxes have not been included as a projected expense for the subject, 
the effective tax rate will be added to the capitalization rate. 

Value Estimate by the Income Approach:

Potential gross income
Warehouse area 31,100 sq. ft. × $.30 × 12 =	 $111,960
Office space 900 sq. ft. × $1.00 × 12 =	 10,800

		  $122,760

Less vacancy and collection loss 10%	 – 12,280
Effective gross income	 $110,480

Less operating expenses:
	 Management	 $5,520
	 Insurance	 1,850
	 Repairs and maintenance	 640
	 Reserves:	
		  Roof	 2,820
		  Heat	 1,010
		  Water heater	 40 
		  − 11,880  (11% rounded)
Net income before discount, recapture, and taxes	 $ 98,600

Overall capitalization rate
	 Composite discount and recapture rate              .0920
	 Effective tax rate                                                 .0300
	 Overall rate                                                         .1220

Value indicated by income approach ($98,600 ÷ .1220)  $ 808,200 (rounded)

Less land                                                                – 196,020  

Indicated improvement value                                   $612,180
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Compute the Market Approach to Value
The base standards developed for the market approach indicate a wide range of sale 
prices per square foot, including land and buildings. Prices range from a low of $14.70 
per square foot to a high of $34.95 per square foot. The recent sales of average 
concrete tilt-up warehouses indicate a narrower range of $23 to $27 per square foot. 
Considering all variables, $25 per square foot is selected as a reasonable unit of 
comparison including both land and buildings.

Value indicated by the market approach:

32,000 sq. ft. × $25  =  $800,000

Reconciliation of the Three Approaches

Reconciliation is the final step in estimating value. It is the process of relating the data 
gathered, developing the three standard approaches to value, analyzing and weighing 
the strengths and weaknesses of each approach, and determining which approach is 
best supported.

Ultimately, the most relied on approach will be the most defendable and best supported 
approach. The other two approaches provide additional support.

Any of the approaches may be the best indicator of value. The type of property being 
appraised and the strength of the data usually determines the best approach. Each 
approach will probably produce a somewhat different estimate of value. Your choice of 
the best indicator should be supported in the reconciliation.

If the three approaches indicate large variations in value estimates, you should 
reexamine the appraisal. Example of the reconciliation process for an income-producing 
property:

The three indications of value:

	 Market−related cost approach	 $824,940
	 Income approach			   $808,200
	 Market approach			   $800,000

In this example, the three approaches indicate values within 3 percent of each other. It 
is still necessary to select one of the values as the best indicator.  

Since the subject is an income-producing property and there is current market rental 
demand for warehouse space, the value indicated by the income approach provides 
the best estimate of market value. Good data from confirmed sales of comparable 
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properties and the historic income and expenses of the subject further support the 
conclusion of this approach. 

After consideration of all available data relevant to this appraisal, the conclusion of value 
for this property is $808,000.

Conduct Supervisory Review

As the appraisers complete their work, the supervising appraiser reviews a sampling of 
each appraiser’s work product. The review appraiser uses the base standards to ensure 
that uniformity and equity is being achieved between comparable types of properties 
and between appraisers.

At the completion of the reappraisal program, the data analyst conducts a final sales 
ratio study. If the study indicates a change in value level since the base appraisal 
date, adjustments are applied to the completed appraisals to reflect the value as of the 
January 1 assessment date.

Summary

The most effective approach to the valuation of income-producing properties uses all 
three approaches to value. Since income property is generally purchased for its ability 
to provide both a return on (discount) and a return of (recapture) the investment to the 
buyer, you will generally place more weight on the income approach, assuming enough 
supportable data is available.

By applying sound judgment to all available data, you can develop base standards that 
can be used to estimate supportable value conclusions.
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Chapter 11

Mass Appraisal of Farm and Ranch Properties
Mass appraisal of farm and ranch properties follows the same steps as appraisal of 
other types of property. The appraisal staff develops base unit values and applies these 
values, along with adjustments, to a large number of individual properties to establish 
accurate market value estimates.

Rural properties are bought for many reasons. Prices vary as reasons for buying 
change. Some of the reasons are:

•	Income–producing capabilities from a farming operation.

•	Income–producing capabilities and speculation.

•	Speculation and development (dividing into smaller parcels and/or subdivisions).

•	Amenities offered and supplemental income (smaller noneconomic units).

The procedures for mass appraisal of rural properties are:

•	Classify the land as to soil capabilities and prepare soil classification maps;

•	Establish value zones;

•	Collect water rights information;

•	Perform preappraisal set-up; and

•	Reappraise area.

Land Classification
Land classification is conducted in the field with the use of aerial photos. Compare the 
photo to the field conditions to discover any changes that may have occurred since 
the photo was taken, such as clearing, leveling, or irrigation. Determine characteristics 
such as soil depth and texture. Soil classification lines are drawn directly on the aerial 
photo. Examine the aerial photos to identify the land capabilities and uses. Obvious 
physical features such as cultivated land and rock outcroppings can be identified on the 
photograph. Document any changes on the aerial photo.

Transfer the land classification details from the aerial photos to the soil classification 
maps. In this way, ownership lines, land classes and acreage by land class for each 
ownership, as well as roads, ditches, and streams are on each map.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 11
	 Page 2 of 18

Land classes may vary somewhat from county to county. However, the following 
classing system is considered basic and will apply in most instances. For complete 
descriptions of land classes and subsymbols, refer to the Department of Revenue’s 
Farm Use Assessment Procedures, 150-303-422. 

The major classes are identified by roman numerals I through VIII.  

•	Classes I through IV cover land that is, or could be, tilled. I is best and IV is least desir-
able. These categories are referred to as crop land. 

•	Classes V, VI, and VII cover land generally not tillable because of steep slopes, rocky 
soils, and other limiting factors.

•	Class VIII is generally unusable land and is referred to as wasteland. 

In addition to the eight major classes, nine subsymbols are available to further classify 
the land. These are used in conjunction with the major classes:

k	 river bottom soils

b	 bench land

h	 hill land

of	 overflow

f	 nontillable land–suitable for clearing

cg	 clearing

cd	 cleared

rv	 reverted

m	 meadow

To help determine land classes, obtain information and land capability from soil surveys 
made by the Soil Conservation Service (SCS). Also, in certain areas, the Bureau of 
Reclamation maps indicate irrigation potential, and Army Corps of Engineers maps 
indicate drainage and related qualities. Guides to other sources of information about 
land capabilities and classes are available from the county extension service. See the 
following soil classification map as an example.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 11
	 Page 3 of 18

Example of Soil Classification Map

Value Zones

Basic land class values are established on a per-acre basis for each class of land. It is 
often necessary to divide the county into value areas or zones. Geological or economic 
conditions might change the value for the same class of soil in different areas. Variables 
such as rainfall, frost zones, and distance to market centers can result in different 
values for the same class of land. 
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Water Rights
Irrigation is an important addition to the land, provided the land can respond to the 
water. The same amount of water applied to two different types of soil can produce 
different benefits. This may result in different value levels of contribution from the water.

Water right priorities are based on the date the water right was established. The earlier 
the water right is established, the greater the right to benefit from available water.

When a water right is secured for a parcel of land through the application and approval 
process, that right is adjudicated to the land. The value of the water is generally 
reflected in the land value. The exception is where the water is applied to different 
parcels of land within the ownership in different years. In these cases, and in areas 
where water rights can be sold separately, the water may be valued separately from the 
land.

Water for irrigation can be obtained from several sources. Information regarding these 
sources or water rights in general is available from:

•	Irrigation district offices;

•	District Water Master; and

•	Water Resources Department.

Valuation of Water Rights
The value of water rights can be determined by comparing sales of similar land where 
one sale has water rights and another does not. Also, in areas where water rights are 
sold separately from the land, the value of the water right will be found in sales of the 
water right only. The local Water Master or Irrigation District should have record of sold 
rights. 

In areas where the water rights are not sold separately, the value can be determined by 
capitalizing the added production from irrigation into an indication of value for the water.
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Preappraisal Set-up
The steps are the same as discussed in Chapter 9. This chapter will focus on those 
procedures unique to farm and ranch properties.

Collect and Confirm Sales Data

Gather information concerning sales from sources such as deeds, realtors, and owners. 
Interview buyers and sellers to determine if sales are representative of the market. 
Verify the following sales information:

•	Personal property involved;

•	Building details;

•	Acres of crop land and production;

•	Need for crop deduction;

•	Income and expense data;

•	Participation in government programs; and

•	Any other items relating to value.

Determine Crop Deduction

ORS 215.203, 307.315, 307.320, 307.325, and 321.267 (1)(e) define items grown on 
agriculture lands that are exempt from taxation. They include:

•	Cultured Christmas trees;

•	Deciduous trees;

•	Shrubs;

•	Plants or crops (annual or perennial);

•	Hardwood timber; 

•	Nursery stock; and

•	Agricultural products.           

To make sure the value of the plants and crops are not included in the appraised value 
of the land, deduct the value of any deciduous trees, plants, and crops from sales 
before establishing base unit values.

For land in production (owner operator), deduct the value of any plants or crops 
included in a sale. Consider:
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•	The cost of the seed, shrub, nursery tree, or cutting;

•	 The cost of planting and establishing a crop;

•	 The risk involved;

♦	 Establishing the stand (loss implies replanting), 

♦	 Continuing the stand (loss of an annual harvest); and

•	 The quality and quantity of the stand.

If you have enough sales of bare land to establish the base value, the statutory 
provisions will have been met. However, this probably won’t occur except in areas that 
are primarily devoted to grain farming. In other areas, bare land sales may be only of 
sufficient quantity to provide a check on the value of the growing crop arrived at by the 
cost of establishing the stand.

You can get information about the cost of seed and planting costs from extension 
service offices, farmers, and others involved in agriculture.

For land not in production (bare) or leased land (no expenses to owner), no crop 
deduction is warranted.

Determine Base Unit Values

To develop an indication of value for each soil type contained in a sold property, rate 
the soils by their relative productivity. The typical productivity for each land class can 
be determined using information published by the Soil Conservation Service, Extension 
Service, or can be obtained directly from farmers. The indicated productivity is 
converted into percentages by using the predominate soil type as 100 percent. 

The value for the one-acre homesite is developed from comparable land sales. Use the 
average price per acre method explained in Chapter 8. The on–site development (OSD) 
value is then added to the one-acre value.
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Example:

	 Sales price	 $505,000

	 House and garage	 –75,000

	 Out buildings	 −45,000

	 Machinery and equipment	−60,000

Crop deduction	 –2,500	 (100 acres alfalfa @ $25.00/acre)

	 1–acre homesite	 −6,000	 (developed from comparison to rural land 
sales + OSD)

Class VII 9 acres	 −1000	 (allocated @ $100/acre) 

	 Total 	 –189,500 

Residual to farmland	 $315,500

Class II	 100 acres

	 Class III	 180 acres

	 Class IV	   80 acres

	 Class VII 	   10 acres

	 Total size	 370 acres

Typical production Class II land   = 6 ton alfalfa/acre

Typical production Class III land  = 4 ton alfalfa/acre

Typical production Class IV land  = 3.2 ton alfalfa/acre

Class III (4 ton) 		        = 100%
	 6 ton ÷	 4 ton 		        = 150% for class II

3.2 ton	 ÷ 4 ton 	       = 80% for class IV

Class II 	100 acres × 1.50           =150

Class III	180 acres × 1.00           =180

Class IV 	 80 acres × . 80              = 64

Total equivalent Class III acres     394

$315,500 ÷ 394 = $801 indicated average value per acre
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Class II	 Class III	 Class IV

	 $ 801	 $ 801	    $ 801
	 ×1.50	 ×1.00	 ×.80

 $1,201 per acre 	 $801 per acre 	 $640 per acre

Class II	 100 acres × $1,201 =	 $120,100

Class III	 180 acres × $   801 =	 $144,180

Class IV	 80 acres × $   640 =	 $  51,200

	            $315,480 ∗

	 ∗ Does not equal $315,500 due to rounding

Income Approach to Establish Base Unit Values

In areas where sales are insufficient to establish base values for different land classes, 
use the income approach to develop an estimate of value.

Collect information about cash rents, share rents, production, and expenses from 
farmers, extension service, rural property managers, and lending agencies. Analyze 
the available sales to determine the expected rate of return by investors in agricultural 
properties. Convert the average income for each land class to an indication of value.

Developing Rate of Return

Sale #1 ($17,000 down, balance @ 7%)	 $169,000

Improvements	 – 85,000

Personal property	 – 17,000

1 acre homesite (+OSD)	 – 6,000

	 – $108,000

Net to farmland	 $ 61,000
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	 Typical net	 Net
Acres	 Class	 Rent/acre	 Exp/acre	 Income/acre	 Income

65.0	 III	 $41.75	 $2.75	 $39.00	 $2,535

25.0	 V	 $18.75	 $ .75	 $18.00	 $   450

	 Total net income to farmland 	 $2,985

$2,985 ÷ $61,000 = 4.9% overall rate (including taxes).

Each sale is analyzed as shown above. The indicated capitalization rates are tabulated 
into a final estimate of the applicable rate to be used.

Developing Base Unit Values by the Income Approach

After typical income for each class of farmland is established, divide the net income by 
the rate to develop the value for that class.

Example:

Class II

	 Net income $59.00 per acre ÷ 4.9%	 = $1,204

	 Class II base value	 $1,200 (rounded)

	 Class III

	 Net income $39.00 per acre ÷ 4.9%	 =	 $ 796

	 Class III base value	 $ 800 (rounded)

	 Class IV

	 Net income $31.00 per acre ÷ 4.9%	    =	 $ 633

	 Class IV base value	 $ 630 (rounded)

	 Class V

	 Net income $18.00 per acre ÷ 4.9%	    =	 $ 367

	 Class V base value	 $ 370 (rounded)

The indicated rate of return developed from sales of farm properties will usually be 
much lower than rates found from sales of other properties. This is due, in part, to the 
amenities involved but is primarily due to anticipated appreciation of the land value.
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Developing A Base Value Schedule
Indicated values by land class from the sales and/or income approach are tabulated to 
develop the final base unit values as follows:

	 SALE	 II	 III	 IV	 V	 VI	 VII
	  1	 $1,201	  	 $633 		  $210	  

	  2		  $780			   $170	 $95

	  3		  $815		  $360

	  4	 $1,204			   $385		  $111

	 5			   $655		  $203

	 6	 $1,225	 $796				    $85

	 7			   $600	  $375	

	 8	 $1,190

	 9			   $664

	 10					     $225

Totals		  $4,820	 $2,391	 $2,552	 $1,120	 $808	 $291

Mean		  $1,205	 $   797	 $   638	 $   373	 $202	 $  97

Base Value Conclusion	 $1,200	 $   800	 $   640	 $   370	 $200	 $100

Appraisal Benchmarks
Benchmark farms are established to provide a standard for each class of land within 
each value zone in areas where sales are lacking. The properties selected are those 
that best represent the typical farm or ranch operation in the area. 

A detailed appraisal is made of the benchmark properties on an individual basis using 
the sales comparison and income approaches.

Example:
Appraisal of Jones farm
Benchmark number three
Zone one

Summary of pertinent facts and conclusions:

1.	 Market value conclusion	 $160,000
	 a.	 Indication by sales comparison	 $160,100

	 b.	 Indication by income approach	 $159,510
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2.	Purpose of the appraisal: To establish a standard for uniform application of base 
unit values.

3.	Location: The subject property lies just north of Lip Creek county road in the Round 
Hill district. Almost all farming is diversified and demand is high for properties in this 
area. Markets for all farm products are within 20 miles.

4.	Soils: The tillable land of the subject is mostly Woodburn and Wapato soils. The 
classification is as follows:

	 99.5	 acres	 II
	 15.5	 acres	 III
	 29.5	 acres	 IV
	 11.0	 acres	 V
	 1.0	 acres	 VI

	 51.5	 acres	 VII
Total	 208.0	 acres	

5.	 Sales comparison approach
Unit value from	 Total

	 Class	 Acres	 Base schedule	 Value

	 II	 99.5	 $1,200	 $119,400

	 III	 15.5	 800	 12,400

	 IV	 29.5	 640	 18,880

	 V	 11.0	 370	 4,070

	 VI	 1.0	 200	 200

	 VII	 51.5	 100	 5,150

				    $160,100

6.	 Income approach

Approximately 120 acres are used for rotation between row crops and oats. Typical 
rent for this type land is $60 per acre. The balance of the property is used for 
pasture. Estimated carrying capacity − 195 AUMS.

Gross income
120 acres @ $60/acre		  $7,200
195 AUMS @ $5.50 per AUM		  +1,072
Total income		  $8,272
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Expenses
Management 3%	 $248	
Fence maintenance $1 per acre	 +208	
	 $456

Net income  ($8,272 - $456)	 $7,816

Capitalization            $7,816 ÷ 4.9% = $159,510

Note:  The capitalization rate is developed by comparison. Net income to farmland is 
divided by net sales price of farmland. ($7,816 ÷ $160,100 = 4.9%)

7.	Reconciliation and final estimate of value: The value of the subject land indicated 
by sales comparison is $160,100. Indication of value by income of $159,510 supports 
the conclusion of value arrived at by comparison and the final estimate of value is set 
at $160,000.

8.	 Addenda

a.   Area map showing location of subject and sales.

b.   Soil classification map of subject.

c.   Comparable sales and analysis chart.

d.   Capitalization rate analysis chart.

e.   Value schedule - Zone 1.

The benchmark appraisals are used for a comparative standard for the appraisal of 
properties in the area. You should use these for references to tie the schedules to the 
properties you will be appraising.

Valuation of Rural Buildings
The valuation of rural buildings is divided into two parts: dwellings and farm buildings. 
In each case, the beginning point is the development of the replacement cost by using 
the Cost Factors for Residential Buildings or the Cost Factors for Farm Buildings. An 
example of a building diagram card showing the location of farm buildings in relation to 
the residence follows: 
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Dwellings
The residential buildings on farm properties are influenced by many of the same factors 
that determine value for single family dwellings. The best support for market indications 
and depreciation guides may be developed by using data gathered from sales of tract type 
properties in an area having similar amenities. Generally, the appraiser follows the same 
procedures used for improvements on rural tract properties, as discussed in Chapter 9.

Farm Buildings
Review the farming operations in the area to establish building benchmarks that indicate 
the types and sizes of the buildings that constitute functional improvements.

With the typical types of farm buildings in mind, you can answer the following questions 
to develop a reasonable value estimate for farm buildings.

•	In your judgment, what is the estimated physical condition? 

•	Does the building now, or could it, provide practical shelter for livestock, grain, feed, ma-
chinery, or supplies on the subject property?

•	Does the building conform to the present farming systems of the area? If not, could it be 
economically altered to fit?

•	Does all or part of the building contribute to the value of the farm?

•	Is the building typical of the area?

•	If the building were destroyed, would it be replaced by the same building today?

•	Does the building add an aesthetic value that the market recognizes?

In most cases, answering these questions will help determine the amount of accrued 
depreciation that applies to a particular farm building. Farm buildings not used for their 
original purpose should be adjusted to reflect the present usefulness or aesthetic value, 
rather than the use intended by its original design.

Due to changing farming methods and/or crops, it is common to find farm buildings that 
are limited in use or completely unnecessary to the present farming operation. You must 
estimate the usefulness of the buildings. Often, buildings with little or no utility are given 
a value by appraisers merely because the building exists. However, your value estimate 
should reflect actual market value. If a particular building does not have value to purchasers 
it should not be included in the appraisal as a value item. It is correct, however, to note 
the existence of the building on the appraisal card and state a reason for zero value (if the 
account is an improvement only account, the overall value cannot be zero).
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Example of Percent Useful:

The subject building is a 3,000 sq. ft. loft barn in good physical condition. However, due 
to changing farming practices it is now used as a machine and seed storage building. 
New construction in the area for the same use is typically a 2,000 sq. ft. utility building. 
The physical percent good of the subject is estimated at 75 percent. To find the percent 
useful, the cost new of the replacement building is divided by the cost new for the 
subject building. The costs new are estimated by using the cost factors contained in the 
Department of Revenue’s Cost Factors for Farm Buildings.

1.  Calculating Replacement Cost New:

Class 5 utility building

2000 sq. ft. × $6.70 =	 $13,400 (cost new)

Class 5 loft barn

3000 sq. ft. × $10.40 = $31,200 (cost new)

2.  Calculating the Percent Useful:

Utility building ÷ loft barn = percent useful

$13,400 ÷ $31,200 = 43%

Note:	 Physically, the loft barn appears to be approximately 75 percent good. 

3.  Calculating the Percent Good:

75% physical × 43% useful =	 32%  good

Depreciated replacement cost = $31,200 × .32 = $9,980  (rounded)

Other forms of functional obsolescence must be considered separately. The above 
technique does not measure obsolescence resulting from poor layout and design. 
Examples of these include low ceiling height, support posts set closely together, and 
other items that restrict use.

Another type of functional obsolescence is over-improvement caused by a super 
abundance of buildings. Each building may be typical of the building type needed for the 
present highest and best use of the land. Due to a surplus number of buildings, each 
building is assigned a portion of the obsolescence reflected in the total. For example, 
there are three hay storage barns on a property that needs only two. In such a case, 
each building suffers an equal amount of functional obsolescence. If one of the buildings 
is unfavorably located and is seldom used, most or all of the obsolescence would likely 
accrue to that building.
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Reappraisal

Applying Land Values

Record the number of acres of each class, basic unit value per class, and site 
adjustments for each parcel on the land appraisal record. Check the property to 
determine if other adjustments that may influence value are needed. These adjustments 
include items such as location, access, size and shape of fields, frost pockets, 
homesite, access and flooding problems. These adjustments are not included in the 
basic classification and are applied as a plus or minus adjustment, based on market 
indications.

However, as the property becomes less of a farm enterprise, the land class may not 
provide a guide to the value. Recreational property values may be the same for all 
classes of land, or may even be higher for the less productive land classes.

The following illustrates information necessary for land appraisal.
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As you reappraise farm and ranch properties, frequently review the verified sales and 
developed benchmarks. These reviews will help you apply the base values uniformly 
and to make reasonable adjustments to properties that vary from the norm. 
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Chapter 12

Common Ownership Properties
Condominiums
The term condominium comes from Latin and generally means “common ownership.” 
All condominiums have elements of common ownership set out in their declarations of 
creation or incorporation.

Condominium properties can be held in fee simple or leasehold ownership and are 
subject to unit ownership by declaration as defined in Chapter 100 of the Oregon 
Revised Statutes. The declaration must contain:

•	A description of the land subject to unit ownership;

•	A name and a description of the improvements subject to unit ownership;

•	A description adequate to identify each unit of ownership;

•	A description of all common elements;

•	An allocation of undivided interest in the common elements and a description of the lim-
ited common elements;

•	A method of determining liability;

•	The voting rights allocated to each unit of ownership;

•	A statement of use—residential or other;

•	A procedure describing voting requirements; and

•	A statement of the association’s authority to conduct miscellaneous business.

Units and Common Elements
A unit is part of a property subject to individual ownership. A legal description unique to 
that individual property identifies it. The declaration usually designates the interior finish 
surfaces as belonging to the individual unit. All interior nonbearing walls, fixtures, doors, 
electrical fixtures, appliances, and plumbing fixtures are typically part of the unit.
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Each unit also has an undivided interest in the common elements. The amount of this 
interest is set forth in the declaration and is typically part of the legal description of the unit.

The “common elements” belong to the condominium association as set forth in the 
declaration. Common elements typically include: each unit’s foundation, bearing walls, 
exterior covering, roof, roof cover, base wiring, base plumbing, and decks. 

Commonly owned items include: all recreational facilities, miscellaneous improvements, 
on-site development, and landscaping. Land, including that land under the units, is part 
of the common ownership. 

Land that the developer reserves for future expansion is not commonly owned.

Valuation
Each unit, including its undivided interest in the common elements, is valued as a single 
parcel of real property. This concept is the same for units in lease-fee ownership. For 
tax purposes, only a single “unit” RMV, including value attributable to the common 
elements, is calculated. 

The value of the land and the commonly owned elements are almost impossible to 
accurately extract on a per-unit basis. This makes the cost approach unreliable (ORS-
100.555).

The market approach is the preferred method of valuation for condominiums. You may 
assume that the sales price reflects any additional value contributed by the common 
elements.

Units within the same complex may not have the same amenities and each 
condominium complex will have different characteristics and amenities. To compare 
different units or complexes, conduct a matched-pairs analysis to extract the value 
contributed by different characteristics and amenities. Any of the following features or 
amenities may cause a difference in a unit’s values:

•	Parking facilities;

•	End unit vs. interior units;

•	Floor level—especially in high-rise buildings;

•	Unit size and functionality;

•	Number of bedrooms or baths;

•	Traffic;

•	Waterfront;
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•	View;

•	Condition at time of sale; and

•	Location.

The following examples of matched-pairs analysis demonstrate the primary way to 
extract adjustment factors for characteristic differences between units.

Example 1:

An average-quality complex built in 1985 is three stories and has no elevator. Unit 134 
is an interior unit on the first floor and unit 321 is an interior unit on the third floor. Both 
are 1,300 square feet, have three bedrooms, two baths, and are in similar physical 
condition. Unit 321 sold in March for $75,000. Unit 134 sold in April for $80,000. 

The $5,000 difference in price is attributed to the perceived locational advantage 
enjoyed by the unit on the first floor. Verify with the purchaser that climbing two flights of 
stairs to access the unit on the third floor was a disadvantage.

Example 2:

In the same complex, consider a third sale for comparison. Unit 118 is on the first floor, 
it is an interior unit with 1,575 square feet, has three bedrooms and two baths, and is 
in average condition. This unit sold in February for $85,000. When compared to Unit 
134, size is the only difference. The $10,000 difference in price is attributed to size. This 
should be confirmed with one or more parties involved in the sale.

Verified market-related differences should be used to value each unit. List the indicated 
unit values in the preappraisal analysis in order to explain value differences to taxpayers 
and as a reference to improve valuation uniformity. 

An example of a Condominium Set-Up Summary is on the following page. Some 
valuation systems allow direct placement of the indicated values on an account-by-
account basis. Other systems may require cost modifier calculations to bring individual 
units into alignment with the market.
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Example Appraisal Set-up Summary:

Property: Green Wood Condominiums

Location: 111 Forest Road, Big City

Description: Built in 1979, the condominiums are of average quality construction. There 
are 80 units in four separate, two-story structures. Each unit has a single car, detached 
garage. The exterior has medium weight composition roofing and T-111 siding. There 
are three floor plans of varying size, number of bedrooms, and number of bathrooms. All 
units have a basic set of appliances and gas fireplaces. 

Common elements:  

•	Swimming pool—20 × 40 feet

•	Concrete decking—2,000 sq. ft.

•	Asphalt paving—10,000 sq. ft. 

•	Landscaping—1.1 acres

•	Total Land—6.75 acres

Base Unit Values: Base unit values assume average maintenance. Condition 
adjustments may be necessary for units displaying nontypical maintenance. These 
values are for the January 1 assessment date.

Three-Bedroom, Two-Bath Units

End Units	 1,300 sq. ft.	 $70,000

Interior Units	1,300 sq. ft.	 $65,000

End Units	 1,500 sq. ft.	 $77,000

Interior Units	1,500 sq. ft.	 $72,000

Two-Bedroom, One-Bath Units

End Units	 1,156 sq. ft.	 $63,500

Interior Units	1,156 sq. ft.	 $58,500
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Timeshare Estates
Timeshare estates are residential properties where fractional interests are bought and 
sold. Use of the property is restricted to specified periods or amounts of time. These 
properties can be a single-family dwelling, a lodge, individual hotel-type room(s), a 
full condominium-type complex, or a recreational vehicle park. The main difference 
distinguishing these properties from other residential property is the fractional interest 
ownership combined with the use restricted to a specified period of time (ORS 94.803-
809).

Timeshares are to be valued and taxed as though each living unit is owned by a single 
taxpayer.

Valuation
Valuation of timeshare properties is controlled by ORS 94.809. This statute mandates 
in subsection (1) that “any nonreal property components of timeshares” be excluded 
from real market value (RMV) including tangible personal property, exchange rights, 
club memberships, vacation convenience services (such as hotel-type services), the 
management structure of the timeshare, and that portion of the legal, accounting, 
promotional and marketing costs in developing and selling the timeshares allocable 
to the nonreal property components. Subsection (2) states that RMV be “determined 
by taking the value of each individual living unit as if such living unit were owned by a 
single taxpayer” and adjusting that value by the amount attributable to the marketing 
of the timeshare property in increments of time. The statute includes a rebuttal 
presumption of a 20 percent increase in value for timeshare property over single 
ownership property.

The valuation of timeshare property is similar to that for a condominium. For the same 
reasons as stated in the section for Valuation of Condominiums, the market approach 
is the preferred method.  One should derive from market transactions of condominium 
units a base value for each size, location, etc. of units within the complex. While this 
may pose a challenge if there are no sales of individual units with single ownership 
interests within the same complex, sales of similar units from complexes with similar 
amenities may need to be used. Once base values are determined, the base should 
be increased by 20 percent as provided in ORS 94.809(2). The party objecting to 
the 20 percent presumptive increase bears the burden of establishing an adjustment 
to account for any increase or decrease attributable to the fact that such timeshare 
property is marketed in increments of time.



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 12
	 Page 6 of 13

Case law is very limited for timeshare valuation. Magistrate Case No. 981747, 
”Sandpiper Timeshare v. Lincoln County,” November 29, 1999, gives some guidance. 
Also, an article in the Appraisal Journal 3 (January 1999) Edgar B. Madsen, Timeshare 
Tax Assessment: Price versus Market Value, explains that “timeshares are expensive to 
operate, involve risk initially and to keep viable, and in general have a value equal to a 
similarly equipped individually owned condominium.”  

Please see addendum at the end of this chapter.  

•	If there are separate recreational facilities associated with the timeshare and they are 
not part of the common area of the complex as stated in the declaration, they need to be 
valued and assessed separately. 

Example of Calculating Timeshare Estate RMV:

See example under Valuation of Condominium. To that value, add a presumptive 20 
percent. If there are recreational facilities not included as common area as part of the 
timeshare complex, they need to be valued and assessed separately from the living 
units complex.

Taxation of Timeshare Estates
All timeshare living units are listed as single accounts [ORS 94.808(2)] and the managing entity, 
acting as agent for the owners, is responsible for payment of the taxes. 

The recreational facilities may not always be included in the declaration as common area owned 
by the unit owners. If they are not included in the common area, they are valued separately and 
assessed to the managing entity.

Planned Communities
Planned communities are properties where, in addition to the ownership of an individual 
lot, the property owner automatically has an undivided interest in all of the commonly 
held property of the homeowners’ association (ORS 94.550).

Planned communities must be residential in nature and are not timeshare estates or 
condominiums. They are communities of single ownership. Each lot has an individual 
legal description and tax lot number. The most common planned communities are 
individually owned lots with single-family or attached dwellings. 



150-303-415 (Rev. 10-2012)	 Appraisal Methods for Real Property	 Chapter 12
	 Page 7 of 13

The commonly held property may include, but is not limited to: land used as buffer 
strips, parks, community centers, and recreational facilities such as pools, tennis courts, 
and basketball courts.

Valuation

Each lot and accompanying improvements, if any, are valued separately. Commonly 
held land and improvements are not valued separately. Use either the market approach 
or the cost approach to determine value. See Chapter 6 for more detailed information 
on acceptable appraisal methodology.

If the cost approach is used, you must adjust it to reflect the sales prices for the planned 
community. This step is necessary because any contributory value of the commonly owned 
property is presumed to be included in the individual sale prices. The most common way to 
adjust cost is to apply a location modifier to the improvement value.

Establish land values by using the land sales until the time the community is fully 
developed. When the community is fully developed, use the land-to-building ratio to 
maintain proper land and building values.

Summary 
Each type of commonly owned property described in this section has similarities 
either in ownership or in valuation requirements. The following chart provides a quick 
reference to compare the differences. 

Common Ownership Differences

		  Condos	 Timeshare	 Planned
				    Community

	 Value = 100 percent of RMV 	 Yes	 Maybe	 Yes

Value = 120 percent of Single
Ownership Sale	 No	 Presumptive	 No

	 Separate Common
	 Element Value	 No	 Possible	 No

	 Separate Land Value	 No	 No	 Yes
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ADDENDUM

Sandpiper Timeshare v. Lincoln County Assessor  
1999 WL 33117358  
Or.Tax Magistrate Div.,1999.  
Dec. 13, 1999. (Approx. 4 pages)  

Only the Westlaw citation is currently available. 

AMENDED DECISION
 
ROBINSON, Magistrate. 
*1 Plaintiffs’ appeal involves the real market values (RMV) of twelve timeshare units in a 
complex located in Lincoln City for the 1997-98 tax year. The appeal is timely off Orders of the 
Lincoln County Board of Property Tax Appeals (board). 
Appearing at trial for plaintiffs were Leonard Erpelding, the timeshare association manager, 
Ronald Rubin, President of the timeshare properties, and Frank Lasher, Consultant. [FN1] 
Defendant appeared through Charles Gross, an appraiser with the Lincoln County Assessor’s 
Office.

STATEMENT OF FACTS
The subject property is a former motel that was expanded and converted to condominiums 
in the early 1980s. There are 18 units in the complex, six of which are wholly owned. The 
remaining twelve, which are the units under appeal, are divided into 48 to 50 weeks of separate 
ownership and sold on a timeshare basis. Each timeshare owner has a 1/48th or 1/50th interest 
in a particular unit. The specific week per year that may be occupied is a right determined at the 
time of sale. Some owners have a fixed week each year while others have “floating” weeks. 
Sandpiper maintains an affiliation with an organization called Resort Condominiums, Inc. (RCI). 
Some timeshare owners at Sandpiper maintain individual memberships with RCI for an annual 
fee of $84, which allows them to exchange their right to occupancy at the Sandpiper for another 
RCI affiliated resort. The exchange is based on a complicated preference system. An exchange 
fee of $118 (domestic) or $150 (international) is charged if an RCI member exercises the right of 
exchange in any given year. 
The parties divide the units at issue into three classes, referred to as “6’s”, “7’s”, and “8’s”. 
The 6’s are the smallest at 505 to 546 square feet. The 7’s are 885 square feet and include 
a fireplace and a Jacuzzi. The 8’s are 1,252 square feet and include a fireplace, a second 
bedroom and 6-person hot tubs. 
The condominiums originally sold for $4,500 to $8,500 per timeshare interest (one week 
ownership interest per year), after physical upgrade and remodeling of the units. When 
originally marketed, a 43 percent sales commission was paid to Summers Realty, a professional 
marketing organization specializing in timeshare sales. The typical sales commission for real 
estate is six or seven percent. An average of 49 interests were sold in each condominium unit. 
There are 588 weeks owned by timeshare arrangement (12 condominiums x 49 weeks = 588). 
Resale prices of timeshare weeks in the subject property between April 1995 and August 1997 
ranged from a low of $1,300 to a high of $4,000. Of the 14 sales during that period, all but 
two sold for less than $3,000. (Ptfs’ Attachment 3). The majority sold for between $2,000 and 
$2,500. 
There are certain dues paid by timeshare owners to cover the costs of cleaning, hospitality 
and management. The annual cost per “owner” (based on fractional interests of 1/48th or 
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1/50th) is between roughly $250 to $375, depending on the size of the unit. (Ptfs’ Written 
Narrative, dated Feb. 24, 1999, at 4). There is also an annual fee of $25. Plaintiffs contend 
these expenses are not related to the real property and stem from the unique timeshare mode 
of operation. Accordingly, plaintiffs assert that these costs should not be included in the RMV. 
The uncontroverted testimony was that in some cases timeshare owners have given away their 
property interest to avoid these annual costs and that some recipients of that unpurchased 
interest later relinquished title. 
*2 The pertinent assessment data is set out in the footnote below. [FN2] County RMVs for the 
six timeshare units referred to as 6’s range from $100,840 (unit 206) to $109,030 (units 104, 
203, 204). The 7’s have RMVs of $135,930, $147,250 and $152,920. The 8’s are valued (RMV) 
at $208,330, $224,350 and $232,370. These values are said to include a 20 percent upward 
adjustment applied by the Assessor’s Office pursuant to ORS 94.809 (below). Plaintiffs object to 
the increase over single ownership units, because the increase is referred to in the statute as a 
reputable presumption which plaintiffs believe is overcome by the evidence. 
Plaintiffs request the following relief:  
1. Removal of the 20 percent increase in value provided by statute;  
2. Removal of the nonreal property components value; and  
3. A further adjustment to reflect the alleged decrease in value attributable to the marketing of 
fractional interests in time increments.

COURT’S ANALYSIS
The parties agree that the applicable statute is ORS 94.809, which mandates in subsection (1) 
that “any nonreal property components of timeshares” be excluded from RMV and, in subsection 
(2), that RMV be “determined by taking the value of each individual living unit as if such living 
unit were owned by a single taxpayer” and adjusting that value by the amount attributable to the 
marketing of timeshares in increments of time. The statute includes a rebutable presumption of 
a 20 percent increase in value for timeshares. ORS 94.809(2). There are no reported cases 
addressing the statute. Nor have any administrative rules been promulgated. 
The Assessor’s Office valued the units based on comparable sales to determine a base value, 
and then increased the base value by 20 percent, as provided in ORS 94.809(2). No 
adjustments were made under subsection (1) of ORS 94.809 to remove any nonreal property 
components. Defendant contends such costs are not part of their value. Plaintiffs disagree, 
arguing that the Assessor has included nonreal components which must be removed. 
At trial, defendant’s approach to establishing the validity of the RMV on the rolls for 1997-98 was 
fairly straightforward and depicted in tables for the three size units involved. (Def’s Ex 3, 4 & 5). 
Mr. Gross starts with a base value for each size unit, derived from market transactions of 
condominium units, including recent sales of units in the Sandpiper complex. All comparables 
are ocean front condominiums or motel units in Lincoln City with floating populations (as 
opposed to residential, one owner units). He makes slight adjustments within each class (6’s, 
7’s and 8’s) for time, size and “miscellaneous” features (beach access, parking, etc.). Adding to 
that the 20 percent statutory increase produces final indicated values which, he argues, support 
the values (RMV) on the tax rolls. 
For their part, plaintiffs present a more complex approach to value, based on actual sales of 
units within the Sandpiper complex between 1995 and 1997, plus individual timeshare week 
sales. A weighted formula is applied to the timeshare sales. Plaintiffs assert that, collectively, the 
sales demonstrate that market values are well below the values set by the Assessor. 
Additionally, units offered for sale are introduced, presumably to demonstrate reduced interest 
and thus lower values because of reduced asking prices. (Ptfs’ Ex 4). As an overall indication of 
value, plaintiffs make adjustments to the Assessor’s base value to remove the 20 percent 
statutory increase and then make further adjustments to account for other expenses allegedly 
not part of the realty. 
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20 Percent Increase 
*3 The first question is whether the 20 percent statutory increase is appropriate in this case, 
either wholly or in part. The relevant portion of the statute reads:  
“(2) The real market value of timeshare property, other than the recreational facilities, shall be 
determined by taking the value of each individual living unit as if such living unit were owned by 
a single taxpayer, without having been timeshared, and adjusting such value by an amount 
necessary to reflect any increase or decrease in such value attributable to the fact that such 
timeshare property is marketed in increments of time. There shall be a rebutable presumption 
that the value of such timeshare property is increased by 20 percent of its value under single 
ownership by virtue of being marketed in increments of time. If the managing entity or assessor 
contends that the adjustment due to such ability to market in increments of time is less than or 
greater than an increase of 20 percent of the single ownership value, then the burden of 
establishing such adjustment shall be upon the party so contending.” ORS 94.809. 
As can be seen from the quoted text above, the party objecting to the 20 percent presumptive 
increase bears the burden of establishing an adjustment thereto. Id. The adjustment is to 
account any “increase or decrease * * * attributable to the fact that such timeshare property is 
marketed in increments of time.” Id. The statute presumes an increase in value over similar non- 
timeshare units of 20 percent. 
In rebutting the presumption, plaintiffs relied primarily on resales of individual timeshare weeks 
within the Sandpiper. Defendant used sales of nearby ocean front condominium/motels with 
floating populations. A careful review of the evidence suggests the 20 percent presumptive 
increase is not appropriate for all units. 
Looking first at plaintiffs’ evidence, the formula used is based on individual timeshare resales, 
which are then weighted to recognize differing values for different time periods. (Ptfs’ Exs 1, 2 & 
3). Mr. Gross acknowledges that resale prices of timeshares are “notoriously low.” The evidence 
bears this out with regard to the Sandpiper. While original purchases in the 1980s were between 
$4,500 and $8,500 per timeshare week, resales in the mid-90s are between $1,200 and $4,000. 
(Ptfs’ Attachment 3 and Ex 1). A crude examination of the sales data reveals initial purchases 
were at least twice their resale price ten or more years later. According to plaintiffs, lower resale 
prices are typical for timeshares because only one week is generally for sale, which makes 
these listings unattractive to Realtors, who are paid a small percentage of the selling price (6 or 
7 %). 
The court finds some merit in that explanation. An additional factor, and one perhaps more to 
the point, is that initial sales of timeshares typically involve high pressure sales techniques 
because volume sales are needed to get the operation up and running and multiple sales are 
necessary (49 here) to “sell” each unit. Edgar B. Madsen, Timeshare Tax Assessment: Price 
Versus Market Value, The Appraisal Journal 3 (January 1999). The article explains that 
timeshares are expensive to operate, involve greater risk initially and to keep viable, and in 
general have a value equal to a similarly equipped individually owned condominium. Id. This 
may explain why the statute provides for removal of nonrealty components in determining value. 
However, the ultimate goal in the context of this valuation appeal is to establish market value, as 
required by ORS 308.205. 
*4 Looking again at plaintiffs’ evidence, there are problems with their methodology. Principal 
among them is that sales were limited and extrapolations produce widely disparate conclusions 
that cannot be adequately reconciled. For example, adjusted annual timeshare values from 
actual sales show values for the 6’s ranging from $76,000 to $114,000 in 1995 and an indicated 
1997 value (unit 204) of only $50,000. (Ptfs’ Ex 2, at 3). Moreover, unit 204 had an indicated 
value of $100,000 in 1996 and only $50,000 a year later. Id. Similarly, unit 308 dropped, by 
plaintiffs’ estimation, from $156,000 in 1995 to $99,000 in 1997. The explanation lies in part with 
the fact that while intuitively some time periods (summer) are more popular for tourists and thus 
should have higher sales prices, actual sales did not follow that pattern. This appears to have 
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confounded plaintiffs’ weighting. Plaintiffs did not argue, and the court does not believe, that the 
market declined drastically between 1995 and 1997. Rather, the difference in units sold 
confounded plaintiffs’ extrapolations. 
Plaintiffs’ own evidence seems to support defendant’s RMVs for the 6’s. Plaintiffs determine a 
range of between $100,000 and $114,000 in 1996 (Ptfs’ Ex 3, at 3) and defendant’s 1997 roll 
values for these units are between $101,000 and $109,000 (rounded). Sales of wholly-owned 
units within the Sandpiper also support the county’s roll values for the 6’s. One unit sold in June 
1996 for $100,000 and another in August 1997 for $130,000. (Ptfs’ Ex 1, at 2). As explained 
above, at least one commentator found wholly-owned units have values similar to timeshare 
units. Madsen, The Appraisal Journal at 3. Therefore, the 20 percent statutory increase provided 
by ORS 94.809(2) is appropriate for the “6’s”. That is, there is no basis for reducing RMV roll 
values for these units. 
The “7’s” tell a similar story. Indicated values, derived from sales deemed comparable by Mr. 
Gross, generally exceed the RMV on the rolls. (Def’s Ex 4). Plaintiffs had little information on 
this category, because few “7” timeshare sales occurred (all in 1997). Plaintiffs’ indicated value 
is $85,000, which is at least $15,000 below the value of the lesser quality 6’s as established by 
their own data. This may be explained by the fact that the middle category within this size unit 
(“Blue” = near-peak) sold for more than the better period (“Red”). (Ptfs’ Ex 1, at 1). Whatever the 
explanation, the court finds plaintiffs’ evidence in this instance unpersuasive. Defendant’s 
evidence suggests market value is equal to (Unit 107) or above (Units 207 & 307) RMV on the 
rolls. (Def’s Ex 4). Accordingly, the 20 percent increase, said to be a part of current roll values, is 
appropriate for the 7’s as well. No adjustment in RMV is warranted. 
A different conclusion is drawn with respect to the 8’s, based on the county’s own data, in that 
indicated market values are considerably below current roll values. [FN3] This evidence argues 
against application of the statutory increase for the 8’s. The court finds defendant’s market 
evidence supports values of $170,000 for unit 108, $190,000 for unit 208 and $210,000 for unit 
308. The court is mindful of the fact that plaintiffs dispute the higher value determinations for 
second and third floor units but they have not supported their objection with persuasive 
evidence. 
*5 Having established that the 20 percent increase is unsupported by the evidence with regard 
to the upper end units (8’s), but appropriately applied to the other units, the court turns to 
plaintiffs’ second concern. 
Removing Nonrealty Components 
Plaintiffs propose an elaborate formula for adjusting the county’s RMV to remove “nonrealty” 
components. For its part, defendant responds that these components are not part of their roll 
values. 
A review of the pertinent portion of the statute is in order. ORS 94.809 provides in part:  
“(1) The real market value of timeshare property shall not include any nonreal property 
components of timeshares, which nonreal property components include, without limitation, 
tangible personal property, exchange rights, club memberships, vacation convenience services 
such as hotel-type services and the management structure of the timeshare plan, and that 
portion of the legal, accounting, promotion and marketing costs in developing and selling the 
timeshares allocable to the nonreal property components. The real market value of timeshare 
property shall not be based upon the aggregate sales prices of timeshares, if such sales prices 
include nonreal property components.” 
The statute clearly proscribes inclusion of nonrealty components in establishing value, but the 
county’s evidence suggests that in most cases the RMV on the roll is below market. If that is 
true, nonrealty components are not a part of RMV and it would be improper to deduct them from 
the roll value. 
There are several readily discernable problems with plaintiffs’ six step formula. Principal among 
them is the subtraction of exchange costs borne by an individual timeshare owner who desires 
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to swap his one week occupancy at the Sandpiper for another location. These costs are not a 
necessary part of timeshare ownership but instead are voluntarily assumed. There are two such 
fees, the $84 annual fee, paid to join the organization, and the actual exchange fee, which only 
becomes due if the owner chooses to swap locations. Again, both are voluntary and not a 
necessary cost of timeshare ownership. Moreover, these costs are paid by the individual 
owners, not the timeshare organization. It could easily be argued that value would be higher 
without these additional, ongoing expenses. 
Another, more fundamental problem with plaintiffs’ proposed methodology is that certain 
expenses are deducted from the county’s RMV roll value and it is not clear they are included by 
the county. 
Plaintiffs suggest the court mechanically remove annual fees and dues and exchange costs. 
The annual dues and fees (excluding the exchange fees discussed above) amount to between 
$272 and $402 per “owner”, depending on the unit. Plaintiffs assert that these dues and fees, 
which are paid by timeshare owners to cover the costs of room cleaning, hospitality services, 
and management expense, are unique to timeshare operations as compared to owner-occupied 
condominiums. The court would agree. However, while the statute certainly precludes the 
inclusion of nonreal property components, the question is whether they have in fact been 
included. The evidence is unclear, but suggests they are not part of the current roll values. The 
market values demonstrated in defendant’s report tend to support current roll values, except for 
the “8’s”, as explained above. Plaintiffs’ values are unreliable. Accordingly, no further 
adjustments are warranted. 
Time Increment Marketing Adjustment 
*6 Turning to the final issue raised, plaintiffs contend that an adjustment is necessary to account 
for the fact that timeshares are marketed in time increments. This contention is presumably 
based on the language in subsection (2) of the statute. The court does not agree that such an 
adjustment is warranted. 
The language in subsection (2) provides for an adjustment to RMV “to reflect any increase or 
decrease in such value attributable to the fact that such timeshare property is marketed in 
increments of time.” ORS 94.809(2). This language, however, is part of the 20 percent 
presumption discussed above, which the court has concluded is appropriate for all but the upper 
end units (108, 208 & 308). It does not open the door to a separate adjustment. 
The statute begins by establishing that “[t]he real market value of timeshare property * * * shall 
be determined by taking the value of each individual living unit as if such living unit were owned 
by a single taxpayer, without having been timeshared, and adjusting such value by an amount 
necessary to reflect any increase or decrease in such value attributable to the fact that such 
timeshare property is marketed in increments of time.” ORS 94.809(2). It then provides for a 
rebutable presumption “that the value of such timeshare property is increased by 20 percent of 
its value under single ownership by virtue of being marketed in increments of time .” Id 
(emphasis added). This factor has already been addressed.

CONCLUSION
Plaintiffs have asked for a reduction in the RMV of certain timeshare condominium units 
on three grounds. They rely on ORS 94.809 for relief. The court has carefully reviewed the 
evidence and the law and concludes some relief is appropriate based on an adjustment to the 
statutory increase found in subsection (2), which exists as a presumption that may be rebutted 
either by the owner or the Assessor. Specifically, the RMV of the upper end units, referred to by 
the parties as “8’s”, is reduced as set out below. The RMV of the other units under appeal is not 
changed. 
IT IS THE DECISION OF THE COURT that, for tax year 1997-98, the value was as follows:  
-- the RMV of unit 108 was $170,000;  
-- the RMV of unit 208 was $190,000;  
-- the RMV of unit 308 was $210,000. 
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The RMVs of the remaining units are unchanged. Assessed values shall be adjusted 
accordingly. 

FN1. For purposes of ad valorem taxation, the managing entity is, by statute, the 
“taxpayer.” ORS 94.808.

 

FN2. Pertinent assessment data is as follows:
 
 
 
Unit # Size Co. ID ‘97 RMV ‘97 MAV  
---- ------ ------- -------- --------  
 
6’s  
----  
102 508 R285365 $101,440 $77,740  
104 546 R290087 $109,030 $83,570  
202 508 R299479 $101,440 $77,740  
203 546 R301828 $109,030 $83,570  
204 546 R304303 $109,030 $83,570  
206 505 R308973 $100,840 $77,280  
 
7’s  
----  
107 885 R313642 $135,930 $121,960  
207 885 R318393 $147,250 $132,120  
307 885 R323092 $152,920 $137,210  
 
8’s  
----  
108 1,252 R315958 $208,330 $175,730  
208 1,252 R320700 $224,350 $189,250  
308 1,252 R325467 $232,370 $196,010  

FN3. Unit 108 has a roll value of $208,330 compared to an indicated market value, 
without the 20 percent increase, of $169,680. Unit 208 has an 

indicated value of $189,650 compared to a roll value of $224,350. Unit 308 has an 
indicated value of $209,613 and a roll value of $232,370. (Def’s Ex 5).

 
Or.Tax Magistrate Div.,1999. 
Sandpiper Timeshare v. Lincoln County Assessor 
1999 WL 33117358 (Or.Tax Magistrate Div.) 
END OF DOCUMENT

Copr. (C) West 2003 No Claim to Orig. U.S. Govt. Works
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Chapter 13

Maximum Assessed and Assessed Value
Maximum Assessed Value
The assessor is required to calculate a maximum assessed value (MAV) for each 
property in the county in addition to maintaining real market value (RMV). MAV is 
defined as: 

The greater of 103 percent of the prior year’s assessed value or 100 percent of the 
prior year’s MAV. 

This definition applies only to property or the portion of a property that has not been 
modified by certain changes during the previous assessment year. 

Changed Property and Exceptions
Certain changes to property allow MAV to be increased above the 3 percent statutory 
limit. These changes are referred to as “exceptions.”  An exception is defined as any 
change to property, not including general ongoing maintenance and repair.

The types of exceptions that allow the MAV of an account to be increased above 3 
percent are:

•	The property is new property or new improvements to property.

•	The property is partitioned or subdivided.

•	The property is rezoned and used consistently with rezoning.

•	The property is first taken into account as omitted property.

•	The property becomes disqualified from exemption, partial exemption or special assess-
ment.

•	The lot lines of the property are adjusted. In this case, MAV for the affected lots cannot 
be increased above the original MAV of the affected lots.

Changes to property that are under a specified dollar amount may be considered minor 
construction and may not change the MAV of property. Minor construction is discussed 
on the next page.

An increase in the value of property due to a cyclical reappraisal or to annual market 
trending cannot be added to MAV.
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Changed Property Ratio (CPR)
The changed property ratio is used to calculate the MAV of an exception. The assessor 
calculates the CPR by dividing the average MAV of all unchanged properties in the 
county and in the same property class by the average RMV of all unchanged properties 
in the county in the same property class. The county may combine property classes 
to calculate a CPR if there is not enough unchanged property in a class to arrive at an 
accurate ratio. See OAR 150-308.156.

The RMV of the exception is then multiplied by the CPR to calculate the MAV for the 
exception. The purpose of multiplying the RMV of the exception by the CPR is to 
bring the MAV of new (changed) property to the same general assessment level as 
unchanged property. 

For centrally assessed properties, the CPR is calculated statewide. 

MAV Calculation for Exceptions
Following are the two methods used to calculate MAV for property changed by an 
exception. 

•	MAV for a new property tax account that is 100 percent exception value:

	 RMV of exception × CPR = MAV.

•	MAV for a property tax account that already existed but that has been changed by a 
qualified exception:

MAV of existing property (greater of 103% of prior year AV or 100% of prior year 
MAV) + RMV of exception × CPR = current year MAV for account.

Minor Construction 
Minor construction is an improvement to either land or buildings that has an RMV of 
$10,000 or less in any single assessment year, or an accumulation of $25,000 or less 
for five assessment years. Minor construction cannot be added to the assessment roll 
unless the cumulative value of all major and minor construction exceeds $25,000 during 
a five-year period. If the $25,000 limit is exceeded, the value of the construction is 
multiplied by the current year CPR and added to any already existing MAV.

The assessor is required to track minor construction from year to year to determine if 
the $25,000 threshold has been exceeded or if five years have passed since the minor 
construction occurred. This tracking system is referred to as the “minor construction pool.“ 
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The five-year period is a “rolling” period. The value of minor construction that took place 
in year one drops out of the pool in year six if no other construction occurs. Once the 
$25,000 limit is exceeded, the five-year period starts anew. If the limit is not exceeded 
during the five-year period, the value of the minor construction cannot be added to MAV. 
Market trends are not applied to minor construction in the years after the values have 
been added to the pool. 

Although MAV cannot be increased for minor construction, RMV is always adjusted to 
reflect new value added to the property.

Manufactured structures with a value of $10,000 or less are not considered minor 
construction and their value is added to MAV in the year after the structure is sited.

General Ongoing Maintenance and Repair 
ORS 308.149 specifies that MAV cannot be adjusted due to changes in the value of 
property resulting from general ongoing maintenance and repair. This premise applies 
regardless of the value added to the property as a result of the repairs.

General ongoing maintenance and repair is defined in part as the repair or replacement 
of existing materials due to normal wear and tear or deterioration. 

General ongoing maintenance and repair:

•	Preserves the condition of existing improvements without significantly changing design 
or materials;

•	Does not create new structures, additions to existing real property improvements, or 
replacement of real or personal property machinery and equipment; and

•	Does not affect a sufficient portion of the improvements to qualify as new construction, 
reconstruction, major addition, remodeling, renovation, or rehabilitation. 

Typical examples of ongoing maintenance and repair may include reroofing, painting, or 
replacing floor or wall covering. 

If property is repaired using materials superior to the material being replaced, the 
difference in value between the item being replaced and the superior product can be 
added to MAV.
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Netting New Property and Retirements
When new improvements are added to property, some existing property is often 
removed. If improvements are removed during the same assessment year that new 
property is added, the RMV of the new property is netted against the RMV of the 
retirements before adjusting MAV. 

To determine whether property exceeds the minor construction limit, the RMV of the 
new property is tested against the limit prior to making any deductions for retirements. 
The net value of additions and retirements cannot go below zero. If property is removed 
in the assessment year prior to the addition of new property, no adjustment to MAV is 
made for the retirement. 

Assessed Value
Assessed value (AV) is the value used to calculate the tax on property.

AV is defined by statute as:

	 The lesser of real market value or maximum assessed value.

Changed Property Analysis Codes
The following pages contain a list of different types of changes to property and the 
method of treatment in use for each type at the time this manual was published.
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Changed Property Analysis Codes 
Sub-Category:  Structures 

Code 
Number Description of Change

Changed  
Property  
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

 1. Any new construction/major addition greater than $10,000 
in 1 year or $25,000 over 5 years. Exception Yes Yes 308.153 & 308.149 

150-308.149(6) 

2. Reconstruction of existing property. Exception Yes Yes 308.153 & 308.149 
150-308.149-(A) 

3. Modernization of existing property. Exception Yes Yes 308.153 
308.149 

4. Remodeling of existing property. Exception Yes Yes 308.153 & 308.149 
150-308.149-(A) 

5. Renovation of existing property. Exception Yes Yes 308.153 & 308.149 
150-308.149-(A) 

6. Rehabilitation of existing property. Exception Yes Yes 308.153 & 308.149 
150-308.149-(A) 

7. Restoration of existing property. Exception Yes Yes 308.153 & 308.149 
150-308.149-(A) 

8. General on-going maintenance and repair of any value. RMV Change No Yes 308.149(5) 
150-308.149-(A) 

9. Minor construction less than $10,001 in 1 year, or less 
than $25,001 over 5 years. RMV Change No Yes 308.149(5) & (6) 

150-308.149(6) 

10. Improvement physically moved to different location.  
(Unless subject to ORS 308.162) Exception Yes Yes 308.149(5) 

11. Value of structures moved from one account to another.   
Structure not physically moved. MAV Balance Balance Yes 308.162 

12. Error in square footage calculation corrected by review or 
reappraisal.  No structural change. RMV Change No Yes 

 12 a. Error in square footage.  By taxpayer application. 
(Allows for reduction only) Exception Yes Yes 311.234 

150-311.234 
13. Floor levels reclassified after base year. RMV Change No Yes 

14. Inventory record corrected on review or reappraisal after 
base year.  (Unless omitted property.) RMV Change No Yes 

15. Loss in value of property if destroyed or damaged due to 
fire or act of God.  (Allows for reduction only.) Exception Yes Yes 308.146(5) 

150-308.146(5)(a) 

16. Building removed/demolished.  (Not by fire or act of 
God.) RMV Change No Yes 

Sub-Category:  Land

Code 
Number Description of Change

Changed 
Property 
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

17. 
Improvements to land, either on-site or off-site greater than 
$10,000 in 1 year or $25,000 within 5 years.  (As defined 
in ORS 307.010.)  

Exception Yes Yes 
308.153 
307.010 

150-307.010(1) 

18. 
Event on property or on contiguous property triggers 
change in value attributed to existing physical 
characteristic of land. 

RMV Change No Yes 

19. Combination of two or more accounts. MAV Balance Balance Yes 
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Sub-Category:  Land (cont.) 

Code 
Number Description of Change

Changed 
Property 
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

20. Previously existing landscaping revalued. RMV Change 
MAV Balance No Yes 

21. Property is rezoned and use does not change. RMV Change No Yes 308.156(2) 

22. Property is rezoned and use is consistent with new zoning. Exception Yes Yes 308.156(2) 
150-308.156(5)-(B) 

23. Lot lines of property are adjusted. Exception Yes 
Limit Yes 308.159 

150-308.159 

24. Property is subdivided or partitioned under Ch. 92. 
(Not subject to ORS 308.162) Exception Yes Yes 308.156(1) 

150-308.156(5)-(A) 

25. Property is subdivided or partitioned only by deed 
division or court order.  (Not subject to ORS 308.162) Exception Yes Yes 308.156(1) 

150-308.156(5)-(A) 

25 a. Property is divided on existing lot lines established by 
prior Ch. 92 subdivision or partition process. MAV Balance Balance Yes DOR Memo 

Dated 11-27-01 
26. Portion of property valued as a unit or part of total sold. RMV Change No Yes 

Sub-Category:  Personal Property/ MS/ M & E 
($10,000 minor construction threshold does not include initial siting of MS or Floating Homes) 

Code 
Number Description of Change

Changed 
Property 
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

27. Siting/installation of MS or floating structure. Exception Yes Yes 308.149(5) 

28. Rehabilitation of MS or floating structure. Exception Yes Yes 308.149(5) 

29. MS transferred from one roll to another. 
(Not physically moved.) MAV Balance Balance Yes 308.162 

30. MS moved to different location. Exception Yes Yes 308.149(5) 

31. Change of classification of M & E from Real to Personal or
Personal to Real. MAV Balance Balance Yes 308.162 

32. New account is created for new personal property. Exception Yes Yes 308.153 

33. Personal property physically moved from one account to 
another.  (Unless subject to ORS 308.162) Exception Yes Yes 308.153 

34. Personal property value transferred from one account to 
another.  (Not physically moved.) MAV Balance Balance No 308.162 

35. M & E transferred from one account to another. 
(Not physically moved.) MAV Balance Balance No 308.162 

Sub-Category: Code Area Changes 

Code 
Number Description of Change

Changed 
Property 
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

36. Code area changes due to any reason. Not a change NA NA  

37. Property physically moved to different code area. Exception Yes Yes 308.149(5) 
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Sub-Category: Exemptions & Special Assessments 
(MV = Market Value MAV; SA = Specially Assessed MSAV) 

Code 
Number Description of Change

Changed 
Property 
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

38. Property changed from exempt or partially exempt to 
taxable. Exception Yes-MV No * 308.156(4)(a) 

150-308.156(5)-(D) 

39. Property disqualified from special assessment. Exception Yes-MV No * 308.156(4)(a) 
150-308.156(5)-(D) 

40. 
Property changed from one special assessment, exemption,
or partial exemption to another special assessment, 
exemption, or partial exemption. 

MSAV 
Change 

No-MV
Yes-SA Yes 308.156(4)(b) 

308A.706(1)(d) 

41. Classification of specially assessed land is changed by the 
assessor.  Land is not changed or improved. 

MSAV 
Change 

No-MV
Yes-SA Yes 150-308A.107 

42. Classification of specially assessed land is changed due to 
improvements to the land and land is revalued. 

MSAV 
Change 

No-MV
Yes-SA Yes 150-308A.107 

43. Newly qualified property changed from market to specially
assessed. NA No-MV

Yes-SA No See valuation statutes
per program. 

Sub-Category: Miscellaneous 

Code 
Number Description of Change

Changed 
Property 
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

44. Property class change. See Codes 21 & 22 if rezoned. RMV Change No Yes 150-308.146 

45. Property contaminated. RMV reduced to reflect 
contamination.  RMV Change No Yes 150-308.205-(E) 

45a. 
Correction of contamination.  (If RMV reduced to reflect 
contamination, then RMV and MAV adjusted as clean-up 
occurs. 

Exception Yes Yes 150-308.205-(E) 

46. Market area changed (neighborhood, value area). RMV Change No Yes 

Sub-Category: Corrections 

Code 
Number Description of Change

Changed 
Property  
Category 

Allows
Change

of 
MAV?

Allows
Change

of 
RMV?

ORS & 
OAR 

Reference 

47. Omitted Property added to roll. Exception Yes Yes 308.156(3) 
150-308.156(5)-(C) 

48. Correction of clerical error or error or omission of another 
kind that adds value to the roll. Exception Yes Yes 308.156(3) 

49. Settlement of appeal affects value for base year and changes
MAV. NA 

Changes
base 

MAV 
Yes 

50. Appeal reduces total value of property after base year. 
(Unless MAV change included in order/decision.)  RMV Change No Yes 

51. 
Appeal reduces total value of property.   Property includes 
an exception added after base year.  Use best information to
arrive at value attributable to exception. 

Exception Yes Yes 

52. Correction of clerical error or error or omission of another 
kind that does not result in addition of value. MAV Balance Balance No

*  RMV will need to be determined upon disqualification if no RMV exists on the roll or if use changes. 
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Chapter 14

Other Assessment Programs
Exemptions and Farm Use Special Assessment
In Oregon, statutory provisions allow qualified properties to be exempt or partially 
exempt. In addition, some legislated programs establish specially assessed values for 
other properties. The terms exempt and specially assessed are not interchangeable.

Exempt property is appraised and valued in the same manner as all other property in 
this state but the property tax is not calculated, billed, and collected. Property that is 
exempt is simply exempt from the property tax assessment and collection process. 

Partially exempt property is also appraised and valued in the same manner as all other 
property in the state. But in this case, the property tax is calculated, billed, and collected 
for the part of the property that does not qualify as exempt. Simply stated, some portion 
of the property is not exempt. The portion that is not exempt is taxed in the same 
manner and at the same rate as all other taxable property. Refer to DOR’s Exemptions 
Manual (150-303-462) for specific programs, information, and detailed explanations.

Specially assessed property is not exempt. Specially assessed property is subject to 
property tax in the same manner and at the same rate as all other taxable property. 
The difference is that the value used to calculate the property tax is not based on 
the property’s RMV. Instead, the process for the valuing property follows a method 
prescribed by law and the tax is calculated on a special value. 

Exemptions
For nearly 150 years, Oregon law has allowed some properties to be exempt from 
property tax. The most common property tax exemptions are for government–owned 
property and that owned by qualifying charitable, fraternal, or religious organizations. 

Two conditions must be met to qualify for tax-exempt status. The organization must 
qualify, and the property must qualify by being actively occupied and used in a way that 
furthers the stated purpose of the organization. 
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Any portion of a property that is not used by the qualified organization for a qualifying 
purpose is not exempt and is subject to the same assessment and taxation as all other 
taxable property. 

Claiming A Property Tax Exemption
Property tax exemptions are not automatic. An organization must file an application 
to claim the exemption. On the application, the organization must identify all real and 
personal property for which the organization is requesting an exemption. Refer to DOR’s 
Exemptions Manual, publication 150-303-462, for specific and detailed information and 
explanation. 

Farm Use Special Assessments
In 1953, Oregon’s Legislature mandated a reappraisal of all farm properties statewide. 
Following the farm reappraisal program, the 1961 Legislature created farm use special 
assessment laws because the property taxes on farmland, as compared to the income 
from it, were considered excessive, especially in areas with urban influence. 

From the start of the special assessment program, farm use or farm deferral laws have 
referred to deferring the property tax liability. The laws provide definitions, potential 
tax liability calculations, application deadlines, permitted uses, gross income and 
qualification requirements, disqualification procedures, and specially assessed valuation 
methods. 

Valuation
Farm use value is determined using an income method. Using this approach, the 
assessor must determine the net income per acre for farmland and the capitalization 
rate. The net income is the typical gross annual return or farmland rent, minus typical 
expenses. The capitalization rate is the five–year average Farm Credit Services 
mortgage rate, plus the effective tax rate. When the net income per acre is divided by 
the capitalization rate, the result is the farm use value per acre of farmland.

Qualification
Farmland eligible for specially assessed values and property tax deferral must be used 
primarily to make a profit in farming. Some qualifying uses are:   

•	Raising and harvesting products for human or animal use; 

•	Growing hybrid hardwood, cottonwood, or cultured Christmas trees; 
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•	Cultivating aquatic species; 

•	Stabling or training equines; and

•	Other agricultural and horticultural related activities.

Land beneath farm–related buildings and dwellings used in conjunction with the farming 
operation may also receive the specially assessed valuation. Some examples of 
qualifying uses include a farm–related home site and any on–site developments to the 
home site.

Disqualification
Farmland receiving farm use special assessment is disqualified when it is no longer 
used as farmland or when the land’s use has changed and is incompatible with 
returning it to farm use. Farmland will also be disqualified when a zone change removes 
the land from an exclusive farm use (EFU) zone. In this situation, the owner may apply 
for another special assessment such as Non–EFU farmland, forestland, or wildlife 
habitat.  

When farmland is disqualified from farm use special assessment, it is assessed at either 
the lesser of its RMV or MAV.

Additional Tax On Disqualified Farmland
The additional tax calculation takes into consideration the taxes actually charged to 
the land and the number of years the land received the farm use special assessment. 
To calculate the additional tax, find the difference between the actual taxes paid under 
special assessment and the taxes that would have been paid had the land not received 
the farm use special assessment. The maximum number of years subject to additional 
tax is 10 years for farmland in an EFU zone outside an urban growth boundary. 
Farmland in an EFU zone inside an urban growth boundary and farmland located in a 
non-EFU zone has a maximum number of 5 years subject to additional tax. Refer to 
DOR’s Farm Use Assessment Procedures Manual, publication 150-303-422, for specific 
and detailed information. 

Other Special Assessments
There are numerous other special assessment programs in Oregon.  For information 
regarding these programs refer to the most recently published law book or call DOR 
staff for assistance.
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Chapter 15

Property Tax Appeals
Appeals Summary
In Oregon, various forums hear property tax appeals. This chapter begins with an 
overview of each forum. A more detailed discussion of each level of the appeal process 
begins on page 4.

Board of Property Tax Appeals (BOPTA)
The local BOPTA is generally the first step in the formal appeal procedure. If taxpayers 
disagree with the value shown on their tax statement, they can file a petition with 
the board. The board then schedules a hearing to determine whether the taxpayers’ 
evidence supports a value reduction. The board also has the authority to waive or 
reduce penalties assessed for late filing of real and personal property returns. Decisions 
of the board regarding the value of property may be appealed to the Magistrate Division. 
Decisions regarding the waiver of late filing penalties are final and cannot be appealed. 

Tax Court
The Oregon Tax Court has jurisdiction for all tax appeals under state laws, including 
personal income tax, property tax, corporate excise tax, timber tax, local budget law, 
and property tax limitations. The court has two divisions, the Magistrate Division and the 
Regular Division.

Appeals to the Tax Court normally start in the Magistrate Division. The court may 
resolve an appeal by trial or mediation. Decisions of the Magistrate Division may be 
appealed to the Regular Division of the court. The Regular Division consists of a single 
judge who hears all of the appeals.

Owners of principal or secondary industrial property appraised by the Department of 
Revenue must file an appeal directly with the Tax Court instead of with BOPTA.

Supreme Court
An order from the Regular Division of the Tax Court may be appealed to the Oregon 
Supreme Court.The Supreme Court relies on the record made in Tax Court and does 
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not accept additional evidence. Attorneys for both the appellant and the respondent 
provide the court with written briefs and may present short oral arguments.

Department of Revenue
The Department of Revenue has limited authority to consider certain types of property 
tax petitions. These include requests for supervisory review, requests for review under 
the hardship statute, and other miscellaneous requests as specifically authorized by 
statute. 

Appeals Matrix
The following page contains a chart describing various types of appeals, where and 
when to file the appeal, and the statutory authority for the process.
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Appeals Matrix

Issue Where When Statute
Appeals—Generally*

BOPTA decision Magistrate Within 30 days ORS 305.280

Magistrate decision Regular Division Within 60 days ORS 305.501

Regular Division judgment Supreme Court Within 30 days ORS 19.255

Dept. of Revenue decision Magistrate Within 90 days ORS 305.280

Timely Value Appeals—Generally*
Value on tax statement BOPTA By December 31 ORS 309.100

Industrial—Appraised by Dept. of Revenue Magistrate By December 31 ORS 305.403; 
ORS 309.100

Industrial—Appraised by County Assessor BOPTA By December 31 ORS 305.403; 
ORS 309.100

Omitted property; error correction Magistrate Within 90 days ORS 311.223

Current year increase; notice mailed prior to Dec 1 BOPTA By December 31 ORS 311.208

Centrally assessed property Dept. of Revenue June 15 ORS 308.584

Timely Non-Value Appeals—Generally*
Late filing penalty—real; personal BOPTA By December 31 ORS 308.295(5); 

ORS 308.296(6)

Late filing penalty—real; personal Assessor No deadline ORS 308.295(7); 
ORS 308.296(8)

Late Filing penalty—omitted Magistrate Within 90 days ORS 311.223

BOPTA penalty decision None

Exemptions—denial or disqualification Magistrate Within 90 days ORS 305.275; 
ORS 305.280

Exemptions—late filed application (Hardship) Dept. of Revenue December 15 ORS 307.475

Special assessments—denial or disqualification Magistrate Within 90 days ORS 308A.718; 
ORS 305.280

Special assessments—late filed application 
(Hardship)

Dept. of Revenue December 15 ORS 307.475

Proration of tax, July 1 value determination—late 
filed  application (Hardship)

Dept. of Revenue December 15 ORS 307.475

Other action of assessor or tax collector Magistrate Within 90 days ORS 305.275; 
ORS 305.280

Senior citizen deferral—denial or disqualification Magistrate Within 90 days ORS 311.668

Enterprise zone—failure or refusal to authorize Magistrate Within 90 days ORS 285C.140(9)

Enterprise zone—waiver of authorization 
requirement

Dept. of Revenue ORS 285C.140(12)

Appeals—Not Timely Filed
Good & sufficient cause; 20 percent error for 
residential

Magistrate Current and two 
prior years

ORS 305.288

Agreement to facts; extraordinary circumstance; 
assessor reduction; stipulation

Dept. of Revenue Current and two 
prior years

ORS 306.115

Pendency of prior appeal Dept. of Revenue Dec. 15 or 6 mos. ORS 305.285

*Taxpayers may wish to consult their own legal counsel to determine if an exception applies.
150-303-689 (Rev. 09-12) 
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 Appeals to the Board of Property Tax Appeals
The county board of property tax appeals (BOPTA) is an impartial three-member panel 
empowered to decide matters within its jurisdiction. The county governing body appoints 
potential board members to pools from which the county clerk selects the members 
who will sit on the board. The pools must be appointed by October 15 of each tax year. 
A county can have as many boards as necessary to complete work within the period 
allowed by law. Each board consists of one member of the county governing body 
and two nonoffice-holding residents of the county. A nonoffice-holding county resident 
may be selected to serve in place of the member of the governing body. All board 
members must receive training approved by the Department of Revenue before serving 
on the board. The county clerk serves as the clerk of the board and is responsible for 
scheduling hearings, keeping the record of board meetings, and mailing orders. 

When and Where to File Petitions 
Petitions can be filed during the period following the date tax statements are mailed 
through December 31 of the tax year being appealed. If December 31 falls on a 
weekend or holiday, the filing deadline is extended to the next business day. Petitions 
are filed with the county clerk (or the equivalent position in home rule counties). 
Petitions postmarked the day of the filing deadline are considered timely filed. 

Who Can File a Petition with BOPTA
The owner, an owner, or a person who holds an interest in the property that obligates 
the person to pay taxes imposed on the property may petition the board for relief. 
Certain people are also allowed to sign the petition for one of those persons listed 
above, if they provide a properly signed authorization. These people are: a relative 
(as defined by OAR 150-309.100(3)-(C)); a real estate broker licensed in Oregon; an 
appraiser certified, licensed, or registered in Oregon; a person duly qualified to practice 
as a certified public accountant or public accountant in Oregon; and the lessee of the 
property. Any person holding a general power of attorney from the owner of property 
can also sign the petition and represent an owner at BoPTA. Attorneys licensed in 
Oregon, legal guardians and conservators, executors of the estate of a deceased 
person, trustees in bankruptcy proceedings, and employees regularly employed in 
the tax matters of a business may sign the petition and are not required to provide 
authorization. 
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Requirements of a Petition
ORS 309.100 and OAR 150-309.100(3)-(A) list the information that must be included in 
a petition to the board. If this information is not provided or is not accurate, the petition 
is considered defective. The petitioner has 20 days from the date the clerk mails or 
delivers a notice of defective petition, or until the last day for filing a petition with the 
board, whichever is later, to correct the defect.

The Board Session
The board may hold its first meeting on or after the first Monday in February, but no 
later than the date necessary for the board to complete its work by April 15, the date the 
board must  adjourn. 

Jurisdiction of the Board
ORS 309.026 limits the board of property tax appeals to acting on the following:

•	Real market value (RMV);

•	Specially assessed value (SAV);

•	Maximum assessed value (MAV);

•	Assessed value (AV);

•	Corrections to value made under ORS 311.208. This consists of property added to the 
roll by the assessor after the roll has been certified but prior to December 1 of the tax 
year; and

•	The penalty imposed by the assessor under ORS 308.295 or ORS 308.296 for the late 
filing of a Combined Industrial Property Return, a Real Property Return, or a Confiden-
tial Personal Property Return. The board may waive all or a portion of the penalty. The 
board’s decision is final and cannot be appealed to the court.

The BOPTA petition form is designed to allow the board to act on MAV when RMV is 
appealed. Thus, if there is an exception on the roll for the current year, the board should 
consider the value of the exception and make any appropriate changes to MAV and AV 
that result from a change in RMV. 

At any step in the appeal process, if only one element of the total value is in dispute 
(land only or improvement only), the taxpayer has the right to appeal only that 
portion. The assessor may request that the board also rule on the value of any other 
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component, or the total value of the property, or both. If the taxpayer appeals only one 
component of the property, and the assessor does not request a ruling on any other 
value, the board may change the value of only that component. 

For more information on the jurisdiction of the board, please refer to the most recent 
version of the Board of Property Tax Appeals Manual, DOR publication 150-303-484. 

Hearings
Petitioners must receive at least five days’ written notice of the time and place to appear 
to present evidence to the board. If the petitioner chooses not to attend the hearing, the 
board will make a decision based on the written material submitted prior to the hearing. 

Boards allow each party to the appeal a specific amount of time to present evidence. 
The time allowed may vary depending on the type of property involved. Hearings are 
informal, but most counties use a set procedure, such as Robert’s Rules of Order. 
Board meetings and hearings (except those in which the assessor or DOR will discuss 
confidential property returns) are public meetings and all discussion should be audible 
to everyone attending. The law allows the board to keep its record in an audio or written 
format. Most counties keep both an audio and written record of the hearings. 

Decisions
Board decision-making procedures vary from county to county. Some boards make the 
decision at the hearing while the petitioner is present. Other boards keep the record 
open and make the decision later. If a board does the latter, the chairperson must tell 
the petitioner when the board will meet to make the decision. 

The board must issue an order for every petition filed. The board can sign the order at 
the hearing and give it to the petitioner in person or sign the order later and mail it to the 
petitioner. The order must:

•	Contain the assessor’s original values and the values ordered by the board. 

•	Be mailed within five days of being signed by the board. 

A copy of the order must be delivered to the assessor and the tax collector on the same 
day it is mailed to the petitioner. 

The board can issue amended orders to correct errors in its original orders. The clerk or 
one board member can issue orders to correct clerical errors in orders if the full board 
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authorizes this procedure. The chairperson must reconvene the board to correct errors 
of jurisdiction. Errors of jurisdiction occur when the board incorrectly applies its authority 
under ORS 309.026. The board can issue amended orders through June 30. 

Decisions of the board regarding the waiver of late filing penalties are final and cannot 
be appealed. All other board orders can be appealed by either the petitioner or the 
assessor to the Magistrate Division within 30 days of the date the order is mailed.  

The Role of the Appraiser
The level of assessor representation at BOPTA hearings varies from county to county. 
Some assessors select one person to represent the county at all hearings. Other 
counties may have one person handle all the residential appeals and a commercial 
appraiser handle all the commercial appeals. Some counties have the appraiser who 
physically appraised the property appear at each hearing. Some assessors may choose 
not to send any representative to the hearings; however, the department does not 
recommend such a procedure. 

No matter how many appraisers actually appear at the hearings, the assessor or chief 
appraiser should select one person to act as the primary liaison with the clerk’s office. 
The clerk should deliver copies of the petitions to this person and notify this person of 
the hearing schedule and agenda. The appointed liaison should then assign the appeals 
to the appropriate person, notify them of the hearing time, and discuss the county’s 
policy about the level of preparation and the time spent for each appeal.

Upon receiving an assignment to represent the county in an appeal, the appraiser or 
other person should:

•	Review the petition and evidence provided by the taxpayer. 

•	Depending upon county policy, review the value of the property under appeal. Some 
counties may not review the property value if the petitioner does not provide any valid 
evidence. Other counties may have a policy to review the value of all properties under 
appeal regardless of the evidence submitted by the taxpayer. The amount of time the 
assessor’s representative spends preparing for a hearing generally depends on the type 
of evidence submitted by the petitioner. If the appellant has submitted potentially con-
vincing evidence of a value different from the roll value, the assessor’s representative 
should examine it carefully. The assessor’s representative may decide to agree with the 
petitioner’s evidence of value or rebut it.
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•	Prepare a recommendation to the board to sustain or reduce the property value. This 
may be presented in person at the hearing or in the form of a written recommendation. 
Generally, it should address all values on the roll pertinent to the property including RMV, 
RMV of the exception, SAV, MAV, MSAV, and AV.

•	Attend the hearing; listen to the petitioner’s testimony; respond to the board’s questions; 
make a recommendation to the board. 

Although BOPTA hearings are informal, the assessor’s representative should only speak 
when the board asks, and should always act in a professional and objective manner.

Appeals to the Tax Court (Magistrate Division)
If the taxpayer or the assessor disagree with a BOPTA decision, either party may 
appeal to the Magistrate Division. The appeal must be made within 30 days of the date 
the order is mailed. Taxpayers may also appeal other actions of the assessor or tax 
collector to the court, including: 

•	Denial of exemptions and special assessments; 

•	Disqualification from exemptions and special assessments; 

•	Omitted property assessments; and 

•	Denial of discount and imposition of interest. 

If the taxpayer chooses to file an appeal, it must be filed within 90 days of the date the 
action becomes known to the taxpayer. Department of Revenue decisions can also 
be appealed by the taxpayer or assessor up to 90 days after the decision is mailed. 
Most appeals to the Magistrate Division are authorized by ORS 305.275 and 305.280. 
Appeals of omitted property assessments are made under ORS 311.223(4).

ORS 305.288 allows limited appeals for the current year, and either or both of the two 
prior years, when the appellant fails to file a timely complaint. The court can consider 
this type of appeal if the magistrate determines: 

•	There is good and sufficient cause for the failure to appeal timely; or 

•	The property is residential and the appellant asserts an error in RMV of at least 20 per-
cent.

For the court to hear an appeal, the taxpayer must be aggrieved and affected by the 
assessment or other action. A taxpayer is aggrieved if a tax consequence exists. The 
taxpayer must be the property owner or a person who holds an interest in the property 
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that obligates payment of taxes. This type of interest includes a “contract, lease, or other 
intervening instrumentality.”

Magistrate Procedure
To initiate an appeal, the taxpayer or assessor must complete a complaint form and 
submit it to the court with a filing fee, which is currently $240. The person filing a 
complaint is called the plaintiff and the person responding to the complaint is called 
the defendant. The complaint must explain how the plaintiff is aggrieved and describe 
the relief requested. If the assessor files the appeal, a copy of the complaint must be 
served by certified mail on the affected taxpayer and an affidavit must be filed with the 
court attesting to the service. If the taxpayer files the appeal, the court mails a copy 
of the complaint to the assessor and the Department of Revenue. For Department of 
Revenue-appraised property, the complaint is mailed to the department, unless the 
county is also named as the defendant. The assessor or the department must respond 
to the complaint within 30 days. The response must include a brief answer to the issues 
raised in the complaint. 

Case Management
After the complaint and response are received, the Magistrate Division schedules a 
case management conference. These are usually held by telephone. At the conference, 
the issues before the court are identified and decisions are made about how to proceed 
with the appeal. Mediation or a trial may be scheduled or the magistrate may consider 
motions or stipulations. Stipulations are written agreements signed by both parties. 
Sometimes the appeal can be resolved at the case management conference and 
mediation or a trial is not necessary.

Motions 
Motions request certain actions from the court. Either party to the complaint can make a 
motion. Motions must be made in writing, except they may be made orally during case 
management conferences or trials. The person making the motion must state the reason 
and legal basis for the motion and the relief requested. One type of motion frequently 
made by defendants is a Motion to Dismiss. For example, if a taxpayer appeals directly to 
Tax Court without first appealing to BOPTA, the assessor can make a Motion to Dismiss 
because the plaintiff did not follow the correct appeal procedure. Another frequently used 
motion is a Motion for Summary Judgment. This type of motion may be applicable when 
facts are undisputed and a decision can be made without holding a trial.
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Motions require written responses unless one of the parties asks the court to allow oral 
arguments on the motion. A response to a Motion for Summary Judgment must be filed 
within 20 days from the date a copy of the motion was served on the responding party. 
Responses to all other motions must be filed within 10 days from the date of service. 
After receipt of the motion, the court will issue an order granting or denying the motion. 
Orders on motions cannot be appealed until the court’s final decision in the case is 
issued.

Mediation
The goal of mediation is to settle the appeal without going to trial. A magistrate acts as 
mediator. Either party may request mediation or the court may order mediation. During 
mediation, each party will be asked to present its view of the issues. The magistrate 
may ask questions or identify strengths and weaknesses in each position. Both parties 
are expected to participate in mediation. Failure to do so could result in court sanctions. 
A trial will be set if mediation does not resolve the appeal. The magistrate who acted as 
mediator cannot be assigned to hold the trial unless both parties waive this requirement 
in writing. Generally, the parties meet with the mediator in person, rather than by 
telephone conference.

Trial
A trial is a formal proceeding where both parties present testimony and evidence in 
a courtroom or, at the court’s discretion, by telephone. The trial and participants are 
subject to the direction and authority of the magistrate. All participants should treat each 
other with respect and courtesy. The magistrate is to be addressed as “Your Honor,” 
“Magistrate,” or “Judge.” If the trial is held in a courtroom, everyone should stand when 
the magistrate enters or leaves. Testimony is given under oath. The court does not 
record the trial. If either party wants to record the proceeding, the magistrate must first 
receive notice.

Evidence must be exchanged so the court and other parties receive it no later than 10 
days before the trial date. Timely exchange of evidence is very important. The court 
may exclude any evidence that is not exchanged by the deadline. Evidence includes 
reports, documents, records, returns, photographs, calculations, field notes, or other 
written materials presented to the court. Each report or other document is a separate 
exhibit. Prior to exchange, the exhibits must be marked and numbered according to the 
guidelines prescribed by the court. Each page must be numbered. The plaintiff’s exhibits 
are marked numerically and have the case number marked on the label. A defendant’s 
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exhibits are marked alphabetically. Occasionally, another person may intervene in the 
appeal and provide support to either the plaintiff or the defendant. If so, the intervenor’s 
exhibits are marked numerically with a capital “I” in front of the number.

A trial normally begins with opening statements from the plaintiff and the defendant. 
The plaintiff’s witnesses testify first and are subject to cross-examination and redirect. 
Defendant’s witnesses follow, and when their testimony is completed, the plaintiff may 
call rebuttal witnesses. The trial concludes with closing statements by both sides. 

Decision and Judgment
Final decisions of the court are in writing. Either party may appeal the decision to the 
Regular Division of the Tax Court within 60 days. If there is no appeal during the 60-day 
period, the magistrate will enter a judgment consistent with the final decision. The 
judgment may not be appealed.

Role of the County Appraiser
The first step in processing an appeal is to respond to the complaint within 30 days of 
the court’s notification. An appraiser, supervisor, or county legal counsel can prepare 
the response. The response should identify areas of agreement or disagreement. The 
response can also be used to make requests of the court. The complaint should be 
reviewed carefully to determine if it was filed timely or contains other defects. If there 
are problems with the appeal, it is appropriate to inform the court. Generally, the court 
will not address legal issues unless they are raised by one of the parties in a motion.

If the complaint is unclear about the taxpayer’s concerns or the relief requested, 
these issues should be clarified during the initial case management conference or 
by contacting the taxpayer or representative directly. Sometimes an appeal can be 
resolved amicably if the county appraiser learns more about the property, or the 
taxpayer receives more information about assessment methods and procedures. 

Being well-prepared is the key to successful resolution of an appeal. The time spent in 
preparation depends on the complexity of the issues and the property type. At the case 
management level, the appraiser should be prepared to discuss procedures and identify 
any concerns about the appeal. In complex cases, legal counsel may represent the 
county. If the appeal is set for mediation, the appraiser should be well-versed about the 
issues and have an understanding of areas where compromise may be possible.

Preparing for trial can be time-consuming. It may be necessary to prepare a complete 
appraisal report when the case involves the valuation of a large commercial property. A 
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report may not be necessary for cases involving residential properties or limited issues. 
Complete all written evidence in time to meet the exchange requirements of the court. 

Give thought to the appraiser’s direct testimony as well as the questions and responses that 
may occur in cross-examination. The county appraiser should present the county’s evidence 
clearly and completely, respond to questions from the taxpayer, and ask relevant questions 
to clarify or expose weaknesses in the taxpayer’s evidence. If an attorney represents the 
taxpayer or county, the attorney will ask the questions and the appraiser is limited to giving 
testimony. Present testimony in a manner that is neither defensive nor argumentative.

Take the following steps when preparing to represent the county in an appeal: 

•	Respond to the complaint within 30 days.

•	Review the complaint for timeliness or other defects.

•	Make motions if appropriate and respond timely to motions from the other party.

•	Identify issues and prepare evidence.

•	Mail evidence so that the court and other party receive it 10 days before the trial.

•	Be punctual for all court proceedings, and be courteous and respectful to all participants.

•	Give clear and complete testimony.

Regular Division
Magistrate decisions may be appealed to the Regular Division of the Tax Court. Filing 
a complaint and paying a $240 fee starts the appeal process. Procedures are more 
formal than those followed by the Magistrate Division. Attorneys usually represent both 
sides and there is no mediation procedure. Dates for discovery, evidence exchange, 
and trial are scheduled during case management conferences. Discovery allows both 
parties to request documents and information prior to the evidence exchange deadline. 
When either party wants additional information, the request should be made in writing 
within the time period scheduled for discovery. The court may also grant the litigants 
the right to depose (question) witnesses prior to the trial. Depositions are used to obtain 
additional evidence to support a position or to find weaknesses in the opposing party’s 
position. During a deposition, witnesses are under oath and testimony is recorded. 

Petitions to the Department of Revenue
The Department of Revenue has limited authority to consider property tax petitions. The 
types of petitions the department can consider are described below.
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Supervisory Authority Review
The majority of petitions received by the department are filed under ORS 306.115, the 
statute that gives the department supervisory authority over the property tax system in 
Oregon. ORS 306.115(3) states:

“The department may order a change or correction applicable to a separate 
assessment of property to the assessment or tax roll for the current tax year and for 
either of the two tax years immediately preceding the current tax year if for the year 
to which the change or correction is applicable the department discovers reason 
to correct the roll which, in its discretion, it deems necessary to conform the roll to 
applicable law without regard to any failure to exercise a right of appeal.”

This statute gives the department the discretion to determine the circumstances 
under which it will order changes to the assessment or tax roll. OAR 150-306.115 
identifies certain standards that must be satisfied before the department will exercise its 
supervisory power. These standards are:

•	One of the following extraordinary circumstances exists:

–	 Taxation of nonexistent property or property outside the taxing jurisdiction.

–	 Taxation of property that is exempt as a matter of law without application. For 
example, if school district property was inadvertently taxed.

–	 Taxpayer’s computational or clerical errors on a personal property return. This 
applies only to clerical errors and calculation errors—not to other reporting errors.

–	 A bona fide purchaser had no notice of a real property roll correction. This may 
apply if a buyer was unaware of a tax liability because it was not recorded on the 
tax roll at the time of purchase.

–	 A question of fact is of interest to the department. The department may take 
jurisdiction when an issue affects many properties statewide. 

•	The parties to the petition agree to facts that indicate it is likely that an error exists on the 
roll. The parties must agree to facts about the property. The department determines if 
the facts indicate the existence of an error.
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Hardship Petitions
Many different types of exemptions and special assessments require filing applications 
with the assessor. If the taxpayer fails to apply by the statutory deadline, the assessor 
cannot approve the application even though the property qualifies for the program. In 
this circumstance, ORS 307.475 allows the taxpayer to request that the department 
make a recommendation to the assessor for approval of the application. In order for 
the department to recommend approval, there must be good and sufficient cause 
(a hardship) that resulted in the failure to apply timely. Circumstances of good and 
sufficient cause described in OAR 150-307.475 include:

•	An illness, absence or disability which significantly affects a taxpayer’s ability to apply 
timely.

•	Delayed receipt of necessary documentation, such as a veteran’s disability certification.

•	Reliance on misinformation from county or department personnel.

The department may hold a conference to determine if good and sufficient cause 
exists. When good and sufficient cause exists, the department will recommend that the 
assessor accept the application as timely filed. The assessor must then decide whether 
to approve the recommendation. If it is approved, the roll is corrected and a refund is 
issued if the taxes have been paid.

There is a time limit on hardship petitions. The request to the department must be made 
no later than December 15 of the year in which the application should have been filed. For 
example, a petition concerning an exemption application that was due on April 1, 2012, 
must be made by December 15, 2012, or the department will not be able to consider the 
request.

Miscellaneous Petitions
ORS 305.285 allows for petitions to the department for subsequent tax years while a 
decision for a prior year is pending. For example, a taxpayer timely appeals a property 
value for the 2009-10 tax year to BOPTA. The taxpayer appeals the board’s decision to 
the Magistrate Division of the Tax Court. The Magistrate Division issues a decision and 
the taxpayer appeals the decision to the Regular Division of the Tax Court. The Regular 
Division issues a decision in July 2012. The taxpayer is satisfied with this decision. The 
taxpayer did not file appeals with BOPTA for the 2010-11 or 2011-12 tax years. The 
taxpayer may ask the department to correct the 2010-11 and 2011-12 tax rolls, even 
though those tax years were not previously appealed. A petition under ORS 305.285 
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must be filed by December 15 of the year that final determination of the original appeal 
is made, or within six months of the final determination, whichever is later. Petitions 
are rare under this statute because ORS 309.115 provides the benefit of the prior 
adjudication to the subsequent years.

The department can also receive petitions filed under 285C.140(12). This statute 
provides for businesses that are seeking an enterprise-zone exemption to request 
a waiver of the precertification requirement. The department may waive the 
precertification requirement for good and sufficient cause.

Department Procedure
The first step is to complete a petition and send it to DOR. A petition contains the 
petitioner’s name, address and phone number, property location, account number, a 
description of the issue, and the relief requested. A DOR form is not required as long 
as the petition is in writing and contains all the information listed above. The petitioner 
or an authorized representative as defined in ORS 305.230 must sign the petition. The 
requirements of a petition are further identified in OAR 150-306.115-(A).

When DOR receives a petition, it assigns a case number and reviews the petition to 
determine if more information is needed. Requests for additional information may be 
made to the taxpayer or county. The department sends a copy of the petition to the 
other party. An untimely or incomplete petition may be dismissed. 

Conferences

The department holds two types of conferences: supervisory and merits. The 
conferences are usually held by telephone. About one to two months before the 
conference, the department will send written notice to both parties informing them of 
the date and time. The taxpayer may appear at the conference or be represented by an 
authorized representative. A county appraiser usually represents the assessor. Either 
party may have other witnesses at the conference. The conferences are recorded and 
testimony is given under oath. The department’s conference officer has full control of 
the conduct of the conference.

Supervisory Conferences

The department holds supervisory conferences to determine if the petitioner has met 
any of the standards identified in OAR 150-306.115. If the conference officer determines 
that one or more standards have been met, the department schedule the case for a 
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merits conference. If no standards are satisfied, the department will deny the petition in 
writing.

Merits Conferences

The department holds merits conferences to examine the substantive issues raised a 
petition. Both parties have an opportunity to present evidence and ask questions. In 
valuation cases, both parties may present appraisals or market data to support their 
opinions of value. In a hardship petition, the taxpayer should present evidence of 
good and sufficient cause for the late application. Certain petitions may involve legal 
arguments or interpretation of statutes.

When making a decision about the petitions, DOR’s conference officer must determine 
which side has presented the preponderance of the evidence. The side that presents 
the most persuasive evidence will prevail. Besides reviewing the testimony and written 
evidence, the department may also consider prior court rulings in making its decision. 

A written Conference Decision informs both parties of the department’s findings. 
Sometimes a petition is withdrawn or resolved by stipulation before a decision is issued.

Role of the County Employee
The amount of time and expertise required to prepare for a conference varies with 
the type of appeal and the complexity of the issues. An appraiser will typically handle 
valuation issues. The person who works with exemptions may be assigned the hardship 
petitions. The tax collector may deal with interest and discount issues. 

The person assigned to the case should first clarify the issues raised in the petition. 
It may be helpful to talk to the taxpayer or representative, or visit the property. In 
anticipation of a supervisory conference, the appraiser should prepare to comment 
on the applicability of the supervisory standards. For a hardship petition, the county 
employee should review the file and be ready to discuss circumstances related to the 
taxpayer’s late-filed application.

For petitions involving value disputes, the assessor’s representative may need to submit 
an appraisal report or other written evidence of the value of the property. All valuation 
evidence must be mailed to DOR and other parties 10 days before the conference, or 
be received by DOR and other parties at least five days before the conference. The 
conference officer has the discretion to exclude evidence not exchanged by the due date. 

DOR’s conferences are informal. Appropriate conduct is important and each participant 
is expected to be courteous. The county representative and the taxpayer should be 
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available by telephone at the scheduled time. The conferences are conducted as an 
informal conversation.  None of the procedural rules of the Tax Court apply.

The county employee’s responsibility is to present the county’s evidence clearly, to ask 
relevant questions designed to clarify or expose weaknesses in the taxpayer’s testimony, 
and to respond to questions from the taxpayer. Sometimes, a taxpayer asks questions 
about the assessment and taxation process that are not directly related to the petition. Being 
prepared and helpful in answering these questions can often result in a better relationship 
with the taxpayer. Occasionally, the conference record may be left open to receive additional 
evidence or comments from either party. It is important to provide information and make 
responses according to the timelines established during the conference. 

Centrally Assessed Property Appeals
DOR values and assesses certain electric, communication, gas, railroad, airline, 
and pipeline property. The department sends proposed values to the companies in 
May of each year. No later than June 15, a company may request a conference with 
the DOR director to review the value. A conference is scheduled with the director or 
deputy director and a decision is issued by August 1. A taxpayer that disagrees with the 
decision may appeal to the Tax Court. See ORS 308.584.
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Glossary
Abstract of Title. A summary of all conveyances (such as deeds or wills), and legal 
proceedings that give the names of the parties, the description of the land, and the 
agreements. It is arranged to show the continuity of ownership for a specific piece of 
property. 

Account Number. A unique number assigned to each property by the assessor’s office 
to identify, update, or delete assessment and tax roll records. 

Adjudicated Value. The value ordered by the Board of Property Tax Appeals, the 
Department of Revenue, or the Oregon Tax Court. Adjudicated Value becomes the 
property’s real market value (RMV) and can only be changed under certain conditions 
provided by statute.

Adjustment Area. A group of properties whose RMV is adjusted by a given percentage 
or lump sum as a result of a ratio study. This group of properties is usually synonymous 
with a market area, maintenance area, study area, etc. 

Adjusted Sales Price. The sales price that results from adjustments made to the stated 
sales price to account for effect of time, personal property, financing, etc.

Administrative Rules. The interpretation of Oregon Revised Statutes issued by a state 
agency such as the Department of Revenue.

Ad Valorem. Literally translated, it means “according to the value.” For property taxes, 
a tax based upon the value of the item being taxed. 

After-Ratio Study. A sales ratio study designed to test whether or not a county’s 
annual valuation program is producing RMVs that meet the requirements of bringing all 
properties to 100 percent of RMV. The after-ratio study compares current year RMVs to 
current year sales. 

Agent. A person buying on contract. A fee owner must be kept on record until the 
property is paid for or a warranty deed is recorded. A person who has been given 
authority to act for another.

Appraisal Date. For mass appraisal, this is a predetermined point in time to which all 
appraisals are made. All sales used in a preappraisal set-up are adjusted to this date. 
Adjusting to this date reflects inflationary or deflationary trends in the market. This date 
usually differs from the assessment date or the inspection date. 
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Appraisal Ratio. The percentage relationship (ratio) between a property’s current year 
roll RMV and its newly appraised RMV.

Appraisal Ratio Study. A statistical compilation of appraisal ratios for a representative 
group of properties in a county. These properties are randomly selected by property 
class to produce an indication of the ratio of the current year RMV for a taxable property 
in that particular class within a specific appraisal or market area. Generally used in 
areas of limited or no sales data.

Appraiser. A person registered by the state of Oregon (OAR 150-308.231) and 
employed by an assessor’s office to establish property values and other information 
needed by the office.

Arithmetic mean. A measure of central tendency also called the average or mean. The 
mean is the total of all the ratios or values in an array divided by the number of ratios or 
values in an array.

Arm’s-length Transaction. A transaction freely arrived at in an open market, unaffected 
by abnormal pressure or by the absence of normal competitive negotiations. 

Assessed Value (AV). The lesser of the property’s maximum assessed value (MAV) 
or RMV. For specially assessed property, the lesser of RMV or MAV for any market 
portion, plus the lesser of the specially assessed value (SAV) or maximum specially 
assessed value (MSAV) for each individual soil class, qualified home site, and on-site 
development. Taxes are imposed and calculated on the AV.

Assessment Date. The date applied for setting RMV of property: January 1at 1:00 a.m.

Assessment Program. The entire process used by the assessor to administer the 
property tax system.

Assessment Roll. A certified listing prepared by the assessor of the current-year values 
for all taxable property. It may become the tax roll in the fall, or the assessor can create 
a separate tax roll.

Assessment Year. January 1 through December 31. 

Assessor. The elected or appointed official who performs the assessor’s duties as 
defined by state statutes.
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Average Maximum Assessed Value (AMAV). The value determined by dividing the 
total maximum assessed value (MAV) of all unchanged property in the same area 
and property class by the total number of unchanged properties in the same area and 
property class. 

Average Real Market Value (ARMV). The value determined by dividing the total RMV 
of all unchanged property in the same area and property class by the total number of 
unchanged properties in the same area and property class. 

Average Tax Rate. An average rate computed for an area by dividing the taxes 
imposed in that area by the AV of taxable property.

Board of Property Tax Appeals (BOPTA). A county board that hears taxpayer appeals 
of property assessment. 

Bona Fide Purchase. The purchase of property by an individual in good faith, without 
knowledge or notice of any potential title defects.

Building Class. The construction quality classification of the principal structure on the 
property. 

Centrally Assessed Property. Property assessed by the Oregon Department of 
Revenue. See ORS 308.515.

Central Tendency. The tendency of most kinds of data to cluster around some type or 
central values, such as a median or mean.

Certified Assessment Roll. The RMVs for the year just prior to the current roll in 
preparation. See Assessment Roll.

Changed Property Ratio (CPR). The ratio determined by dividing the average 
maximum assessed value (AMAV) by the average real market value (ARMV) for the 
same area and property class of unchanged property. 

Computer Assisted Appraisal Program (CAAP). Any use of a computer to calculate 
or develop real property values or to store any property characteristics. The entire 
process used by an assessor to value property using computer-assisted valuations or 
computerized valuation methods.

Consideration. The amount of money and/or other valuable goods or services upon 
which a buyer and a seller agree to transfer property.
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County Assessment Function Funding Assistance Account (CAFFAA). A fund 
that is established (ORS Chapter 294) to give quarterly grants to counties that provide 
resources to achieve compliance, if the county’s planned estimate of expenditures for 
assessment and taxation are determined adequate. 

Effective Gross Income (EGI). The anticipated income from all operations of the real 
property after an allowance is made for vacancy and collection losses.

Equity. The degree to which assessment bears a consistent relationship to RMV. Equity 
of assessment means property groups are valued at the same level of assessment, for 
example 100 percent of RMV. Equity is closely related to uniformity. See also Horizontal 
Inequity and Vertical Inequity.

Exception. Any value change to property, not including general ongoing maintenance 
and repairs.

Exception Value. The increase in RMV added to the roll as a result of new property and 
improvements, rezoning, subdivisions and partitions, omitted property, or cancellation of 
special assessments or exemptions as described in ORS 308.153 and ORS 308.156(5).

Farmland Additional Tax. The amount of tax and penalty when farmland changes use 
and becomes ineligible for farm use special assessment.

Farmland Special Assessment. The special assessment of land used for farming that 
is less than full assessed value.

Forestland Additional Tax. The amount of tax and penalty when forestland becomes 
ineligible for forestland special assessment.

Forestland Special Assessment. The special assessment of land used for growing 
timber that is less than full assessed value.

General Ongoing Maintenance and Repair. The repair or replacement of existing 
materials due to normal wear/tear/deterioration. Examples of ongoing maintenance 
and repair may include re-roofing, painting, and replacement of floor or wall covering. 
The MAV of the property cannot be increased due to general ongoing maintenance 
and repair. According to administrative rule,general ongoing maintenance and repair: 
preserves the condition of existing improvements without significantly changing design 
or materials, achieves an average useful life that is typical of the type and quality so the 
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property continues to perform and function efficiently, and does not create additions or 
new structures.

Governing Body. The county court board of commissioners, city council, school board, 
board of trustees, board of directors, or other managing board of a local government body.

Grantee. The legal party, a buyer, to whom property is transferred by deed or other 
instruments.

Grantor. The legal party, a seller, who transfers property by deed or grants property 
rights through any other instrument.

Highest and Best Use. The highest value that a property is capable of attaining at the 
time of appraisal considering the legally permitted use; financially feasible; the greatest 
net return to the land and/or buildings over a given period; and physically possible.

Home Site. The land surrounding a dwelling and containing amenities necessary for 
support of the dwelling.

Homogeneous. A market area where the property types and uses are similar and the 
inhabitants have compatible cultural, social, and economic interests.

Horizontal Inequity. The differences in the levels of appraisal of groups of properties, 
based on criteria other than value. For example, properties in one market area may 
have a higher level of assessment than similar properties in another market area. See 
Vertical Inequity.

Improvement. Any dwelling, building, manufactured structure, or physical addition to 
the land. 

Index. A number, usually expressed as a percentage, used to measure change such as 
a construction cost index. Indexes are developed to identify the amount of change to be 
made when applying adjustments. 

Instrument. In real estate, a formal legal document such as a deed, contract, mortgage, 
lien, lease, will, etc. For use by an assessor, the instrument must have recording 
number(s) issued by the clerk’s office in the county where the property is located.

Land Card. A paper card that contains all the information pertaining to the land 
characteristic of each account. The land card has been replaced by computer systems 
in many counties.

Land Contract. A real estate installment purchase agreement that permits the buyer 
to use, occupy, and enjoy land without a deed being given by the seller (no title has 
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been passed) until all or a specified part of the sales price has been paid. Subsequently 
evidenced by a valid recorded deed. Also referred to as Land Sale Contract or Contract 
for Sale. 

Legal Description. A description of property that contains the township, range, section, 
subsection and parcel number, lot and block of a subdivision, metes and bounds, 
distance, etc. 

Legal Opinion. An authorized official, such as the Oregon attorney general or city 
attorney’s statement of the law.

Lien. A charge placed against personal or real property to satisfy a debt. For example: 
•  An amount requested by a taxing district for collection of unpaid assessments. 
•  The amount of potential taxes for disqualification of specially assessed land. 
•  An amount held against a real property for delinquent personal property. 

Lien Date. July 1 for all real and personal property.

Locally Appraised. Real and personal property appraised by the county assessor’s 
staff.

Lot Line Adjustment. Any addition to the square footage of land for a real property tax 
account. Always includes a corresponding subtraction of square footage from the land 
of a contiguous real property tax account. 

Major Addition. An addition that has a RMV greater than $10,000 and adds square 
footage to an existing structure.

Manufactured Home. A structure built off-site and designed to be moved on the public 
highways that have sleeping, cooking, and plumbing facilities and are intended for 
human occupancy and are used for residential purposes.

Market Area. A group of properties that generally share important characteristics that 
influence value. A market area may be defined by physical/geographical or abstract 
boundaries, or in the case of commercial property, according to use. A market area can 
include multiple neighborhoods. Each market area should contain a sufficient number of 
accounts to ensure an adequate sales sample for analysis.

Market Price. The amount actually paid, or to be paid, for a property in a particular 
transaction. Differs from market value in that it is an accomplished or historic fact, 
whereas market value is and remains an estimate until proven. Market price involves no 
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assumption of prudent conduct by the parties, or absence of undue stimulus, or of any 
other condition that is basic to the fair or open market value concept. 

Mass Appraisal. A method of appraising a large number of properties at one time by 
adopting standard techniques. The method gives due consideration to the valuation 
process so that uniformity and equity of values can be achieved between all properties. 

Maximum Assessed Value (MAV). A term defined by Measure 50, which was approved 
by Oregon voters in 1997. The maximum (limit) of a property’s assessed value (AV). 
MAV is the greater of 103 percent of the property’s AV from the prior year or 100 percent 
of the property’s MAV from the prior year. MAV may be increased or recalculated under 
certain circumstances to reflect changes to the property (exceptions). 

Maximum Specially Assessed Value (MSAV). The maximum (limit) of a property’s 
specially assessed value (SAV). For the 1997-98 tax year, maximum specially assessed 
value (MSAV) was the 1995-96 SAV less 10 percent. MSAV may be increased or 
recalculated under certain circumstances to reflect changes to the property. For tax 
years after 1997-98, MSAV increased by 3 percent per year.

Mean. The result of adding all the values of an array and dividing by the number of 
values. 

Measure 50. Approved by Oregon voters in 1997, this measure contains a 
mathematical calculation used to establish the current AV using the 1995-96 RMV less 
10 percent for the 1997-98 tax year. For tax years after 1997-98, MAV is the greater 
of 103 percent of the property’s AV from the prior year or 100 percent of the property’s 
MAV from the prior year.

Measure 5. The constitutional tax rate limitations passed by voters in November 1990, 
which can be found at Article XI, Section 11b of the Oregon Constitution. Measure 
5 limited school taxes to $15 per $1,000 of assessed value and nonschool taxes to 
$10 per $1,000 of assessed value, starting in 1991–92. The school limit fell by $2.50 
per $1,000 each year until it reached $5 per $1,000 in 1995–96. The nonschool 
limit remains at $10 per $1,000. Levies to pay bond principal and interest for capital 
construction projects are outside the limitation. The Measure 5 rate limits still apply 
under the provisions of Measure 50, passed in 1997, but apply to RMV only.

Median. A measure of central tendency calculated by determining the exact middle ratio in 
an array. The value of the middle item where an odd number of items are arrayed according 
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to size, or the arithmetic average of the two central items, if there is a even number of items. 
It is a positional average and is not affected by the size of extreme values. 

Minor Construction. An improvement to real property that results in an addition to 
RMV but does not qualify as an addition to MAV due to a value threshold. The value 
threshold is an RMV of more than $10,000 in any one assessment year or more than 
$25,000 for all cumulative additions made over five assessment years. 

Mode. A ratio that occurs most frequently in a ratio array.

Modernization. A type of renovation that replaces worn or outdated elements with their 
current counterparts. 

Neighborhood. A group of complementary land uses where properties are 
homogeneous. 

Net Additions. The net RMV of the new property or new improvements less the RMV of 
retired property, but not less than zero. 

Net Assessed Value. The value used to calculate district tax rates for dollar levies. It is 
total assessed value, plus nonprofit housing value and state fish and wildlife value, less 
urban renewal excess value used.

New Construction. Any new structure, building, addition, or improvement to the land, 
including site development.

Nonhomogeneous. A market area where the property types and uses are dissimilar 
and the inhabitants have noncompatible cultural, social, and economic interests.

Net Operating Income (NOI). The actual or anticipated income that remains after all 
operating expenses are deducted from effective gross income, but before mortgage 
debt service and book depreciation are deducted.

Omitted Property. Property discovered and added to the roll after the roll is certified to 
the tax collector.

Oregon Administrative Rules (OAR). The interpretation of Oregon Revised Statutes 
issued by a state agency such as the Department of Revenue.

Oregon Revised Statutes (ORS). The laws of the state of Oregon, as the Legislature 
amends, changes, and deletes. The numbers after ORS indicate the chapter and 
section of the law.
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Outlier. An observation that has an unusual value that varies widely from a measure of 
central tendency. Some outliers occur naturally, others may be due to data error. 

Parameter. Descriptive characteristics of a population as a whole. For instance, it could 
be the average square footage, the average RMV, or the average percent good in the 
marketplace.

Personal Property. All property that is not classified as real estate. Includes items that 
are moveable and are not permanently affixed to or a part of the real estate.

Plat map. A map showing the division of land into lots or parcels. 

Population. All the properties in an appraisal area, market area, or study area.

Potential tax. A lien existing on specially assessed accounts (farm, forest, woodland, 
etc.). The difference between what the tax would have been if the property had not 
been specially assessed and what was certified must be paid when the use of the land 
changes. Calculations may vary depending on the property’s designation.

Property class. A three-digit code number, maintained on a continuing basis, for 
each individual parcel of locally assessed real property in a county. The classification 
assigned will be determined by the property’s highest and best use except when 
specially assessed. The class associated with the property may or may not be its 
current use. OAR 150-308.215(1)-(A) lists the property class codes approved by the 
Department of Revenue.

Ratio. Relational value in number or degree between two similar things. The relative 
size of two quantities expressed as the quotient of one divided by the other.

Ratio Study. The assessor’s certified ratio study required by ORS 309.200-(A) and 
filed with the clerk of the Board of Property Tax Appeals by October 15 each year. The 
contents must comply with OAR 150-309.200(B) and the current Assessor’s Ratio Study 
Procedures Manual. This study estimates the percentage relationship between the total 
prior year’s RMV of taxable property on the prior assessment roll and the total current 
RMV of the same properties in each property class countywide, by month and quarter, 
and by sale date. 

Real Market Value (RMV). The amount in cash that could reasonably be expected to 
be paid by an informed buyer to an informed seller, each acting without compulsion in 
an arm’s length transaction, occurring as of the assessment date for the tax year, as 
established by law.

Real Property. Physical land, including any improvements attached to the land. 
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Recalculation. An automated valuation processing method where traditional mass-
appraisal set-up techniques are utilized and applied. These techniques and market-
based value components are implemented using tabled, computer-aided formats 
replicating RMV levels for applicable classes of real property.

Reconstruction. To rebuild or replace an existing structure with one of comparable 
utility.

Red Tag. A flagging method for new construction and accounts that will be reviewed by 
appraisers each year. 

Rehabilitation. To restore to a former condition without changing the basic plan, form, 
or style of a structure. 

Relative Index. An index that calculates the percentage a property class contributes to 
the countywide ratio.

Remodeling. A type of renovation that changes the basic plan, form, or style of the 
property. 

Renovation. To modernize, remodel, or restore older structures or historic buildings. 

Restoration. To return a property to its original appearance and condition.

Rural. Pertaining to the area outside the relatively larger and moderate-sized cities and 
surrounding population concentrations.

Sales Analysis. A method of analyzing RMV levels by measuring sales prices against 
prior year’s RMVs.

Sales Array. A grouping of sales listed in ascending order according to the size of the 
ratio.

Sales List. A listing of all sales used to prepare the ratio study 

Sale Price. The actual selling price of a property. See Market Price.

Sales Ratio. The relationship between RMV from the certified assessment roll and the 
selling price for a particular property. This can be expressed as a percent or decimal. 
The common practice is to express the ratio as a whole number. 

Sales Ratio Study. A statistical compilation of sales ratios designed to produce an 
indication of the RMV ratio for each property class within each appraisal, market, or 
study area countywide. 
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State Responsibility Industrial Accounts. (See ORS 306.126, OAR 150-306.126). 
Principal Industrial Property: Any unit of industrial property having a RMV of over $5 
million for the improvement on the assessment roll for the preceding year. 
Secondary Industrial Property: Any unit of industrial property having a RMV of more 
than $1 million but of $5 million or less for the improvement on the assessment roll for 
the preceding year.

Statistical Class (stat class). A three-digit classification code of structural 
improvements (not to be confused with property classification). This code identifies 
characteristics of the structure, such as type, stories, building class, etc.

Study area. Typically, a group of properties identified during the sales ratio process 
when an analysis of the sales indicate a separate market is developing due to unique 
characteristics setting these properties apart from the rest of the area.

Tax Year. The fiscal year from July 1 through June 30.

Trend. A series of related changes, such as real estate price trends, time trends, market 
trends, etc.

Urban. Pertaining to the area inside a city and surrounding population concentration.

Valuation. A universal term used to encompass all methods of valuing property from the 
traditional physical reappraisal to alternative methods (recalculation, etc.). 

Valuation Area. An area in a county generally composed of one or more school 
districts, a city or political subdivision, or any other logical division established by 
the county assessor for the purpose of conducting an orderly valuation of taxable 
properties.

Valuation Date. The roll year when the last property valuation was made.

Vertical Inequity. Differences in the levels of appraisal of properties related to the value 
ranges of the properties. That is, properties of higher value levels have assessment 
levels that differ from properties of lower value. See Horizontal Inequity.

Weight. The percentage of value that represents the relative importance of each 
element’s contribution to the total.

Weighted Mean. A measure of central tendency determined by dividing the sum total of 
the RMVs in an array by the sum total of the sale prices (or other indications of market 
value) for each property class in each market area or countywide.
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