27.04
VALUATION OF IMPROVED PROPERTY

In determining the fair market value of the property, you should value the land and the improvements as a whole.  This means that in general you may not determine the fair market value of the property by determining separate values for the land and the improvements and adding them together.  However, if you find that the improvements are particularly well-suited to the land, you may consider both the value of the land and the amount by which the improvements enhance the value of the land.

Use Note

This instruction should be used when there are improvements on the condemned land for which the owner seeks compensation.

A separate instruction is required if there is a dispute over what improvements were taken.

Comment

The "unit rule" specifies that improvements are not to be valued as separate items in addition to the market value of the land.  Alaska State Housing Authority v. DuPont, 439 P.2d 427, 431-32 (Alaska 1968); Ketchikan Cold Storage Co. v. State, 491 P.2d 143, 151 n.13 (Alaska 1971).  The purpose of the unit rule is to prevent a windfall to the owner when the improvements add little or nothing to the value of the property as a whole.  

The Alaska Supreme Court recognizes a departure from the unit rule when an improvement is particularly well-suited to the land.  In such cases, the supreme court has held that evidence of the value of the improvement may be admitted.  See, e.g., Alaska State Housing Authority v. DuPont, 439 P.2d at 432 ("[W]hen there is evidence upon which it may be rationally found that the land and the buildings are well matched, the rationale behind the unit rule fails, since in such a case there exists some coincidence between structural and market values." Id.)  However, the supreme court has not made it clear how such evidence should be used.  In Dupont, the court suggests that the jury should use the evidence to determine the amount by which the improvements enhance the value of the land:  "[E]vidence of the structural value of the building may aid in a determination of the value of the parcel as a unit." Id.  By contrast, in Ketchikan Cold Storage Co. v. State, the court suggests it may be proper to add the value of the land and the value of the improvements:  "[S]ummation of land and building values is permissible when the structure is well adapted to the land on which it is situated."  491 P.2d at 151 n.13.

The "unit rule" may be applied in a number of situations where the subject property is divided in some manner to require that it be valued as a whole rather than by the sum of its constituent parts.  For example, where the fee has been divided, such as in the case of lessor and lessee, the rule precludes separate valuation and summation of the leasehold and the remaining fee interest to arrive at value.  See, e.g., Bogart v. United States, 169 F.2d 210, 213 (10th Cir. 1948).  Rather, the rule requires that the property be valued as a whole and then the award is allocated to the separate interests.  See, e.g., State of Nebraska v. United States, 164 F.2d 866, 868 (8th Cir. 1947).

The rule may also apply to cases other than division of the fee into separate estates, such as precluding summation of the value of timber and the value of the land upon which the timber is growing to arrive at the value of the land.  E.g., Meadows v. United States, 144 F.2d 751, 752-53 (4th Cir. 1944).  Rather, the land is valued in consideration of the fact that it is timber bearing land.
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