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I. I:TTRODUCTION

The object of this valuation was to determine the fair
value of the Amana Society's industrial property for the pur-
pose of issuing securities in connection with the abandonment
of the communistic systen.

This valuabtion was made by Anson liarston, Dean of the
Tncineering Division of Iowa State College, in his capacity as
a consultin: engineer. It was the writer's privilege to be an
assistant and to be in charge of the work at Amana.

This valustion covered zll the industrial property,
consisting of 162 units, which ranged from woolen mills and
water systems to meat plants and basket shops.

Several other appraisals were made by other parties,
covering the hones, hydro-development, agricultural equipment
and stores.

The contract for the execution of the viork was entered
into on larch 16, 1932 and the certified copies of the valua-
tion were delivered on April 15, 1932.

The purpose of this thesis is to present the theoreti-
cal principles used and the methods by which they were applied
in making the wvaluation of the industrial property of the Amona
Society. Besides a description of the method used, a brief
history of the Society and a short deseription of the indus-

trial property are given.
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II. A BRIEF HISTORY OF TiE ALATA SOCIETYl

The Soclety was founded in limbach, Germany in 1714
as a religious organization. The founders were Iutherans who
denounced the corruption then prevalent in that church and
who believed in true inspiration, as the name “The Society of
True Ingpiration® denotes.

As the years passed the teachings were carried outside
the boundaries of Germany and the number of members gradually
increased. One of the important principles of this faith was
and is the refusal to teke oaths; and because of this the mem-
bers of the Soelety were often persecuted. Tie state of Hesse,
however, was comparatively lénient, s0 many of the followers
migrated there, By 1830 so many had arrived that the problem o.
providing work and a living for these people, the majority of
whom were poor, was very great. The problem was solved by
leasing an estate which was farmed in common and the proceeds
divided among the workers. This activiity marks the first com-
munistic tendencies digplayed by the Society. As more people
congregated there more estates were leased and, zs gone vere

artisans and wished to follow their trades, factories were

ithis history is based upon:

Shambaugh, Bertha 1. H. Amana The Community of True In-
spiration, State ligtorical Society of Iowa, Iowa City,
Iowa. 1908.

Perkins, V. R. 2nd Tick, B. L. History of the Amana Society.
Univergsity of Iowa, Iowe City, Iowa. 1891,



rented., It should e noted whot of this time only a swell
percentauge of tihe Society’s merbers lived on tie comrmunistic
plan and it wes only inciqentgl to their making of & living.
Persecution gradually increased even in liesse, so the
leaders were-finally forced to decide to move to some otuer
lund. Accordingly, in 1842 a comumittee of four waes selected
to go Lo Aumerica to discover o suitgble loecution for the
Society. Thip committee went to Hew York ond after concider-
nble troudle purchosed a five thousznd cere tract necr Juffclo
wiiere the community of Tbenezer was established in 16435,
During the following two yeurs 4¢u persongs came over
althouzh, for various reasons, many of the members of tais
Taith rewmained in Germony. At lbenezer iwe towns vere eotabe
lished'anﬁ woolen nilig, gaw nills and factories vere erccted.
It was here that the Society s z whole first becane
commzunigiic but this did not oceur inpedictely upon thie founde
inz of Zheuezmer. The wel;~t0¢do wenmbers firgt mude coentribu-
tions to cover the cost of the luand and other expenses, and
the cormunity was to hold the land cnd houses ithus purchaged
in comon for a wperiocd of two yecrs. It wag plonned to return
ecch menber's contribution ot tie end of this period, tozother
with interest, after e peonle hod purchosed their oun land
and nomes. This plan wes gsoon found to ve unfeasible, ag the

-

nexversg?! sirengih, abiiity end weallll varied greetiy. It was



- 5 -

then that the complete communistic system was adopted. Those
having money received, for their contributions, non-interest
bearing receipts that provided for the return of the principal
whenever the member left the colony. Personal property, how-
ever, has always remained private property.

Although the community prospered at Ebeneger, the lead-
ers came to the conclusion that the colony should move. As the
population had increased rathér rapidly, a shortage of land had
developed; and as there was no adjecent land to be had at a
reasonable price it was impossible to expend in that location.
In addition to this economic reason there was & religious one,
which is explained by the following quotation from Shambaugh.
(5, p. 71)

"In addition to the lack of available land another more
serious problem from the standpoint of the Community now daily
confronted the First Brethren. The thriving city of Buffalo
with ite worldly influences and attractions was too easily ac-
cesaible to the young people for the peace of mind of the
Elders who considered the salvation of the soul of paramount
importance in this world. They were profoundly convinced that
in order to *cultivate humility, obedience to God's will, faith-
fulness and love to Christ! (and to that end preserve in its
simplicity their divinely ordained brotherhood), it was best,

as far as possible, to keep apart from the world with its
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strifes, temptations, and anxieties. ‘lave no intercourse with
worldly minded men?!, wrote Eberhard ILudwig Gruber in 1715,
*that you be not tempted and led away.'®

In 1854 o committee of four was again sent seeking a
new home for the Society; this time to Kansas. Several months
were spent looking at land there but without finding a suitable
location. A commitiee was then sent to the new state of Iowa.
This committee reported so very favorably thet the Society, in
1855, purchased a tract of about 18,000 acres in Iowa County.
The community moved there in the cnsuing decade and has re-
mained in this location ever since. Some additional land wes
purchased a few years later, masking the total about EQ;QOO
acres, which is spproximstely the amount now held. All the land
ig in-one tract,

The first villege laid out_in Iowa vas.Amana, which was
commenced_in the gsummer of 1855. Other vililages were located
as the people gradually moved from Ebenezer. In 1861 the town
of Homestead, which was at that time the western terminus of
the newly extended liississippi and Kissouri Railroad and a busy

trading center, was purchased. By 1862 the five other Amanes

{Bast, iiiddle, High, Vest and South) had been established. A
map of Iowa County showing the location of each village is in-
cluded in Appendix B.

Although the sale of the old property at Zbenczer was
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difficglt and tedious, since it had to be sold in small blocks,
it was accomplished by 1865 and since then all the Society's
activities have been carried on at the present location.

Since that time the Society has operated successfully,
but gradually changing conditions have caused new ideas and
ambitions to creep in which have culminated in the present re-
organization, That this change was eventually expected by
some is shovn by the following quotation taken from a monograph
on the Society, written by Perkins and Viek in 1891, (4, p. 69)

"The seclus;on, which to some extent induced the
Society to egiggiggg_iggelf in JIowa, becomes less and less
easy to preserve; the growth of population, the militant chur-
acter of our civilization and the pressure of competition
tend to the destruction of such barriers as must fence in a
Community if it preserve its simplicity and antique character-
istics. The attractions of a world more cosmopolitan can not
but have their legitimate results and lessen by degrees the
desire upon the part of the newer genecration for the methods
of their fathers. As progress is a distinetive principle in
our American civilization,--a c¢ivilizetion which is strictly
aggressive,--it would be almost too much to hope that the dis-
tinctiveness of life which has thus far characterized the So-
ciety will be immutszable, and remain unaffected by the intense

influences from without which require adeaptation to themselves



- O -

in what is unlike them, aund, if too strongly opsosed, become

destiructive to what stands in their way."

www.manharaa.com
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III. THE REORGANIZAVION

A Torce powerful enocugh to chunze entirely the funda-
siental economic principles of a whole communitiy must be irre-
gistible, especially when thege prianciples have been intimste-
ly asgoclated with the religious teaching for very neesrly a
century. Such a force is the one that has produced tine change
in the Anane comwunity. Although outwardly and physically,
except for such customs as cooking and eating in community
kitchens, there will be very little change in their mcde of
living, at least at first, it is nevertheless a basic and com-
plete change from communistic life to one ¢f individuzl ini-
tiative.

This force, naturzlly, has nol developed suddenly but
has been increasing for muny years. Lore than ten years zgo a
public meeting was held for the purpose of considering a change
and probably various individual members have been desirous cof
such a change for nany years.

Ag the years have passed the outeside world hus increas-
ingly exerted more influence on the members of the colony. Ia-
dios are common in the homes of the people; and even privately
owned automobiles, while not nurerocuc, are not rare. " Three of
the towns are on paved rocds and two are on the busy Icia City-

Des iloines highway. Probably the development of paved rozds

VV LI TIGAL 1AL AL UV T ]
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has affected the community and the lives of the people to a
very marked degree.

The reasonsg for the removal from Ibenezer sre also
reagons for the present change but since there is no desirable
land in secluded locations (thefe are now no really "secluded®
locations, at least not in this country), and due to their
very large invesiment in fixed property in theirvpresent loca~
tion, it was entirely impracticable to move again., It was
therefore inevitable that a change in economic practice would
ensue.

The “Plan of Reorganization® (1) provided for a change
from & corporation formed not for pecdﬁiary profit to one or-
ganlzed for profit., It was proposed that the new corporation
should take over all the secular assets of the old corporation
in exchange for common and preferred stock. One share of the
Class A stock (there was to be no other comcon issued at that

time), which has sole voting power, was issued to each member

over twenty-one years of age. | Provision was made that when a

e e et

holder of this stock dies or moves from the community the
stock must be so0ld only to the corporation, the price to be de-
termined by the book valu?:j “hen g minor comes of age he is
entitled to purchase one share of this stock at the book value.
In this way the resident members are assured of keeping control

/o? the Corporation. The par Yalug of all the stock is fifty
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dollars per share.

The stock issued, pesides the Class A common, is Prior
Preferred. The method of issuing this stock was as follows:

“From the sum total of the net value of the secular
property to ﬁe conveyed to the new corporation therc shall be
deducted: (1) a sum equal to the outstanding cbligctions and
debts of the present Society to its members and all others,
including taxeé, county, state and federzl due at the time its
secular property is transferred to the new corporation; (2)
the sum of $20,000.00 for purchasing prior preferred stock for
the ninor children of the Society, as hereinbefore provided,
and any anounts remaining of said sum siall be placed in the
corporate surplus; (3) a sum equol to 25, of the remainder of
the appraised value of said property which shall be set agide
and used as surplus for the new corporation; (4) an amount
equal to the sum total of the par value of the entire issue of
thie Class A common voling stock, one ghare of which shall be
igsued to each member of the present Sociely subseribing here-
to, and the bazlance then rexaining shall be apportioned among
the merbers as follows: The sum total of the years service
of all the members of the Amana Society shall 53 determined
and a sum equal to the balance aforesaid cshall be divided by
the sum total of said years service; the result of such divi-

sion will be the money value of one year's share into which
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the balance should be divided. One of such shares shall be ap-
portioned to cach member of the present Society for each year
of time he has heretofore served the present Society, and the
sun total of the value of such shares that each merber is to
receive shall be issued to him in shares or fractionsl shares
of Prior Preferred stock. ...

YA year of service within the mezning hereof shiall be
any period of one year during which any ncwber of the Society
at the time of the transfer of the properiy, as herein contem-
plated, shall have lived as a member or a prospective merber
of the present Society under the rules and regulations, cubse-
quent to the time said member attaoins the uge of twenty-one
years if & male, or eighteen years of age if a female." (1, p. 9-10)

The stock hag the following provisions:

"The Prior Preferrcd stock shall be of the par value of
+50.00 per share and shall entitle the holder to receive a non-
curmlative dividend in each year at the rate of 77 upon the par
value thereof, payable annuslly, out of the net earnings of the
company for the calendar yezr preceding the date the dividend
is declared and before any dividends shall be declared or paid
on the common stock and on dissoluticn shall be entitled to a
preference and priority of payment of ;65.00 per share and no
more over the comzon stock or any other issue of preferred

stock in any distribution of the property of said corporation,
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except as hercinafter provided, but if the net earnings of the
Company, after proper reservations for working capital and de-
preciation have been sct up, are such that the dividend or eny
part thereof can be paid therefrom, such dividend or any part
thereof shall be ordered paid by the Board of Direcctors. ...

"Th¢ Prior Preferred stock shall have no vote and shall
have o par value of ,50.00 and becausc there will be ot the
date of the transfer of the secular property to this corpora-
tion allocated to each share of Prior Preferred stock ¢15.00 of
the surplus, the holder of said Prior Preferred stock shall be
entitled to receive for such stock o credit of L 65.00 per share
in exchange of said stock for the homes of the members or for
the purchase of any othcer property from the corporation, if
such sale or purchase is made within one year from the date of
the transfer of the property to thisz corporation. ...

#"lo sale or tranafer of any Prior Preferred stock shall
be permitted or made on the books of tune corporation until the
stockholder desiring to dispose of his shares shall heve first
offered them for sale, at the best price he is gble to obtain,
to the Board of Directors for a period of ten days. The cor-
poration may within said period exercise its option and pur-
chase said stoeck. If it is not so exercised by the corporstion,
the holder thereof may sell the same without other restric-

tion." (1, p. 10-12)



Control of the new corporatiocn is provided for as fol-
lowus:

"A11 of the czpacity of the corporation shall be
vested in and all of its authority shall be exerciszed (oxcept-
ing insofar as the approval of its acts by the stocxholders is
required by statute and these presents) by its Board of Direc-
tors which shall be composed of thirteen members to be clected
by the voting stockholders from among the holders of voting
stock only.

“One director, who resides in each of the following
villages, respectively, shall be elected: East, High, Liddle,
Wwest, Amana, Homestead, and South Amana, Oix of said direc~
tors shall be elected without regard to place of residence. ...

“The resident holders of Class A common stock in each
of gaid villages regspectively, shall at said meeting gselect
one member of said nominating committee for each fifty Class A
common stockholders residing in such village. ...

"The nominating committee shall select two candidates
for each office to be filled at the next election of directors;
and shall, not later than three weeks prior to said election
of directors, certify by the secretary and chairman of the
éommittee its selection of such candidates for the respective
directorships to be filled, upon which certification said nom-

inating committee shall stand discharged.



“"Bach director shall be elected for a term of two ycars.
Such term shall expire when & successor is elected and quali-
fied.

"All elections shall be held in secret and upon ballots
furnished by the Board of Directors, with the names of the two
candidates for the respective offices printed thereon, tosether
with a blank space for writing in an additional name by the
voler, of a third choice for gsuch office. ...

YAll voting shall be done at o place provided for that
pburpose in each of the respective villages, and a resident of
one village shall not be permitted to vote in any exce.ting the
village of his residence.

"The election of directors shall take place on the first
ifonday in February in each of the respective years. ...

"Voting shall take place from the hours of four P.i. to
gseven P. i. at each election, and all voting shall be done gdur-
ing the szid ﬁours.“ (L, p. 12-14)

The powers of the corporation are so broad that prac-
tically any form of legal business can be engaged in.

Special rights, obligations and provisions are as fol-
lows:

"To appropriate from the revenues of the Corporation
such amount to be expended for welfare work among the employeces

of the Corporation and their families and dependents, and in
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the communities included within the limits of the physical pro-
perties owned by the Corporation, such sum as in the judgment
of the Board of Directors is necessary to promote the health
and welfare of the community and within the means of the cor-
poration, The work to be conducted is to be described in ep-~
propricte by=-laws and is to include free medical end dental
service to the present merbers of the community who will be
the stocxholders of the new Corporation and their dependents,
and also to provide for thekfxpensea of a simple burizsl and
embalming as authorized by the directors. It shall also pro-
vide for giving ald to those individuals who, through misfor-
tune, sickness or old age, shall be in want or suffering. This
will be limited, either to a specific amount performed or to a
given proportion of the earnings of the Corporation though it
is recognized that in the transition period, it will be ncces-
sary to contribute a fixed amount for the support of the church
and the benevolence herein contemplated, even though it'take
more than the earnings in the early years. In such event the
appropriation will be made from surplus, but it is not contem-
plated that after the transition period proper the appropria-
tiong for thig purpose shall seriously interfere with the earn-
ings to be distributed to the stockholders. It is, however,
the intent that the new Corporation shall include within its

powers the altruistic and benevolent features which have been
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a part of the Society since its organization. ...

"In this respect, it is also contemplated tlmt the
Board of Directors shall be mputhorized to set aside cither from
surplus or earnings, by reserve or otherwise, such amount as
shall be necessary to provide for the support and maintenance
of thogse present merxbers of the Socliety who shell be unable to
support themselves by the wages or other allotments which they
shall receive until such time as dividends may be paid upon
the stockholdings of the members, sufficient to support them
and from these funds advances may be made to worthy or needy
members, without provision for repayment, but otherwise to be
ultimately repaid by the members through the transfer to the
Corporation of dividends or stock.

®"The officers of the Corporation should consist of a
pregsident, one or more vice presidents, a secretary and a
treasurer. ... All of such officers shall be elected by the
Board of Directors from their owvn number, excepting that the
secretary and the itreasurer msy be elected from the holders of
Class A common stoek, or from outside the membership of the
corporation.® (1, p. 15-17)

All the members gsigned the reorganization egreement,
thereby signifying their approval of the plan.

On ¥ay 20, 1932, the Ixecutive Council of the State of

Iovia, as reported by the Des Ifvines Register of lay 21, 1932,
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approved the proposed change and authorized the issuance of
w1s700,000 of stock to be exchanged for the assets of the old
corporation in accordance with the aforementioned plan. The
total assets amounted to 42,704,556.61 while the total lia-
bilities amounted to 490,639.35, The stock issued amounted
to approximately three-fourths of the net value, the rerainder
going to surplus, in accordance with the provisions quoted
from the "pPlan of Reorganization¥,

The total reported values of the various clasges of
property, as reported by the Des lloines Register of the sanme
date, are as follows: Real Estate, $1,361,590; buildings,
+439,68L; equipment, $213,442; merchandise,  236,837; cash,
+41,716; accounts receivable, .;23,155; bills receivable,
»w19,167; conditional sales contracts and nortgages, +9,217;
members?! gupport money, 30,624; securities owned, ,208,338;

and water power, 70,790,

www.manaraa.com



IV, 71 IIIMUSTRILAL PROPTRTY

Soon after Amsne was established a quarry woas opened
that furnished a rather attractive and gerviceable lisht brown
and tan sandstone, with which many of the homes and comnecrcial
buildings were built. A kiln was soon constructed to‘furnish
brick for thc ercction of homes and factories. Although nei-
ther stone nor bricx is produced todeay, their production was
formerly of considerable importance for 1t provided & service-
able construction material that cost the Society no actual
money. Of still more importance was the fact that it was pro-
duced locally, thereby saving transportation costs, which were
very great before the railroads reached Auana.

A saw mill was erected at each tovm, and since taere
%as a2bundant timber, principally oak ond walnut, a greet save-
ing was effected by producing their own lumber. S8ix of these
mills are standing at the present time. Although tney arec not
of nearly go much importance now, they are still used to a
congiderable extent.

Two flour mills, one at Armena and one at Vest Anana,
were established very early and did a thriving and profitable
business for many years, not only making flour for the com-
munity but also producing large quantities of flour of wvarious

kinds for the market. At the present time there is only one

www.manaraa.com



mill standing, for the one al Amzns was destroyed by fire in
1925. This mill, uafortunately, is several miles from the
nearest reilroad; so for tuls reason, and the fact that iV is
small and not completely up-to-dote, it is not able to compete
succesafully with other mills in the outside market.

The Society owns and operates three grain clevators,
two of which are rother large. The one &t South Amana was
built forty years ago; the one at Homestead, which is the
largest, was bulli thirty-two years ago; and the omne at Anana,
wiieh is the sweliest bui does the largest business, was erec-
ted eignt years ago, after the flour mill there wos desiroyed
by fire. The buciness of thesc elevaturs, and especially the
ones at South Awmana and Homestead, has beenr adversely affected,
in comnon with the majority of the clevators in Iova, by the
trend in recent years toward feeding grain and shipping anicals
rather than shipping the grain directly to marxget.

The establisament of woolen mills dates bacik to the
very beginning of the Soclety's communistic activity in Ger-
many. ‘aen they came to this country, the me.bers brought
with them some of the woolen mill equipment they had used
there. The production of woolen goods was one of the princi-
pal industries established at Ibenezer, and when the Society
moved to Amana the woolen mills naturally were re-established

there. iuch of the equipment was brought from Germany to



Ebenczer and removed to Amsna. There is still in ugse an inter-
esting old carding machine that was brought over from Germany
in 1844, where it had been in use for a number of yeurs.

One of the woolen nilis is located at Amana. $his mill
is rather new, since zll the o0ld buildings, with the exception
of the weaving building, were partizlly destroyed, tougether
Wwith most of the equipment, in thie disasirous fire of 1923,

Some of the equipment, such as z Coriiss engine, boilers and
some of the mill machinery, that went through the fire is still
used, but most of the equipment hag been installed sinee then.
This mill hzs been eclectrified to a linited extent since the
fire. An alternating current generator, which nay be driven
either by the steam engine or the water turvine, was installed
to. furnish 1i:;ht and power. Although the machines are not in-
dividually motor driven, there is at least one motor ia a build-
ing and in a few buildings there are two or more. The muachines
themselves are driven from a main drive shaft by tae use of
belts and pulleys.

The other woolen mill is located at iiddle Anana. “Jhile
the size of the two mills is very nearly equzl, there being ap-
vroximetely twenty buildings at each location, the vzlue of the
liddle Amana mill is considerably less because the buiidings
and equipment are much older., This mill was rebuilt avout 1882,

after the original structiures had been gutted by fire. Tuais
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mill is also provided with weter and steam power but no elce-
tric pouer is used, all the machines being driven mechanically
frorm the prime mover. Drive shafts go from one building to
ancther, even though a space of mony fect gseparates some of
then. Plats showing the location and zize of the buildings
are saowa in Appendix B.

Although, of all its products, the Cociety's blankets
are best known to the general publie, the prinecipal woolen pro-
duct at the present time is flannel. Thig flannel is produced
frox specially prepared "plucked®" wool, which is the finegst
obtainzble for ihis purpoge. The wool, when received, has been
cleaned and washied, so the first process at the Anans mills is
dyeing the wool. A mixture of whitc znd colored wool is put
through the picier, the resultant mixture producing the desired
shade. The wool then goegs to the carding nachinen wihich spin
it into a soft yorn. The yarn gocs to the gpinning nmules where
it is spun into a tight thread. The thread thon goes to the
looms where it is made into flannel., The flannel is then washed
and shrunk from 72 inches in width to 86 inches. It is dried,
run through the napper, the shear, the cloth brush, the presser
end the folding machine. It is then wrspped, boxed and shipped.
Blanxets are mosde in a similar way, except that nztive sheared
wool is used, which must be dusted and washed before it is dyed.

The water power is derived from a canal that conveys



water from the Iows River. This canal, which is geven miles
long, was completed in 1866. It was coanstructed by hand labor
and the use of oxen, and required three years to build. It was
made, of course, for the power it would furnish; but the canal,
whose water in many places runs higher than the surrounding
land, and a large mill pond produce a picturesque londscope.

A soap vworks, about seventy ycars old, is operated at
Arana, producing soft bulk and bar soap used in the various
viliages for laundering.

A meat plant, where animals are killed to produce the
neat as required, and where falrly lorge quantities of hogs
are Xilled e¢ach winter and ham, bacon and various kinds of
sausages are produced, is operated in cach village. Large quan-
titieco of meat products are s5o0ld outside the community wvliere
they enjoy a reputation for high quality and good flavor,

LZach village has a bakery where 21l the bread for its
own consumption is baked, as well as some for outside sale.

The bread is baked in old Dutch ovens and a large, distinctive
loaf is produced.

Small shops that produce a great number of things for
home consumption are located in each of the villiages; in fact,
practically everything that the people originally needed was

produced in these shops.
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V. ENGINZERING VALUATION PRINICIPLES
AUD THEIR APPLICATION TO TID AUAUA SOSIETY INDUSTRIAL PROSLATY

Engineering valuation has been defined as "the art of
estimating the fair exchange worths of gpecific properiies
where & professional engineerins knowledge and Judgment are
essential®, (3:102)

This field of valuation has developed lergely since
1890, ‘The besic principles were laid dovm in 1898 in the
Supreme Court's decision on the now famous casc of Cmyth va.
ineg. Properties thot are commonly tlhe subject of this type of
engineering work are public utilities, principzlly for regula-
tory or rate purposes and industriel properties such ag nines,
buildings and factories, for gale or taxation purposes.

Valuations are often termed Yoriginal or historical
copt? "reproduction cost" and "fair value"; the designation re-
ferring in ecach case to the basis used in pricing. The Supreme
Court of the United States has deerced that in all cases a val-
uation to be legal and valid must give the fair value. To noke
a "fair value" valuation the followlng factors affecting value
must ve teken into consideration and given the proper weight.

1. The actual original cost of the property, including
intangibles, less accrued depreciation,

2. The present reproduction cost of the property, in-

cluding estimated reproduction cost of ithe intangibles, less
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accrued depreciction,

1

5. The earning value. This is the present worth of the
estimated future returns of the property. Although this factor
is of negligible imporitance in the case of public utilities, at
least successful ones, it is of paramount importance, in the
cane of iproperties other than those whose return ig subject to
direct or indirect regulation.

4. The market wvalue, as gauged by the preveiling sale
price of similar properties or as computed from the curreat
quotations of the bonds and stocks representing the property.
This factor is hardly ever relevant when determining the fair
value of z puoblic utility, although it is gometinmes incdver-
tently given congidercble weight. Its use in determining feir
velue of other properties is hardly reasoncble as it is more
likely to reflect the pstate of the market rather than sound
value, even though it is the momentary coilcctive opinion of
the invecting public.

5. The service worth value of the property. This is
the earning value of the property uwith rates so adjusted that
they just equal the reasoncble worth of the services rendered.

6. “All other pertinent factors." This broad heading
covers items that affect each individual property according to
the type of enterprise, state of itrade and gimiler conditions.

Although in ordinary exchanges of property the before-



enumerated factors affecting value are usually considered in
an informal and more or less unconscious manner, a fairly well
recognized formal process of engineering veluction has gred-
ually developed.

The first step in this process is to make aiprelimi-
nary general examination of the property. This should consist’
of a brief but careful inspection of all the principsl units
of the property. The plans for making the entire velucztion
are made at this time go that the worx noy be performed as
rapidly as possible. The next and most laborious step is to
make a complete, accurate, clasgified, detailed inventory of
all items of the entire property. A thorough analysis of all
available records relating to the property is then mode. From
the analysis of the records the originzl cost, age, time and
expense of repairs, and, in many cases, veluoble mortality
data can be obtained. If the fair volue is desired, as it
generally is, separate estimnates of value are first made, us-
ing each of the before-enumerated six factors affecting value
as & basis. The fair value is then based on these figures
giving the proper weight to each after coarefully considering
and judging all the availoble facts and data affecting the
value of the property. The proper welsht to be given to each
estimote and fact must be determined on its merits in each

case by the valuation engineer according to his experience and



best Judgment.

The guestion of depreeciction, its validitly as a factor
affecting volue and proper methiods of computing it, is one
that vitally affects 21l valuations aad those making them.
That ohysical objects, with the exeeption of land and o few
others, do depreciate with uge or age is not gencrally dispu-
ted but the azount of deprcciation and tlhiec proper and nost
accurate method of computing depreciction are often tie sub-
Jjeet of great differences of opinion. There are many methods
of computing “theorciical depreciation® and nmony woys of con-
puting "actual depreciation”, The computction of actuzl de-
preciation, which has becn declared by ihe Suprene Court of
thie United States Yo be thae proper amount of depreciction to
conpute, requires an engineering exonination of the unitc of
the property.

The age and probable service life are the twoe itens
generzlly reguired for computing deprceiation. Although most
methodo consider thege factors, widely varyin; results are ob-
talned and each method has many advocates. Although the writ-
er favors the present worth mothod, as vrescnted by Dean Anson
liarston in his book "Inzineering Valuation® (3), he will not
give 2 discussion of the merits of the various nethods.

The fundomentzl idea of the present worth method of

deternining pregent value is that at any time the valuc is



equal to the present worth of the future net returns. Thig is
a logical assumption because a unit of property is owmed and
operated for the return it will give. Obviously, the present
worth of the future returns must be less than the total re-
turns due to the effect of interest. The future returns are
discounted exactly as a note or other financial paper is disg-
counted in cormercial operations.

The mechanical process of computiting the present worth
of & piece of property is as follows: The age is determined.
By the use of mortality curves and other available datz the
proper length of probable service life is determined upon. A
reasonable rate of interest is determined upon for each pro-
verty and from this date, by tae use of condition per cent
tables, the present condition per cent is determined. An op-
eration return ratio igs next decided upon. If the net return
is expected to decrease during the remaining life of the pro-
perty, due to such fectors as lessened mechanical efficiency,
increagsed maintenance charges, reduced output, obsolescence,
or reduced derand, an operation return ratio mugt be decided
upon, after the effect of these factors has been carefully con-
sidered. The next step is to multiply the original cost or
the reproduction cost, &s the case may be, by the condition
per cent and the operation return ratio, if any. The result-

ant figure is the present worth of the unit.



In this wey the present original cost value and the
present reproduction cost value are determined. The fair val-
ue ig based on these two figures, with the four other factors
affecting wvalue given careful consideration and due weight.

The regsult desired in the Amana valuation was a reason-
able, conservative, fair value of the property. This result
wasyobtained by applying sound vaiuation principles and giving
proper weight to the factors that would produce thia result.

In ﬁaking a valuation as much data as possible on the
original éost of the items of property should be obtained. A4s
nmuch cost data es possiblewere secured in the Amana wvaluation
but, unfortunately, the data which were available did not give
the entire cost in rmany cases because in the past no wages were
paid to the people for their labor. So consequently no data re-
garding the cost of instelling purchased equipment, the labor
cost of articles made within the Colony, or lebor costs of
erecting buildings were available, The lack of complete infor-~
mation, of course, did not preclude the use of cost data, but
necessitated the estimating of these various costs by the val-
uators.

The reproduction coast of the property was given a great
deal of weight, in fact, in rost cases it was the dominating
factor in determining the present fair value. Reproduction
costs of all main items of equipment were obtained and the in-

stallation charges estimated.



In all cases the earning value was .coasidered snd in
many cases the expected future.earnings were such that this
factor was the predominating one in determining the present
fair vslue. Thio was especially true in the case of the grain
elevators whose business, and consequently earnings, has de-
clined to a low level in recent years. An operation return
ratio a5 low =8 25% was used in determining the value of two
of the elevaiors. This rotio was determined upon after a study
had been made of the amount of business done during the past
decade znd careful consideration given to the expected rate of
operations in the future. The earning value of the machinery
in the various units was always given consideration but in many
cages the future net returns were estimeted to be such that the
earnings would not decrease appreclably, so this value required
little consideration in these cases.

The market value was, in goeneral, impossible to deter-
mine since there were no bonds or stocks outstanding from
which the stock and bond wvalue could be computed, nor were
there any prevailing sale prices knowm for many, if any, of the
unito of property. Since most of the Society's business acti-
vities are in competition with other industrial orgonizations
the service worth value was not of icportance.

nother periinent factors" were given proper weight and

consideration. The value of the equipment in the woolen mills
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was based to a certain extent on the expected future type of
material to be produced, the feasibility of changing the squip-
ment to produce different styles of material in the future, and
the probable rate of activity of the mills in the next few
years.

A desceription of the work performed in connection with
thig wvaluation and the method of applying these valuation prin-

eipleg are given in the following section.
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VI, THE VALUATION

The Preliminary Survey

The first negotiations leading to this valuation were
nade early in Harch, when Mr. Peter Stuck, secretary of the new
Amana corporation, and Assiatanf Attorney-General Swift called
upoen Dean XZarston and asked h;m to consider making the valua-
tion of the industrial property. He asgreed then to make the
prelininary examination snd to consider the proposition. This,
accordingly, was done on iarch 16, 1932 at which time all the
principal plants and factories and many of the shops were in-
spected. The object of thig Inspection was to determine the
extent of the properties involved, to determine whether to
undertake the work, and to plan the details of procedure.

A contract was entered into specifying that the indus-
trial properiy, only, was 1o be included in this valuaztion,

The principal properiies consisted of two woolen milis, seven
waler supply systems, 8ix saw mills, seven meal plants and a
telephone system. DBesides these large units there were approx-
imately 100 small shops and business eatabliéhments to be val-
ued. The other property, as before mentioned, waa to be wvalued
by other parties. -

A provision inserted by Dean Harsion in the contract

required the Sociely to furnish in advancs detailed inventories
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‘of all the property to be valued, These were made by desig-
neted mewbers, familiar in each case with the particular pro-
perty. On the Scciety's inventory form was recorded, besides
the name of the item and the quantity, cost if known, date of
purchase if known, whether it was purchased new, second hand
or made in the community and the £ ir value of the article in
their opinion.

It is always a laborious and costly process to mcke a
detailed inventory but in this valuation the advance work thus
yerforred by the menmibers of the Society greatly facilitated and
shortened the prepasration of the final inventory; and, since
labor had no direct cost under the old regime, saved the Society

g considerable awmount,

Field Inspection

The detailed field inspection which was made for Dean
Harston by Charles G. Parsong, Vallace A. Rogers and Dudley V.
Day, was commenced on March 17. As the advance inventory for
each unit was completed by the Society, it was given to the
members of the aforementioned valuation party, who then visited
that shop or factory and carefully lnspected each item whose
value was at least $25. TFor each of these items the age was
apcertained, its physical condition noted, its operating effi-

ciency estimated and the foreman's or manager's opinion as to
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its probable ;uture length of life obtained. From this infor-
mation the "Probable Service Life" was estimateﬁ, according

to the valuators' best Judgmént. This figure is equal to the
present age plus expected future life.

A gufficient number of the items of lesser value was
inspected in a similar manner to enable the total correct‘val-
ue of the group entitled "Minor Equipment“, which included a1l
items whose value was under 25, to be detefmined with reasﬁn-
gble accuracy. In this way data were abtained for computing
the correct value of each item in every shop and factory. 1In
the smallpr shops the inspeotion was generally made by one man,
while in'the 1arger shops and factories two or three men in-
spected thelequipment in order 1o secure as broad and reason~-
2ble an estimate of the Prdbable.service ILife ag possible.

In the case of the woolen mill equipment, wﬁich ran
into many thousénde of dollars, considerable time was spent in
conference with lUr. Zimmerman, the general superintendent of
the mills, discussing the physical condition of the equipment,
its adequacy, its efficiency as compared to that of new equip-
ment, the possible lines of goods to be manufactured in the
cominé year, the effect of change in gstyle on the use of the
equipment, and conditions in general in the woolen industry
which affect or might affect the present value of the equip-
meut. From this information and the data obtained at the time



each unit was inspected, a Probable Service Life and a proper

Operation Return Retio were determined upon.

Field Office Vork

Although officde work is a distinet phase of valuation,
the work, as ia usual, was done concurrently with the field
inspaction, in this case principally at night and st other
times when the shopa and factories were not open. This work
consigted of recording on the valuation sheets, samples of
which are S&Oﬁn in Appendix A, the mzin equipment in detail
and a total figure for the minor eguipment of each shop. The
item, quantity, age, probable service life, cost and the pres-
ent fair value as shown on the Society's inventory verec re-
corded on the forms. By the use of Condition Pef Cent Tables
(2)s @ condition per cent was determined by using the age and
the probable service life as previously recorded. An interest
rate of 5% was considered the fair and proper rate to use in
this valuation. The cost was then multiplied by the figure
thus obtained. This resullant value was then multiplied by
the operation return ratio, which is based on such factors as
the extent of obsolescence, inadequacy, reduced efficiency,
inereased maintenance charges, reduced output and reduced val-
ue of operations. The resulting figure ig the present value
based on the original cost. If the reproduction cost differed
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radically from the original cost, a2 similar procedure was gone
through with, using the reproductiion cost figure inatead of
the original cost figure. The fair value was determined upon
after considering the present value original cost figure, the
present value reproduction cost figure, the operation return
ratio, which takes into account thé earning value and "other
factors? affecting value; all of which were taken into account
in accordance with the best final judgment of Dean larston and
the members of the valuation party. In this valuation there
generally was not enough difference between the original cost
and the reproduction cost to justify such extensive computa-
tions, but in many cases actual reproduction costs were ob-
tained (for example, on much of the woolen mill machinéry)
while for other equipment, where the amounts involved were not
8o large, an estimated reproduction cost was often used.

Upon the completion of the field work all items of im-
portance were rechecked by Dean Marston and the fair values as
previously determined were adjusted or espproved as his judgment

dictated after considering all the faels avallable.

Final Determination of Value
The final step in the valuation was the careful check-
ing of all prices used and the values determined upon. The

prices used in determining the value of the water systems were



worked out sfter consulting two onginecers familiar with this
type of work and considering other special data available.
fhe value of the deep Homestead well was based on the bresent
cost of drilling and casing such a well as quoted by a large
well drilling firm.,

Vhere feasible, the probable service lifey; os found
by the previously describéd methods, was chiecked by using data
énd curves in the bulletin "Life Cheracteristics of Phyaical
Property" (6). In this case, the general principles end type
mortality curves, rather than the numerical data contained in
this valuable bulletin had to be used; little use could be
made of the curves on particular types of property.

An allowance of 5% vas made for overhead costs and
contingencies. Although this figure is less than that gener-
ally used in valuations, it was considered proper in this case
because the Society's overhead charges have been small in the
bast, the cosis for contingencies would be low because of the
size of the units and the general conditions in the cormunity,
znd, furthermore, it was desired that no factor should be in-
troduced that would in any way tend to inflate the value, Al-
though a real intangible value was present, due to the general
good reputation that the Sociely bears znd to the foet that
many of ita products, especially blankets, are well and favor-

ebly Imown throughout the United States, it was not desired to
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capitalize this asset 8o no estimate of the falr amount was
mede for this valuation.
Curves used for the purpose of determining and check-

ing prices and price trends are shown in Appendix C.

Valuation of the Buildings

The values of the buildings were determined somewhat
differently than'those of'the gguipment. Gince the Societly
had built all or nearly ell of the buildings with their own
labor, and many with their own material, no data pertaining to
the aclual reasonsble cost of construciionwere availeble. For
this reagon the Society did not inventory or stiempt o set a
fair value on any of the buildings.

The buildings were all carefully measured in accord-
ance with customary architects! rules and the volume of each
was conmputed. Assistance in selecting fair prices, on & cubic
foot basis for each type of building, was secured from 2 prom-
inent architect and a contractor, both of whom were familiar

with current constiruction,costs.

Clagsification
The remaining step consisted of dividing the wvarious
items into (a) buildings, (b) main equipment, (¢) minor equip-
ment, (d) materials, supplies and minor stock, and (e} stock

inventory.



The item "buildings" included the buildings only, no N
Jand, no plumbing, heating or lighting equipment. The land was
appraised by other parties and the other items mentioned were
inventoried and wvalued separately. The classification “main
equipment" consisted, as already.noted, of all items vhose.val-
ue was at least $25. UHinor equipment® comprised all. itenms
whose value was less than that amount. ‘“iaterials, supplies
and minor stock" included besides the items the title denotes,
the finished goods for sale or to be used . in the community,
that were produced in the small shops, snd all materizl in pro-
cess. The term "stock inventory" covered completed goods pro-
duced for sales such as blankets, flannel, smoked meats, grains,
etc.

All the buildings, equipment and inventories of the
varlous units are shown classified in this way in the "Certified

Valuation" sheets in Appendix A.

Special Problems
One of the outstanding features of the Amana valuation
was the grezt vaeriety of equipment encountered, Another factor
making this valuation distinctive was that some of the equip-
ment had been purchagsed second hand and a great deal was pori-
1y or wholly made within the Colony. This complicated the
work, in that little if any useful cost data were available on
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this class of equipment. A problem wag presented by the fact
that the policy of the Community had slways been to use equip-
ment as long as possible, keeping it in good repair by replac-
ing parts as they wore out, even long after better and more
efficienﬁ machines had béen placed on the markét. For this
reagon there éés consideréble eqﬁipment, ph&sically in very
good condition, whose value was hard to detefmine. It the
gpirit of change which seems to be prevalent continues, these
various sound and servicezble méchines will, in maﬁy éases, be
replaced by néwer and more efficient ones in the near future.
The officials of the Society, however, stated that no policy
of making immediate extensive changes will be adopted. It was
upon thigs assumption that the property was velued.

A faetor producing an additionai alement of uncertain-
ty was that the future disposition of each shop or factory will
depend upon the revenue to be derived from it. As no records
have been kept on the individual shops which would give an in-
dication of the revenue-producing possibilities, this probable
return had to be estimated by the valuators and considered when

determining the present fair value of each item of property.
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VII. CONCLUSIONS

The circumstances at Amana were such that a sound, conser-
vative value was desired. Although the prices used will
not necessarily be as low 28 the lowest resached in this
business cycle, they were indicative of reasonable and con-
servative values.

The Society by making the preliminary, detailed inventory
nade g substantial saving in time and money and added con-
siderably to the accuracy of the valuation.

The principles upon which this valuation was made are
pound, reasonable and applicable to all types of industrial
properties.

Since conditions at Amana were peculiar to that type of
economic organization many problems arose and had to Dbe
solved which éould not be encountered in the normal course
of industrial valuations.

Due to the conservative financial policy always pursued by
the Society, the interest rate of 57 determined upon for
the purpose of computing condition per cents was entirely
correct and justified.

The overhead and contingency allowance of 5 which was de-
termiﬁed upon was & reasoncble one, in view of the fact

that the Society's management costs have been lower in the
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past than those of sirictly industrial enterprises of simi-
lar magnit;de and that fewer costs due to contingencies ac-
crue in a communiiy of this type.

Yo estimate of the intangibles was made, not because there
was no intangible value present but because it was not
deemed desirable under the circumstances prevailing at Amana
to capltalize this value.

The total present fair value of the buildings and equip-
ment covered by this valuation was found to be $366,529,
The value of the materials, supplies and stock inventories
covered by this valuation was $128,506, the total value
found being 495,035,

That the valuation was sound, reasonable and correct is
evidenced by the fact that it was accepted by the Amana
Society and the Securities Department of the State of Iowa
as being the true value for the purpose of issuing securi-

ties in connection with the reorganization of the Society.
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SUMMARIZED VALUATION SHEET

Total Value of the Industrial Property
Oemed by the Amapa Sooloty, Amans, Iowa

GROUP

Valus as of
April 15, 1932

Value as of
Inventory Dateg

Buildings and lMateriasls, Supplies,

Equipment Stocks
GROUP 1. INDUSTRIAL PLANES $ 275,950 $ 72,118
Equipment Only
GROUP 2. TUTILITIES 69,830 4389
GROUP 8. CRAFISLENS SHOPS 12,138 18,617
GROUP 4. MEDICAL OFFICES 2,780 1985
GROUP 6. BUSINESS ESTABLISHUENTS 4444 36,438
GROUP 6. MISCELLAREQUS EQUIPMENT 2,382 854
TOTAL. PRESENT FAIR VALUES $ 366,529 ¢ 128,508
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