
THE iV{/-f IND-USTRL{L COLLEGE 
Washlngton, D C 

Courso 1937-1938 

AFPPAISAL FEATURES OF THE CONTRACT FOA%S 

by 

~ir E F McCrossln 
Presldent, ~cCrossln & Ca~a~zy 

jL 

{ 

4 

janual y 14, 1938 

. Ic i 9(3/i/ss)2o 

/ 



APPA%ISA_L TEA-%~RES O. ~ TFE CO~7~RACT _~OIK[S 

Ladustr~gA appraa~al~ am~e oecome thorou@hiy ranter ~oven 
zato 5he potsern of ou- " modern bus~ness l_,fe a~ad for va~zoas 
z~easons they Lave become e~sent~sl to sL~]os5 every ma~_uloctu~- 
~_~ orssaa~zat±o~% z% the o~ooer cond~cu of m~s busz~ess 

I_~ tLme of ~va~ ° the suOeect of sp~°a~sa] s ,v~!! l~%ve an 
~port~u~t flace ]_'~ sone o ~ o~ contract negotiations I~ ~s 
my ol~mnmon~ ho~ever, that ~,e need not oe apprehens~_ve over 
vhe p~oblen of how to he_q~le that phase of the negotmatzons 
A~ ~e ~e-¢~ew th~_s norn±nC some of ~he gene~a] principles o~@ 
uethods of m_%Oustr~al ~_Dora~sa] ~orl-_, ~e ~mll f~n@ that the 
2roolen ms not part~cu!a~ly coml~imcatec or ~zf~c~!t to hs_uale 

Appraisals may be roughly C~lw@ed m~to two classmf~cat~ous: 
ut~Izty apprazsals an@ mndustr~a] apo±a~sals Ut~hty ap- 
praisal s ere generally ma~e by, or for subm-ssmon to, rate- 
manm~ bodmes ~hms type of appramsal v~ork zs complimented, but 
~t ms nmgmly ~mproosble ~bat we w~ll be concerned ~mth the ap- 
pramsai of any ut~iztmes It ~s almost e certamnty tha# otu " 
Sl\oramsal york ~ zll have to do ~mth mndustrmal ~qu~pnent sa~d 
• ndus~r~sul plants only 

The ~qethods used in maklng i ~dustrlal appralsals for 
• nsursu~ce p~uposes, ts~,~_g ood±es, coqoora~e an~ fm~anc~_al 
ptlrposes, al-e the methoas ~hat ~e ~mll nave to reco~qmze mn 
@ea!~g ~,mth the problem of appraisals mn the eve.~t of a 
natmon~l emergency Some of ou~ contracts have prow s~ons 
that ~mll requm.~e us to determine the sound value of certamn 
mndustr~a! nlants. Other provms~ons ~mll req~ure u~ to 
¢~etcrmmne sdcquatc rates of @corec~_at~o~% on mn@ustrzal Dlsa%ts 
~na equzpment comoonents 

In the foldcl glvcn ~ou thls morn!~ng, the blue sheet is 
s sDoclmon of an orctlnary f!eld wolk shoot usca In maklng an 
indus~±°lal appralssl ~c s~t-uD on th±s sh~ct, ~ e , "De- 
scrmptmon anal Locatlon of Item", - "Urmt Cost", - "Rcplscen~nt 
Cos~", - "Dcprccmatzon n and "Sound V~!uo", Is fol]oucd mn 
prcpa~ing the offmc~ sheets, the fznal dotazlcd appramsal, the 
smnmsa~mcs, and the fm_nal r~Dort 

In ms!<ing an I/%dustrlal appralsa], the flr~t step, of 
course, ms to ms~c an acc~rate znvcnto~y _~ms luv~ntory must 
bc ~m~_~tcn so t~hat it Is co~zprohenslvc and sclf-c}~is~atorj 
Theft ~_s not a dlfflcult thing to do In Inventor&rang machinery 
the nmme-plate, as a general rule, province all of the 
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information necessary II tae nsme-pls~te ms missing, a brief 
nd sdequate Gescrlptlon can easily be given To mnventory 

sfructures, the proce~e ~s somewhat ~ifferent Dmmensmons, 
arean, speclf~catmons, and q~ntzt~es must be detailed, but 
that ms set-non Dractmce mn o. eparing estimates for emther con- 
sf~ct~on or apnra~sal prapo~es 

To estmmate the replacement cost new ms s~mpie procedure 
It ~s true zt must be dome carefully ~d by competent men, o~t 
• t ~s not a d~fflcult procedure The preparatmon of replace- 
m¢~t costs fo~ an appraisal is no £~f_erent from the prepara- 
tion of an accurate engmneermng estimate to build s new 
~tm~c*~le or pl~t ~V~ start ~ith the conceptzon that bhe 
site ~s clea~ s_~d that ~,e ~re goi~7 to bu~id on it E~ne r~n~t 
cos~o o# the st~m~cture or equipment components are b~sed on 
the costs prevai!z,~2 a ~ o ~ the date of the a~oralsal To 
bbe~e unit costs a~c a~ded the freight, carba@e, labor of ~n- 
ota~Imtmo~ costs, ~d any other cost items that go mnto the 
rep]acoment cost 

It s~ems aoroprlato hcre f o  noi~t out that the nu_~pose 
of an ~p~s~bsl ~s ~o ~eln~_ne trio sovun& v~±uo of a g~ven 
ssset ~t of a s~)~clfleC &~tc The #o~vnula for @ermvi~j sound 
vsl~c zcno~ally zeco~zo~ by l~iS~us~qce co~)enzos, bsmks, 
tax_ng boPiss, ~nd ot~rs co~cclned vifh _natstria] aDprazsels 
:s - "So~o_~c valde ±s ~ho cost of replacem~ no~, as of a 
el} or crate, Icss a roa~ on~blc d< or~ ci~tmon 1~ow< ver czuse&" 
~b~0 formula or mcthod of corlving sound values is used aamly 
by irsuranco companies th~ou~hout the ~,o_Id snd 10~s been 
rccognizod by courts ~d taxing boazes mn i~tnumcr~ble cascs 

~en th~ rcplacemcnt costs now, as of a givcn @~te, h~-ve 
bcom cotl~m~tcd, lhc n~xt ~tep l~ to d~termlne reasona01~ e~n~ 
adeq~te dep~ cciatmons to be aopliea to the~e re~lace~ent costs, 
• n ~rder to der~e the so~nd value~ The oroblem of sssesslng 
an ~&equate ~nd ze~soqable mmo~u~t of ~ep±ec~at~on ~s ~nq~es- 
Imonably the most i~ff~ca]t phase of appra~ssl ~ ork It ms 
¢ifflcult oecause it zo vholly sad entirely a matter of 3ud~- 
~ent of the appraiser It ms a ~oroblem, ho~eve~, ~l~t alv,~ys 
nss been, sad al~ ays ~vzl± be, inse2arabl ~ from any apJrals~l 

The tenesis of the ~,ord "dep~ociatmon" ms sugges~ice of 
zts ~o~Izcatzon It is der~ved from ~o latin ~ or~s, - "de" 
neanznb "fron", end "pressrun" meanlr~ ",przce" It is e~Jress- 
ible olll~ in remus of Yh-h@ prevalll-g medium of exclmnge, - 
• n this co~bry, dollars end cents It is comx~on!y an8 
~ri&ely ~isused as a synon~um for deterioration In computmi~_~ 
depreciation, t,vo factors a~e taken znto co~szderatlon, - 
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physlcsl deterioration s_qd obsolescence 

Fe,~ words in our l~ge h~ve a cleaner, uncorrupted 
lines@e tl%~n "depreciatioP', "deterioration" sun& "obsolescence" 
Dete~iozatlon comes from the Latin ~,or~ "deteriorate", meau~ing 
to ,~ear out Obsolescence comes from the Latin ,,,,ord "ob- 
solescere", mesa~inS to fall into disuse Depreclatlon,-de- 
ter~oration and obsolesceqce have nzobably been tangled up in 
more litigations and court arguments, an¢] more false defini- 
tions have ]Deem given of the~, t10an a~kv other three vords in 
our language 

It ,~Tas ~newtable that such a subject as deprcclatlon, 
hlch is so fundamcntallj tle@ up ~ith judgment, would be a 

f±~a~tfal sou~ce of ]itigatlon Business, ho~ever, after many 
yeors of ,manghp~, has come to acc(ot ,,l~t misht be generally 
described as morc o~ l~ss reco3mlzcd standa~ds Xeep in m±nd, 
bo~ c%or, that thcr3 is no final subhorlty on deprcclatlon, nor 
can anyone, or any group, 3ustlfmably speak cx-c~tLedra on the 
cuboect ]~ecsuse of thc ma_~ vsr~ablcs involve~ in cvery 
appraissl, obvio~sly even the Supreme Court could not set ~3o 
ctoprcclatzon rates ~hmch ~ ould be tmzversa!ly apol]cablc Ho~v- 
ever, ss th~s problem arose ±n all ki~s of t~ansactions - 
oankmnC, ere@its, insurance matters, purchases s_n¢, sales, rc- 
orgsmlzatlons, sccarity mssaos, ctc - ~t was ~nevmtable that 
sooner or istcr ~ome m~thods ,~o~id hav~ to bc developed to 
solve the problem mn ~sch instance ~vlth as httlc oclay as 
nosslblc 

In its last saqalysis depreciation is still a matter of 
uudjnent, but there is a vast amount of data avai!ablG to 
help and b~ide us Then ~e have a deprecistlon problem to 
solve For e~ample, in 19S0 the United States Treasury De- 
pa_~tme~t issued a bulletin - "Depreciation Stuc~ies" - a 
photostat cony of some of the pages of ~rhlch, is incorporated 
in the folder ~Tblch you have D~ortunately, it is out of 
rrint, or I ,ould have supplled each of you ~ ruth a copy 

This bulletln ms e very interestlng and  useful puo!ica- 
tlon The Treasury Department sent questionnaires to a great 
ms2$T ma~nufac+u~ers an8 orban~zatmons, asklr~ for opinions o~ 
%he avcraz~e useful lice estlmate of the diflerent equAomeqt 
and structural components l~ste6 in the builetln The r%olles 
erG all assembled sand Z~ouped sccording to in@usUries ouch 

as' building, agriculture, fishing, chemicals, floor cover- 
in~, metal proctuction, rol]i~ mills, etc The arrangement 
of the @~ts is slm~lo and e~foctive The types of eqvmpment 
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~e cl%ssxf~e~ ~d the probable <~sefuz Imfe of each ztem ~s 
ostmmat~d ~n years, su%d the dcprcczat~on ra~es &re gzven mn 
percentages 

~any other organ~zat~_ons have done and are doing smnmlar 
,ork Some years a~o the Coot Accovn~ants A~soc~atzon of the 
Paoc~ !adustry ~cnt through exactly the same procedure ,~zth 
the papor m~lls and prepared a report, arranged zn the same 
nsn~cr as the Treasury Dooaztment's bulletmn Th~s ~as a 
ver 7 va7uable effo~t, b~causo the f~g~ues ~ ~rc based on ~hc 
actual ~xpcrzcnccs o~d records of thc oapor mzlls 

T~cnn~c~l ]~t~aturo sue pormo#mcals f~eqaont!y carry 
znt~r~.so~ng and us~fu! ~format~ou on the suboect of oc0~e- 
c~atmon Only ~czntly a bd/Ict~n was publ~sh~d c~t~tlo~ 
~:D~pr~c=atmon mn the Dro3 Forging Industry", o] th~ Vmco 
Prose_dent of one of thu l~ad~ng manufacturers of forging 
!~mmc~ ~ It has photogra~hs of each v~p~ of h~m~r the 
co~knany built in 1905, 1918, 1923, 19o3 ar_d 1935 D-ader- 
~ath the photographs ar~ statcmcuts, such as - "Lzf~ of 
th~s model 'as 8 yos~rs", "Lmfc of thzs model was I0 y~ars", - 
~tc The bulltt~n also ~ncorporatcs ~ntc~est~ng data on th6 
obsolescence faclors of the d~fforcnt types of hm-tmcrs 

As a.uothor cx~mmplo of doprocla?ion o~ta apioesa-ing mn 
t~ci~nical llt~ratur~, "The Oil & Gas Journal", a load~ns 
p~r~o~±cal in the petrol~n fmo] d, not long ago printed a 
~eoort of sn cxhausti~e dep~ocirtlon study ~hmch covsrod 
various types of petroleum oroducmng omd refining eqa~pment, 
be.ec~ on the actu~l experiences and recoids of a great 
D~,mbef of producing an~ "ef~n~%g companmes 

There a~e also a n~nbey of reputable organlzazlons 
,,hl~h perlodlcally puol~sh ~!ormat~ou on tox subjects, 
anl r~turally these organizations have gmven cons~@erable 
attention to depreciation rate~ 

,'lhl!e there is a ~'ealtn of such data and im~olmatlon 
~.va~]~ble, it must be er<ohas~ze8 that these oata ~°e the 
co~pllatlons of the e~oerlences an# opln!ono of others ~-~d 
csu~ o~ly be used oy the appralser as a sulde In forming 
h±s ovu juc~ync~t a o to a6eq~te an~ reaso~ole d, eprecla~zoa 
ra~es to be asse~se~ !m the ~oec~fmc aporalsa_l at hart@ 

3efo~e a depreclatlon rate or a'~ozu~ c_~ be Intelh- 
geutly assessed, obvlots!y the aooralse, mast kno the 
lifslcal co~dltion of the asset belt% ao~ra±sed and the 
factor of obso±escencs hlch affect it Cneck!n o the 
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physmcal cond~tmon ~s a re!at~vely smmple matter Determining 
hey nmch, or to ~vhat eztent, the depreciation assessment should 
be affecte@ by obsolescence ms, hog,ever, qu~te a d~fferent 
oroposmtmon Many expe~lenceo engineers are of the opmnmon 
that ~nsofar as machmnery anJ~ equmpment components are con- 
cerned, generally s±oesk~ng, obso] escence ~s far more destructmve 
el value than physmcal - ~etermorat~on, assuming, of course, 
normal ma~ntena~ce As a rule, obsolescence does not affect 
the value of struct~ues to the extent that ~t affeot~ the value 
of machmnery and equipment 

In s~te of the years of economic ~epressmon we have been 
going through, ~mpress~ve ed~anc~es have 0een made ~n both the 
desmgn and effmc~ency of machmnery and equmpment Nemthar 5ood 
ouszness years nor bad bus~ness yea~s seem to slow up these 
tecnn~cal savances The t~me ms not ava~iabie to @o more than 
sheteh~!y dmscuss thms v~tal!y ~mportant phase of appramsal ~ ork, 
but to mllust~at~ how ~eco~t techmcal developments ~%re affect- 
~ng the values of equmvr2nt, the designs of ~.h~ch, untml re- 
cently, hact been consmdere@ to be more or less sta~da~d~zed, I 
havo se]ected two exam~le~, - one a very small p~ece of equip- 
ment, and the other very large equmpmont 

In tha l!ttla ~nv~lope in the back of the folder wnzch 
each of you have, you will find a magnmfymng glass and a card 
Under the t~ansparent ta.~e on the care there ~s a complete oall 
0ea±°~, smallc± ~ ~n d~eter th~n a p~n-h~sd The bearing con- 
s~sto of a he.stung, ba!l-_,aec and balls 

For many years mnstrumont manufacturers have beec usmng 
je~ml oearlnjs, gcncrolly made of sapohmrc, for certaln ~utlcs 
'a~y zcars ago a scale of ten degreGs of har~_ess for the min- 
erals of the earth was adopted Each of the followlng ~lrersls 
oossc~scs the degrc~ o ~ hardness l:~mcatcd by thclr numorzcal 
orSer z~ the scale I - talc, 2 - g~os~m, 3 - calcztc, 4 - 
fluorztc, S- appotzte, 6- orthoclssc, ?- quartz, 8- topaz, 

- sapphzze, i0 - dlamond It vzil Oc obsczved that sapphzre 
ra~<s nlnth zn l~rdncss and zs next to dlmnond Practlcally all 
of ~h3 jc~ml bearln~s use~ z~ thzs co%retry are imported Iron 
Swmtzerlan@ I~ ms inter~st±n~ to note bhat the rou@h sapphlre 
±rom vhzch thcsc bearzr~s arc cut, comes pr~nczpally from 
Montana sau~ zs sol@ In a trau.ztlonal market at St Louls 

Sabstantlally, a jGwel bGarlng is a small disc of sap~hlre 
vrlth a cup d~ll~ed in the center. 

The rapl@ techmlcsl dev61opmonts in recent years In awatlon 
and many other spcclal flelds qult~ natra~ally created nov 
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instrument n~oblems Jewel bcarirk@s a~°c frequently subject to 
failure from vibration or shock ~i~d diff~iences in co~fficlents 
of ~_~-o~nsion of jc~ei bcarlngs ~nd the shaft systems can cause 
trouble in do!icat~]y sdjustod ~nstr~monts 

About three years ego, a we]l-kno~i Swiss instr~ent 
u~:~ufactur~r urd~rtook to proo_uce a ball %earin~ which would 
a~ mor~ s~vic~ablo and efficient tf~m a jew~l b~aiing for 
thebc special duties Late last s~i these bearings were 
irtroduced to the /~erics~i m~rket and are being ~,idely a6opted, 
not on[j by instrument man~2acturez o, bub in other fields such 
ss electric raze/s, an~ speclsl ra~io equipment Undoubtedly, 
in *he ne~i~ future, these small bearings ~,ill be e~tensively 
~sed in many place~ ~nere je, rel bearings are now use~ 

Passing from one of the smallest plcces of equipment to 
some o ~ thc largest, ~e find great ~_mprovements in design and 
efficiency there also In Ne~, jersey, an oil reflning com~0any 
o~ms a large storage tarZ~ farm and p~mpi~ nlant The page of 
lhoto~aohs in the folder ,~nich you have, sho~s a number o~ 
the t~mPs au~ the interior view of part of the p~Ipin4~ plant 
All of th~ structures end equi~)ment ,,cre erected ne~v betv,eon 
1920 and 19~°6, and consist of tun 114 ft d~smete/ by 40 ft 
high stoe! t~nks, a numbs/ el smaller tell-s, a boiler plant, 
a pumping station, a firs protection system, and numerous pipe 
lines 

One ~,om]@ think tlmt a p!~nt built as late as 1920, ~ith 
a~d~tlons as late as 1926, rould b~ r~l%tlvoly current ar_d 

I !itt!o affocted by obsolescence A recant apprslssJl of this 
Frooerty, mad~ nocossc~y by an abnormal ~ncrcasc in tax sss~ss- 
mcut, prov~ con~I~l'--{i-VSE?'~1~t'%%sBl~o~'e_~%" ~,as a critically 
IEiPortant fzcto~ in determining the soun@ vslue of the property 

The ta~<s on this propclty er~ usr& re± ° the storage of 
gasoll~e, kerosene, a~d other light volatll~ fractions The 
2ho~osraohs she' that the taznks h&v6 oigmt ri~gs each and ~s 
inn riveted E~ne a,~nralssl sta~le~ disc] oscd that the roo~s 
~rc mcLo~ o ~ 5 A? ib stool, and thc bovtoms of 8 3 ]b stool 

ThD con~ roofs llve a pitch of one and one-~If i lchos in 
t~,olv~ i~ches, end al ~ o ~ thcm have outsi6e curb a~@les on the 
top ring 

~ucs~ t~s ,,~re built sccordln~ to the practices and 
c~oslgns that ~oze c~mre it ~id accepted in 1920, but since that 
ti~, many chs~Iges and improv~mcnts i ~_ the design and spoc±fl- 
catzols of tsrZ~s hsv~ b~en made Not long aftcr those ta~sLs 
ore built, the Inorlcan Petroleum lustitute adopted stamda~ds 

A 

w 
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wh~cn requzred roof plates 40 ~ hoav~r, oottom ~lates 25~ 
heavier, a plato tensmlo s%rength 20% ~trongor,~a lesser 
number of r~gs, and a butt r~vcted co~st~uctmo~ for the t,,o 
lo~or ~±r_gs mustead of a lap ~voted come,ruction 

_~ ~ years ago the f~st all-~ el@od storage tank of 
t~es~ d~monsmons made rots ep~earance In a short tmme, m~j 
others ,ere bumlt, and mt ms safe to say that pract~cally 7S~o 
o± the o~I storage ta%ks being bruit now are of elded con- 
str~ctzon. There are some locstmo~s ~,here ~eld±ns ca~mot be 
used because of fzre au~ explosmon l~zards, and there are st~ll 
some purch%sers ,,he mnsmst on r~veted constructmon There ms 
hardly a doubt, ho~ever tb~at the ~elded ta~k ,~mll zn ~ very 
short tmme make the rmveted tsm_k entmrely obsolete 

~e] deal tasA~s of thms capacity ~ot only cost less than 
rmveted ta~/~s, but are much more effmczent mn respect to ~amn- 
tenance costs an@ leakage end evaporat~o_~ losses 

The rmve~ed ta~<s sho~ mn the photographs are leak~_ng 
badly despmte continuous efforts to keep the r~vet seems 
csulked The bottom plates being of such th~n mater~al, the 
hanks ~,mll u~doubtedly have to nave ne~, bottoms shortly Many 
of the roof ~lates hav~ holes rusted through them and rmll r~- 
quire replacement mn the near fature. 

01d style ts2fi<s of thls slze have a vapor capaclty, in 
the cone ±oof, of apgro~imateiy S$,000 cublc feet The modern 
"flat" type ~,eldod roof has a vapor capsclty of approxlmately 
8,000 cublc feet Thls lo an 1~%Dortant factor mn "breathmns" 
a~d ~f~lhng" losses If these obsolete, old style t~nks ore 
r~Dlacod %th modern ~Ided tsmks, equ~ppcd ~,mth floatmng roofs, 
balloo~ roofs, .ndope~de~t balloon or vapor collect~ng systems, 
pract~cslly all of the Io~o, pumpmng and breathing losses 
,,ould b~ e!~mmnated 

The ~ppralsal of thls prop~rtj also @isclosed numGrous 
otho~ obsolete ~ ~atur~s, st~ch as the old style ", et" Fom~ito 
flr~ pzotcctlon systcn, , ith its largo storage ta~/<s of solu- 
tlo.~s o~_d spccla] st~aqd-oy omnps All of the o±i pumps on the 

c~m~ ~n ~nd a cost stu~@ dlscioseo, that property su~c stcan .... 
cloctrlcai op~ratlon o ~ the pum]~mik~ cq~mpmcnt ,o~£d s~vc ap- 
pr oxmm~ t c] y $2,000 per mo~th 

As a rGsult of the studlcs a~ the %ppralsal, a r~oort 
ss submltted to the mo~gGmont sho,71_ag that a saving of 

approxlmatcly $IS0,000 o year ~ ould be effccte~ if thls obso- 
lete oqulpmont ~ ,ere scrapped and replaced ~th modern eqRmpmo~t 
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D~ta on obsolescence of machlncry ~u@ equ~pme~t zs fortu- 
nately easy to obtain Tecnn~cal oor~od~cals a~d literature 
are full of mt and machinery mauufocturors are willing and 
s~xious to supply z~formatlo~ of t~t character r~g~romng 
their ~o~ o~vcts 

Someone aptly aeflrx, deprcclatlon thusly, - "In its 
broado~b sense, dcprec~atmon comprehonos all losses a~islng 
from nl,ys~cal an~ ~unotional dotor!or%tion" 

With his inventory made, his rcplaccme~t costs computed, 
an~ his dcprocmatlons cetormlnce, she sporalscr then only has 
~o spoly the c.cprec~atlons to th~ replacement costs to dcr~}e 
the sound values. 

~aklng an ~ndu~trlal aonramsal is not a comolmcatsd D~o- 
ccd~r~, and ~ vall not require an smmy of appraisers in tnne 
of ~,ar to appraise industrial properties We ar~- going to 
have the appraisal probl£m in the adjusted compensation cou- 
tract, in th~ eval~t~d fee cow,tract, and perhaps ~n oth~r 
places ~7c cannot s~dc-step ~t an@ ~ i~ ~o the credit of 
the officers ~,ho have been ,~ork~ng on the svs~udara forms of 
co~tracts, ~bat they rocognzzed it long ago ann l~ve boon 
ms~ng p~-ooarat~on~ to take ca=co of mt 

It has been my p~mvm]ege to observe som~ of ths work 
~ou~ b~ the off~cet s on the Contract ~oard Ek-ery a~ic~ legal 
an~ techumc~l, of those contracts has bean thoroughly and ox- 
pertly ~xplorcd The work and accourohsl~snents of th~se officers 
~,oald bc s credit to any orgaa_zatmon - in or out of the service. 

• hc Incorooratmon of an a~b~trat!on clause l~ the contracts 
, a~ very ~Iso Such a clause ms a statutory provlsmon ±n 
pr~ctlcslly all of the fire lusu~anc~- contracts !n this country 
B~cln~cs and industry therefore ar~ accustomed to it U~llkc 
th~ conventional arb±tn~tloL~ clause, it is not flnal and 
blue,inS l ~ ~h~ Gov~rnmcut contracts, - ~ut that l ~ not mm- 
po~t%nt It is valt~blc as a ~Zvcnt" or s "rc~i~f valve" for 
cortr~ctozs 4~o may feeq they ~%vc a grievance an~ I am cop_- 
vincee tb~t ms~y ~iffer~acos of opinion, ,hloh ~oul~ othor~,iso 
rosulb in ill fcoli~ o~ la, stilts, ~ll~ b~ reconciled oy this 
arbi% stlon procedure 

Another "wise provlslou o ~ the Gov3~m~nt contracts stzp- 
uiat~s that the sou_~d vg£uca ~o bc &et3rmlLK.~l shall be 
copputcd as of th~ do.tc of trio slgn~ng of the contract _o%~±s 
±] i cll scour&s~ ccrtaln types of contractors flora camrymns an 

a~pcai all thJ wa~ through the Board of R~vlc~ to the head of 

A 

v 
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the acpartment ,±th the hop~ of gamm~ng by ~ho delay 

R~sulst±ons and m~tho@s for h~ndlmng appramsai problems 
• n t~m~ of ,~ar proboblj cannot be doc~ded upon 0t~st yet I 
am dcf~_~ itcly of th~ o2~nmon, howevor, that mt vou3d be tm- 
,~msc for the Government to accept a polmcy of makmng appra~sols 
, ~th Govormnont personnel The better polmcy, I bolmove, v, oul~ 
be ~o require the Contractor to submit to th~ Government an 
apo~a~sal made by a co~potent ard on.roved__ appra~sa! or ~anmza- 
t~on The Government could ~hon approve, d~ sapprovo or adjust 
the appramsal. U~dor th~s plan the Government ~ould set up 
one or more boaras of eo~mssmon~d personnel competent to ~ass 
Ou~e~_t on the adsquac~ or acc~racy of th~ apprazsals sub- 
mmttcd by the Contractors. In the o~cnt a Contractor ana the 
Government ~sasreo on the adequacy or accuracy, mn ~vholc or 
mn part, of an appraisal, the d~fforonces of op~mzon vordd bo 
submmttod to a Boar8 of Arbmtratmon as provmded for zn ~hs 
contract, am@ the recon~r~ndatmons of that Board ~ould So to 
the hood of thq department for hms consmdorat±on 

!nfo~atmon ,kmch ms r~asonaoly rcl~ab] e ~ndzcates that 
there are spproxrmately thirteen thousand mlants zn the Uumted 
States ~ ruth assets of over a m~ll~on aoliars, and that over 
nmnotj percent (90~) of these plants no , l~%vo appramsals that 
sre emthor current or could be brought up to date mna very 
reasonably short por~od It ms belzovod that approxzmately 
~m!f the pl~nts m~ the Ua~ted States ~ ~th $S00,000 or more 
capmtsl also b~ve curr~nt appramsals or appramsals ~i~mch could 
also be brough~ no to d~te mns relatmvoly short tm~e 

It ~ouiS sorbic no useful purposG to o~umerate all of the 
tel!able sppra!sal conpaales no~ ~ In ouslnsss in ~he Unltcd 
States, but there are a nu~ber, such as, the Amerlc~n 
Appra!sa! Co , the Lloyd-Thomas Co , th~ ~anufacturcrs Ap- 
pralsal Co , Coats A Bu~chard, Day & Z1~nornan, and others 

In acdltlon to thes~ comm~rclal appraisal companlos, 
there arc ,~y e~pc.zoncod and compoteuL COl~sultlns cnglneer- 
lag organlzatlons WhO also ~a=e apf~alsals, such as, For&, 
Bacoa £ Davzs, Stone A ~cbcto2, S~mndersnn & Porter, and 
n~morous others It ms a customary practmce for those 
o%L1uoeri~ films a~d %ppra~sal compsm~s to r~tc in in thomr 
polmaaont fmlos, ~opmcs of oli of th~ aopramsals thby have 
J~]acte 

The cost of maklng Industrlal appralsals by comme~clal 
%ppralsal co~na_~1~s is ~ot vo±y grout It Is safe to say 
thot the av~r~ge cost of m~!~g an appralsol of o plant ,v!th 
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roDl~ccnont cost of a mill~on ~ollars is about two-tenths of 
onc p~rcc~% (2/10ths of i~) of th~ app~azscd ropluccm~nt cost 
P]%nts mtb r,-pl~oencnt costa I ss th~n a mmllzon @ollo~s cost 
sl~ghtlj mor~ to a~ra~sc, b~t thc ~ncrcasc ~n cost ~ rola- 
tzvcly slm~ht an~ o~oport~ou~tc 

J~th thcsc f~{~r~ smn mm~d mt must bc obvious tl~t mt 
oui$ o~ ~uch chcc~ioor %o h~%vc the %pprc~C[s ma~e oy appfovc~ 

o_q~ncorzug ~a~d ~p ~i~al orjan~ zot~ons tho~ for the @ovcrn- 
nent to So ~nto the aopra~so~l bus~ness It must %lap be 
e ~embe~ ed thot th~se enT~neermng and appraisal orgaamzatmons 

~e sl~-eas~ ~n existence %o~ could get the apprc~sols out 
uck more ou~ck!y duon the Government could get togetLer, 
o~m~e, and la~ch ~ coprszsal ors~xzat~on 

I o is prudent, ~ae ot~ duty to study thls oppralscl 
ploblem frou evely an~le, and n~ep%re to ho~dle l~ In the 
e~eut of ~ It ~s IF oplulOU, ho~ ever, thct ~t ~ii not 
~e -~mff~ct~It to h~dle fa~r!y ~d expeditiously, to the 
best interests of ooth the Govermnent ~qd the Contractors. 

A 

w 

ooooo0ooooo 

Colonel Jordan The conference ms open for questlons no, 

Q Or the blue sheets, is your r%nlacement cost hlstor- 
icol or hosed on a carlent bas~s? 

A All re~l%ceuent costs are com~outed as of the date 
of spo~%isal, not ~he hlstorlcal cost°, but the cost of le- 
pl%cl~% ith like klu~ %rid quality as of tm~t azte 

~ia3or McPl~e Colonel McOro~sln, the renlaceme~t cost, 
you %~y, as of the date -- 

A As of the date of the aopralsal, yes 

Va3or NcP!ke. Suppose that a man had s machlne v~ich 
inltla]iJ cost hlm $i0,000 and at the &~te of the appralsal 
it cou!~ be F~ac~h~%sed ne~ ~ for ~I,000 Vloald that be regarded 
as an equltable sp~ralsal? 

Yes, s!r 

Major HcPlke As of the date ol the sppralsal? 
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A Yes, szr, regardless of the original cost If we 
undertook to assemble the orzgznal costs of a property we would 
be merely comn~hng a set of f~m~res that were appl~eable to 
some day zn the past, some remote day, ann would not take znto 
consideration current condztmons If you or I were sent by an 
o~ganzzat~on, a bank, ~ fzoancmal znst~tutzon, or a Gove#rment 
ozganzzatzon to apprazse a pmece of pzoperty we woz~d value 
the property as of that speczfzc date Apprazsals are mane as 
of the date of the evaluatzon and all replacement costs are 
computed on the same baszs Is that clear? 

MaDor McPmke' Yes, smr Now as regards your deprscma- 
tzon, do you th~nk a dmst~nct~oa should oe made mn deprec~a- 
tzon for puz~osss o~ t~ accotntzng between 8epreezatmon for 
0u~poses of sel!z~, say-, ~stzmatzng a famr profzt As I 
understand mr, you made the assortzon that these records are 
on hand of the evaluation, they have been checked for tax 
ptzrnoses Is tl~t correct? 

~0, sir 

Ma0 or McPm~e 
mnstance? 

In the Bt~eau of Internal Revenue, for 

A The Bureau of Internal Rcvenue's dopr~czatzon studzes 
zn 1930 ,yore undoubte~Lly ins~irea oy a deslrc to g~t es much 
accurate -nformatlon as posszble No ~ouLt consldcrable coa- 
xusmon exzst~d as to what , ~re appr%orlate and rcasonab!c rates 
of dcpreczatlon Some corcerns would demand a ~O% per annum 
depreclatzon on their macl.lnery, when another concern usmng the 
smme machznery mn the same duty would use a 4[epzecmatzon rate 
o~ 10% per annum. Many taxpayers ~Tere trymng to get too much 
aeDreczatmon, others were not getting enough 

~he purpose of t}~t study and other slm~lar stacles 
~ras to try to ascertaln from the taxpayers ann from members 
of varlets o~ganlzatlons ~That thezr exioerlence had been as to 
the actual useful llves o~ the dzfferent components and 
alfferent unmts I do not belzeve that there Is ~qny bas±s 
for a dlstznctzon oet teen ~epreczatzou used for tax purposes 
or any other purpose It should be computed intelllgentiy and 
honestl~ 

Major McPlke In other ~,ords. the Government in some 
Instances could go into a plant and practlcally get the zn- 
formatzon, ~o~ 1~g if the rate of depreczatlon had adaed ~p 
enoagh to, jot~ mzght say. ~,vrzte zt off at $i OO, zn another 
znstance It mlght cost $~0,O00 But the rate of depreclatzon 
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Y~d gone out and the time had elapsed, an~ then thc Government 
,ould oe getting it at a valu~ , h~ch ~ o~ ~ ~ b~ v~ry much io mr 
th~n ~,ould be the actual cost. Isnlt t~t perfectly possmble? 

A Book valu s a. e almost al ~ays dcceptlve and ~m~ehsblc 
Book v%iuc accounts are gene~ally arrange$ ny groups of assets, 
such as. "Bumldlngs" - "Machlncry" - "Rolhr~T Stock" - ctc , 
, ibhout e~?a±le~ s~nar~ t~on into component ~mts It ms also a 
customary practice of the accou~t&nts to aeduct from these 
groaps of sachets a certamn a~bitrary percentage to represent an 
ar_~ual rate of depreciation 0oviously the ar~thnetlcai results 
of thm~ procee~re could not give correct sound values ?~e are 
gel% to %~ve to be careful of th%t smta~tmon in determining the 
( ep± ecmatmon allowances ~n plants, for exmn01e, where the upper 
flo~rs of a bu~lS~ag mgnt contain complicated, fragile and 
e~oens±ve elect~ica! or laboratory eq~pment, and the grou~d 
~loor eqa~poe£ ,~ith crude, inexpensive long-l~fe blac~smit~hop 
equipment 

~&0or McPmke In the last analysis, though, who ms going 
to c~etermm~e th±s? Now, as I understand it, you pro~noso~ that 
t h e  Government ~ould not So i ~to the appraisal buslne~s, that 
ms, ~t ill be bet,~een an app~a±se~ and ~he bus~ness m~ mn 
each m~czvi~al case Is that eorzec~? 

A ~t's r~ht 

l~a3or }~cPmke In other ,ords, ,~e a~e ~o~ng~ to leave ~t 
to In&ustry snZ the ao~r~_ser to fix the sound value -- 

A It ~ou!d be better to s~j - to submit to t.s, for 
o p )z ova!, a zoned value 

Ha0or ~cPlke But as fs~ as the Government ms concerned 
it Is £olng to be a natte~ of fern ss to the sporoval of trims 
It v~!l not Do~ses ~ the ab~ ~ty or the m~forma~on or the 
l ~o,~le@~e to go into these fmgm~res 

A T~%~ is not qu!te corsect Let us suspend our ¢i o- 
cassmon on that for so mom¢:t o n 8  sce how a somc,~nat s~m*lar 
sltuavlou wov3d be handled in the buqlness ~ or]d Let us 
asinine a~ Ineustrlal ola~t insure@ fo~ % milllon ~o!la~s ms 
c eotroyGd by fire The o~rn~r~ of the olant ~ould submlt a 
cl%in to the mas~r~nc~ comoany, stating that the soo~a vai~o 
of tue plant v~as a million aolis~s. The i _our~ice company is 
pr~umrlly in th6 Ins~ra~ce bosiness ~nd not the en~ineerlng 
bu~inoss It is ~rue they have a deoar~no~t ~Thlcn they call 
their "Engla~e~mno Department", out it ~has to &o subst%ntlally 

A 

w 
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wmth fzrc ~rotcctzou, znspectzons, ~tc If the o~mors o£ the 
destroyo~ plant sub~zt an apprs~sal made by competent ap- 
oramsers as of the date of the fzre, the mns~zrance compar~ 
woula have c~peben~ an@ experienced e_ugm~eers or loss men 
chock the aDp*a~sal, or as zs most frequently the case, they 
,zo~ employ competent experts to represent them zn ~ effort 
to arrzve at am agrecd so~md value o£ the destroyed pla~.t 
if thu znsurauce cowpamy and the o~ners of the plant coul~ 
not agree, the a~ob~tratzon clause zn the ool~cy ~ould be za- 
voke~ and both szdes would oe bound by the ~,ard of the Board 
of Arbztratzoa 

In my opL~zon, that, subs~antzally, zs the pro- 
ced~me we shot~Id follow 

In the event of a ,mtloual emergency ~,e could not 
expect to fznd zn the Goverm~ent s c r v ~ c e ,  an adequate 
persoancl expcrzcneaa zn valuatzon matters ~Vhllc there are 
me doubt a number of offzce~s in the reg~£ar establls~ont 
and in the Reserve experzcnccd enot~h to fozm the nucleus of 
an orga~ulzatzon, we will ~mdoubtedly z~ve to go out of the 
Se.vzce and secure men of zntegzzty and abzl~ty to pass on 
apprazsals whzch wzll be submmtted, by the Contzactor, to 
the Government These men, of course, should be commzsszoned 

Major '{cPlke In other ~rords, I su.Dpose it depends on 
-1 n 
L~e Integrlty and the abllzty of the indlvzaual person? 

A T~hat's rlght It ,fouls 

Major '~cPzi<e I don't ~aat to monopohze thls, but I 
l~ve one more question 

A Certaznly That zs ~That I am here for. 

i[ajor dcP1ke ~t rate cLo you thznk zndt~stry shoold 
get on the soun£ value of tnelr faczlity? I mean, do you 
have zn your mznd ~at the rate shoul~ be, 81~ or 15%? 

A As a rental 

Major McP1ke: Yes You see, the Government gzves the 
comtractor a compemsstzon based upon a zate upon the so~d 
value of tnelr facllztlos used for the purpose of the 
contract ~ow what rate do you thl~: would oe equztab]e 
ant fazr? 
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A ~t ms a ~±ffzcult q~estzon to ,~as,,er v~thoat more 
~eta]l~ A dof~te deten~zqakor ~zli p±obably have fo be 
m~,oe mn each ]ndmvzdual case I ¢~n't thzrl< ~,e have studmed 
t~e ~zt~at~on eno~=n yet to m ~ s e s  ~ v  general or ~ersal 
rate .o~ ~II ~eca]l tl~? some of the contracts have p~o- 
vz~moas covering that psrt of a plant ~sed ~ ~ the productmoa 
o ~ the rcqumred saot~cle~ o~ necesssrzlg rcndere& ~dle by ths 
prod~ct~on of th~ • equm~ed &~t~cles I can ±o~esee that mscuy 
dmffe~ent kmnSs of ~mt~o~t~ons can ~zzse from these contracts 
~or e_~ampl~, a oort~on of a Contrsetor's plant may conszst of 
eqt~i ,me ~t as~ f%cil~tz~s for the use o ~ storsge of cru&e ma- 
terials sa~ onlj ~sed ~t certszm seasons /h~other po_~tzon of 
hms ol~nt mzTht be ren&crec male by th~ operatzon of the 
coutract, but th~_s portmo~ o~ the olsqt mmght consmst of 
e~-oc~s~ve cq~mprpnt w~th a s~ort economic useful Izfe It 
, oilc ~,pear at the me cat, that z b ~,ould to m~fa~r to a~oly 
~-Ce~t~cal rates to bot~ clssses of equmpment 

Major NcPzke I am £]ac] you a(mmt that thst =s a to~tsh 
qvcstmon, but I ,,ant to ask your o~mn~on of a cont~sct ~h~ch 
m~ a(vance ~,ocAO prosun~ to fmx that ~ate. Do you thznk 
s~ ch a ~zm7 would be practzcable zf ~he co.ztract csa°rzod 6~? 

A I don't beJ !ev~ that thcs~ orobiems v,hon they sa~Iso 
snag occomc tan£mblc problems ~,~]] offer nearly as much 
~i~c~dtj la co~si~cr~tlon as thc:~ ~o no, In thclf theolet- 
±cal stotc I don' t boli vc ,e s~c going to have say~hcre 
q~a_~ the n~mb~r c ~t~ciostc no,,, but c mast be ~r~a~od 
~7c b~v~ thJt ~ro~lem of d~nrcc~at~on ~st~s ard ~ c have t]~o 

oblc "° of evab~tmons to ork out M~ conception of ho~, to 
,nr- them oot ms to provide for am adequ~o persoq_uel 
_end] mar ~th what ~ s Zo~ug om ~-a b~s~_ness, to dec~&c thcc~ 
q~tzo~s rs thcy arrest 

Q Supnoso ~ c t~c over a stool rlant fo~ ~ forglr@ 
projectiles and mak~ the scttl~ment a,,arc~ a~C we ~ske the 
Go~rm out t~bl~ here at oage m~netc~n here the dlop forge 
hs~cr ~s jl~en s proosb±~mty of fTftc~n y~ars The ms~u- 
fsc~vm~r com~s, rs you po~_nt~d eat, anG omvco thc imfe at 
scv,~ to elght years As Gover~ne~it officzj s ~ e ba~e got 
+o stlck bj ~hls, ~u~d ~c soak the Government, ~hcrcas, zf 
~ ta~ the mntuacturcz ~rc could probably save 50~ 

A Imn glsd ~ oa brought that up if the Go-~ernmsnt 
Prm ~tlng Offlce can get the bullet=ns I l~%vc o~de~ed, I 
ll~t, n~ to se~C to Colon~l Jo~n, for @Istrlbutlon to each 
of you, a cowg!etc copy of the bulJ etln you mcntlon. You 
ml ~ f~ qd in the fore'ford a statement rea~zng substanlmally 

A 

V 
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this ~ ay, - ~he use of the rates of depreciation based on the 
probable useful life of the varloas assets sho~n in this 
oulletin is not prescribed in any particular case an6 should 
not be used arbitrarily They ere set forth as a guide or 
starting point from which colrect rates may be 6eterm~ned 
from ex%oeriences with the property under consideration or 
otmer pertinent evidence 

Depreciation studies from other sources generally con- 
t~in expressions of the same character Drop hammers have 
different duties. I remember one group of drop ha~mers t~hat 
had been used in making gea~ - shift levers for about tvelve 
years. At the end of that time it ~as decided to dispose of 
them al~d they only brought their scrap value in the market 
Other c~rop ~ha~ners that had been in use in different ~utles 
for five years were sold for approximately one-half the price 
~of ner hammers. 

'fhe assessment of a depreclatio~ rate is a matter of the 
8udgmeat of the appraiser and his 8udgment, of necessity, is 
ir~qluenced by his icaovrledge and experience. It is only 
natural that buyer and seller positions, to a certain extent, 
reflect high s/~d low attitudes on depreciation. 

Q You spoke of replacement cost as on a clear site 
Of coul se, if you tried to do that with a utility company - 
there is not another piece of land probably that they could 
start clear on, a~d it seems that ~ould be an unfsir evaluation 

A Obviously I did not make that poiut clear In making 
an appraisal of a ~Jroperty as of a given date, you start ith 
the conception that the site is clear an@ tb~t you are going 
to build a plant on it The replacement cost estimate is made 
up the same ~ray that an engineering estimate woula bc made if 
the site actually ~rere cigar and a near structure actually ~Tas 
goino ~ to be built on it For o~ple, let us assume ~To are 
appraising a rectangular concrete and brick building, We would 
first compute the amount of excavation bhat would have to ba 
made, the number of yards of material to be excavated, and the 
cost of doing that ~Tork per yard as of the date of the ap- 
praisal Wo ~rould thcn compute the number of cubic yarns of 
concrete foundations and the unit cost of the concrcte Wc 
would figure the costs of making the seer, ~ate,, and other 
service conncctlons. We would figure the cost of back-fill 
after the foundations ~ore put in All of the other com- 
ponents of the structure would be figured in detail as of the 
date of the appraisal and ~re ~ould include the cost of rough 
and f inl shea grading, pavement s, fences, paln~ing, and finally 
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cleanmug u~ tnc sate In othor ,-ore]s, ~e ~ould put ~n our 
r%~lac~mcnt-cost-new cobam~q, ~vory ~ten of cost entering 
z~to the construction of the ~umlS~-~k-, based on prices an~ 
costs o ~ava~l~ng as of the d%te of ~he sppramsal 

Q I @o~'t lmo,~ ±f I m~derstooa you correctly but I 
~ot t~e mm~ressmon you ~a±@ that for a~y of these contracts 
%~at ~volve a rental of some k~nd tha~ the valuat±on should 
be the replacement cost at the date of the sign~ng of the 
contract 

A Perhaps I d]d nob m~_e myself clear ~n that ~]swer 
]Vhat I ~ptende@ to say ,~as th~s Under the sugsested arrange- 
nent for handl~mE these appra~sa! Droolems, the Contractor 
w~ll submzt to a boa~d of off racers an appramsal by an approved 
appro~sal orgum~zat~on If the ~oar~ csmaet sgree v,~th the 
Cootz~ctor on the ~opr%msed so~_~d v~!ues he ~resents, the 
Cort~ctor can appeal to a Board of Arb~tratmon and that ~oa~d 
of A~bmtra~ors' f~ndmn@s w!li go to the head of the department. 

It mlgh~ appear to ~ome tl~t such a method would 
enab]e ~he Contractor to get an mncrease ~ h~s sound values 
b~ca~ sc there weald be a delay before a f~nal dec~smon w s 
r~sc~ec~ snd t~e Contractor wo~d benefit by r~s~ng prices 
an@ ~msm~ costs That po~smomlmty, ho~,evor, ms ehmmnated 
oy the ~,zse prow_s~oms th~ Contract Board has put mn the 
contracts, stmpu3at~ng tb~%t the sound values shall be ascer- 
tamn~ and ~eterm~neo ~s of the date of the s~gn~ng of the 
cont~sct aq@ not the date of fmnal dcc~smon mn any qp~ca!cd 
C a S O  S 

Q I ~,as trjlng to relate that w~th what you had sald 
aoou ~ ~h~ n~mb~r of ~porslsals tlmt v,cre alrosdy in exlstence. 
~ow ~, f~rm may h%ve an apnralsal - you say 90% of the !arsest 
cono~nmcs have appramsals - but those may have been ma@e 
a~o~r of year~ ~go If jou 6o to ' ar today it looks to me 
l±k~ ~ ou a~ ~ gomns to r~%~o to go all through that apprazsal 
~u~ muke out a compl te no, scheg~ulc of replacement costs. 
~otA~u't that be ~ruc? 

A ~t Is sn latelllgont qu~stlon. The rocognl/od 
apprals~l organlzatlons all use ~ubsts~utlaily the same 
%~ro~g~ucnt of tnelr a~pralss! reports The invcntorles are 
detailed sac ~rrangcd in aa ordezll manner ~o then they are 
grouped by ol%sslflcatlons aria bj bu11Jangs, Expcrlcl~cc has 
~ho,~n t]~ o~st sm~sngem~nt of these reports to pcrmmt of 
d~@uct] ons for rotlromonts, or ad4atlons for replacements or 
~?cnslons All of the appra!sal con@~nmes offer a servmce 
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to themr cl~nts ~hmch comprehc~a~s por±odzcal masnectmons of 
the p~ooerty ~nd adjustment of the aiop~os~sal ~p or dovm to 
t~e c~oro of ~°et~rements o~ ~o~t~ons, a~d p~c~ chs~gcs 
Ualcss an apo~amsal zs very old~ brmng~ng mt up to date 
r~ally msn ~t ~ v~ry brag 0ob 

Q In cor~uectmon ~ ~th that, ms t~ms ke~pmng up to Cetc 
m~re]y the ad~htlon to the mnventory or the subtraction from 
th~ ~_nvontory auJ @oes th~%t go all through the ]~st? Does 
fLat olter th~ r~placcment co~t mf that hss boon necessary? 
I c~ see that a lot of tmmc m~ght bc ~avoa by thms por~o~ze 
check-up, adlmtmons ana subtractmons to the ~nvontory, but 
±f the replacement msn' t up to date you stroll have a tremen- 
dous mmotu% of ~ork to arr~vc at a fair valuatmon 

A To brzng ~ appr~msal ap to ~to the a@c~mtmons +o, 
o~ rct~omcnts fzom, the mnvontory mu~t of co~se be made, 
and ~n ad~htmon to that ~f there arc ~y char@os zn unit 
costs, the replacement cost must bo a~@astod Accrued 
denrecmatmon must also be assessed and new sou_ad values 
~erlved That sounds hke a long @ma~m out 0ob, but mt 
really msn~t as d~ff~cult as mt sounds The rap~dmty wroth 
~,~h~ch th~s ~o~k ~s done ~s al~ays su~prmsmng to those not 
fmumlm~r ~ath ~t, but that ~t ~s qu~o~!y and econommcally 
~one ~ attested bj the fmgures I gave you of the cost of 
mskmnj~ spora±sals by commercial appraasal companmes Unless 
the ~ork could be done rapidly ~oy emoormeneed men, the cost 
of mmk~ng ~ apDramsal o ~ e mmllmon dollar plant ~ouid oe 
many t~me~ the approximate co~t fm~re I gave you of two- 
tenths of one oercent (~/10ths of 1%) 

As s~n zll~sbratlon of ho~ fast thzs work is done, 
let 1~e czte a recent flre loss !revolving a very large p~!~er 
m111. The d~s~ged squlpment had a sound value of appro~l- 
ratoly $750,000 The flrc occ~arre~ abou~ the ist of l'ovember 
The o~aler of th~ plant b~8 an appralsal that ~as ~our years 
old Am cnglne~r was sent to the ~)lant on Sun¢~y and 
arr~veo there Monday moralmg ~Vorhlug ~itn the o,~ezs' 
cng±necr snd pls~t records, they had all the ncccssazy changes 
n~ade in the appralsal by Thursday mght In order to brlng 
the apDramsal uD to dote he had to m~d~o a ntm~bor of addltlons 
and retlroments in the laventory, change a a~bcr of ~umt 
costs, end brmmg up the accrued depreciation 

Q I vould llko to ask one questlom In th~s aajustod 
compcnsatlon contract, as you know, the ostlma~ed cost 
includes rob~bl] itatlon Now ~re you goln~ to flgure the 
cost of rGstorlr~ the pl~t to Its ormglnal con~itmon as of 
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the vsolue at the t~me tLe contra~t ~s ~]gned or at the time 
that the contract en~s? 

A ~at's an ~ntell~gent ana ]mpo~t~t q~estlon and the 
~o~uL you ±s~se ~Ps been the ouoject of some d~scussmon. The 
cortract provi@es for a ~etermmnatmon at the date of the smgn- 
~ of the contract of a swn of moaey to oe pa~d the Con- 
tr~c+or to reatore his pl~t to ~ts or±gmnsl conCrete-on after 
~ e ter~mn-tzon o! the contr%ct It vould se~m fair and 
r~aso~b]c theft provlszon ~hould be made for increasing or 
aocr~osmng the ~u~o~t of this sum ~ cond¢tions at the 
~,eru~r%t~on o~ thc contract wc~rant such actmon 

Q. Do you thio2 ther~ ~I! be some me~ns possible by 
,~hld the servlc~s ~f o~g~ulz ~t~ons as you ~epresont b~ made 
s~ ~i]9ole to ~iotriot ~e-o~escnt-~ti~cs in surveying fscil~ties? 

A You. mean that the services of these vazlous or@tniz~- 
t~o~s ~o arc talkzng ~oo~t co used now or m%ue ~v%~]aol~ to 
the ~r~ ~nt district ox~c~%iv~s i or the p~c~ont v~r surveys? 

Q YoS, sir', 

A I ~m sorry I cannot sns~cr t]~t question alr~ctly, 
,~ I a,vc ~cvc~ ~ ~cuss 8 it ~ ~th ~a~y of th~se ~no~necr~nc 
o~ a~p~ ~ms~l org~nmzat~on~ I f~cl r~asonsbly sure tl~t a 
~nog n~@ of the~- ,,o~£c o Tlsd to co,non-to ~th the C~dr~nce 
D~str~ct ~cc~tm,,cs to s c~rte~n c<te~t, but zn t~mc of peace 
it ~s not ii%~Ir t,hat they ~vo~Id ~Pt +o c~ovot~ vo~v ,uoh tlme 
tn]~s they ,cro p%i~ for it 

O 0 ! h~d ±~ mind ~,neth~r +hat m~!ormatmon ~as con~m~ontmal 
o~ act? 

A Y~s, all l.~fo~m%tlon of tnls l-ln~ ms held coriigontlal 
by the sofraJsa] a~d ~ngln~oI1nf org~n~z%t~oms aad ~,ould not b~ 
ozv~ out ~u t~ne of p~acc ,wtnout ~utho~z~t~on f~o~ th~ f~rm 
~oo ~hom the spprzls%l vz~ mode 

% I don' t ~%nt to ~,cll unduly on thl~ rcpioccmcnt cost, 
hub slrcc it ms tho b~sls I thl~i< proper concoptlon Is ~- 
port%% Is there any cognIza~qc~ t£~en of the bu~ncss cycle 
o~ the p~¢o level st the t~mc the opplslsa! is Jibe? 

A The replacement costs ere ascertcl!ed ss of the 
part1~ular ~c ~oec~flcd aatc of the apolalsal. Pest or 
cut~ P ~ t~ cz a~ca ~zzcc onas ca~ot co cons~dcr~d - only the 
pzzccs or3v%llzn4~ for the equipmoqt , structure s~d l~bor 
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components preva~hng on the dstc of the appramsal It ~s 
unquost~o~%bly true th%t p~ ~cc changes r~d flt~ctuat~ons m~y 
upset the ~ppramsal f~gurcs even a short tame after thc 
appramsal zs f~mshcd. Ho~,c~cr, tb~t ~s the exceptmon r~ther 
t~n the ru]e If a prcczpmtatc r] so or declznc mm prmccs 
occu~rc~ ~fter the appramssl ~s made, the~ there ms nothmng 
to do but to adDus% the figures to agree ,~zth cond~tzons. 

Q. Is mt possible for ~ corporation to bazld up themr 
%qs~ts tL%t ~voy by getbzng ~ sppramsa! at the tzme the 
~mcc icve± ms h~gh? 

A ~uat ~s possible. 

Q ~ey c&a ~l%te ~homr ~zxed assets? 

A P~rhaps zt ~ould be better to say t~%t havzns am 
ap~razsal msde at the tzme of a hmgh prmce level ~muld show 
gre%tcr value of the fzxod assets than vould bo sho~m by s~q 
appra~s~l ~t the t~mc of ~ lo,~er przce lsvel. I don ~ t tnl.~k 
the legitimacy of the apDrazsal would be quostzoned because 
all other propertzes apDra~sec] at the same t~mo ~,ould be 
voAucd on the some bas~s 

Q Do the baqkers or the S~curztzes and E~change Com- 
mzsszon taWo ~ay cognzzancc of ~hen the appraisal wss m%c~e 
as a b~zszs for zssues or for bank cre,ht or anything? 

A P~ obably the onl~ speczflc answer that can bc made 
ms t~%t it ms tn~Izke!y tl~t <z~ancms~ ~nstztutzons would gave 
much c~ edoncc to any apprazsal unless zt ~ as recent and com- 
pute@ on czu-~ent przcos 

Colonel Joraaa 
anythlng? 

Colonel Harrls, ~ enid you care to sty 

Colonel Ha~rls: I ,muld l!ke to say one or two thlags 
Golng beck," to fixed prlce contrccts, I ~roull llke to emph%smze 
~in that the l~rg~, proportlon of ~,ar tame p~ocuremen~ ~ Ill 
bc o~ flxec~ prlcc contlacts. ! m~%int~In that there ~all bo 
some csses ~gcr~- they cannot ovold some form of cost-nlus 
contr%ct The ~va!uotcd fee contract th%t Major McCrossmn 
hos oc~n ts1~cing %bout ms the smmplcst fomn of cost contract 
~o imv~ yet l<%d opproved as It b~s fo ~r cwl~tlons thm the 
a~justmcnt compcnsatlon contracts. 

burn zn touc1~ ~ zth M~oor Mcgrosszn for thb 
last t,,o or three years ~aqd he has been of tremendous v%luo 
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t~ the Pl%~n~ug 3~%nch Hc ~%s len~ f. eely of rims tmme arcl 
me n,'~s consulted groups o ~ o~soc±at~s and they nrve graven 
fr~c]2 o~ their tmmc to o~<[jze o~= ~ contract forms I ~ust 
soy th%c %s a result of oar r~soc~t~o~ ~tm him auc~ others 
mn tlmt f~l% ~ e fe~] mo,~ the? ~\~pr~ms.ls ar~ not qumto the 
bug%boo ~ ~ or~g~r~liy tLou&ht they, crc W~ ~ ,~mut to elnmm~- 
~te mn ~,~ procarcment cs far aq ~m cm~ tLe cost-pl~s form 
o< ccqtroct, but ~n some cases ~c cannot do mt I t~2<c th~s 
opporttu~]t ~- of e:@r~s~.%T our s ~prcc~at~on ~f Major McCross~n 
b.c~t~c hc h%s been of rcool v~lue to the Plmun~ng Bra~uch 

M_ ~ ~cCrossmn: It h%s b~cn one of the nest oleass_ut 
~ssoczttmo~s of my l~fe 

Co] oncl PutLerforC' There ] s one thought I rould llke 
to mention. I ,~s o]aJ Hajol ~Croos±n oro~y~ht it out is~ 
onmhas~z~_ug t~t the here ~early oor metne&s apfroacn those 
~se£ b/ lq~uatry the better prena~eL we s~e golng to be. ~e 
aze of coarse l~mltec~ by ~tatct ~ an~ rebm~atmon an~ d~t not 
as to certsiL~ t~ n~ ~ ~e can ~o and ce~ta_n thlngs e ea~ot 
do, %ut ,ithln llmmts , e ~ve a great deal of lee ay ~'le 
can rosslblj char~ge some of tDe f!-.~ed ]Imlts~lons ,e have 
hal heretofore, ~or example, as ~jor YcCross~n br~u#~ht out, 
puttm~ mute o~r contracts that maea of arb~tratmon That 
ms the ~a/ bus~mss men settle ?hemr ~mffmcultmes It ms 
go~ng ~o save us a lot of dmflmculty and mt ms going tc g~ve 
us a much better staad-mn ith bus~nes~ men ~hen e do ~hmngs 
mn the , av that they o~e accustomed Naturally mt ms going 
to ~o] ~ consmderable upsett~n S of ecomommc conCmtmons mf ~ve 
look for, ~rd to a@0ustmng oorse]ves as nuch as ~ e can s~_th~n 
our l~mmtat~oss to the methods usec ~ by mndustry ~tself 

Colonel Jorean' Major YcCI osszn, I ~vant to tell you 
he r rlch ,e ~pprecmate your comlng here and gmvlng us 
pract~cally thls entlze nornlns, s~r The Co!lose is unc~er 
a debt of gratltu@c to ¥o~ an~ ~'e ~rant to eq~ress our s~_ncere 
tha~ks. 
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I 

5 ¸ 

5 

t 

r a n k s  dyeing or rinsing 
Tub~ pickl ing 
Twist ing machines 
Ventilating equipment  
Washzng machines 

Prob- 
able 

useful 

Years 
15 

~NG M I L L S ,  C O K I N G  P L A N T S  E T C  

Core machines 
C o u p h n ~  

Flanged 
Flexible 
Muff  

Crackers skull 
Cranes 

Electric traveling 
Gan t ry  . 
~lb 
Locomotive 

Cupolas . . 
Cut t ing and threading machines 
Cut t ing and welding e q m p m e a t ,  

o r y  acetylene 
Derncks  scrap breaker 
Doors 

Oven  charging hole covers, ere 
Rolling (steel). . 

Drag  off~s and one 
Drawing  e~utpment  c e l d _  _ 
Drawing  f~ames, wire 
Drtlls, elcotrm and  pneumat ic ,  

- - 

Dryers ,  sand .. - -. 

Drying  machines,  centrifugal 
Dumpers  car 
Dus t  collectors 
Elevators  

Bucke t  . . . 
Electric or s team 
Hydraul ic  

Exhausters,  gas . _ 
Exhaus t  sys tems 
Fence machines (wire) 

_ .  

Aameallng . .  
z ~  t ' u n n s i ~ p e  . .  
Blast 
Continuous,  heating .~ . "  
E~ect~e, for melting . . 
~orge electric _ . 
Hm-deuing~ drawing, electric 
u~en n s a r l ~ n  . . . .  

(Same as farnaes  ) 
G~.~matere . . . .  
Gear  drives,  reduction (Same 

as machines operated ) 
Gnnders  

Stat ionary and  swing frame 
Tool or  saw . . . . .  

Guldas 
Coke _ . 
Rol r  

Guns  m u d  _. 

i 
Dopre-  
cletion 

ra te  

Per  ce'nt 
e ~  
e~t 

e~t  

i 20j 5 

18 ~ 0~4 

15 

5 

I 
lo I lO 
2o 5 

13 17 7 ~  
18 

17 0 

5 20 
20 

lO lO 

10 10 
201 5 
20 5 

20 5 
17 e 
18 5 ~  
17 6 
11 9 
10 10 
10 10 

l s  5 ~  
17 e 
20 5 
17 6 

17 
18 5}4 
25 4 
17 6 
17 6 
17 6 

15 

15[ 1: 
IO lo I 1o 

lO 

Manufadu~n~-Contmued 

I R O N  A N D  8 T E E L  F O U N D R I E S ,  R O L L I N O  MILLEt,  OOKIN'G P L A N T S ,  E T O  - - O o n U n u ~  

Drop  ~ r . . . . . .  15 ~ Fuel 
P n s u m s u o  . . . .  5 20 Gas  ~0 J 5 
Steam . . . . . .  15 6~i Valves and  fitting& aseensien t5 [ 6 ~  

Hois t s  Piping 
Air,  chain and  e~ctr ie  (m~ l l  Air, gas, liquor, oil, s team,  

uni te) .  . . 13 7}4 tar  and  wa te r  . . . . .  ~0 I 5 
Skip, e~eam or electrte . .  20 5 Blast,  Bessemer . ~ I 4 

Holders Blast  furnace gas . .  ~ i 4 
Electrode . . . . .  I0 10 Ho t  and  cold blast  . .  ~ ] 4 
Gas  20 5 Pits 

Hoods steel over  furnaesL~ . .  5 20 Casting (coronets and  steel) ~ [ 4 
~ t e n s ~ ,  h y d r o  . .  20 4 ~  S c a k ~ n g  . . . . . . .  18 i ~ 
J o l t  machines _ I0 10 Planers 18 i 5 ~  

Planers and  j0inte~S ( w o o d ) .  20 I 5 Lsba ra t c ry  equipment ,  chemical 
and  met id lurg i~ l .  _ 13 7}4 Plates  floor 

Ladles Cast  Iron 15 I 6 ~  
Ho t  meta l  . . . . .  12 8 ~  Wate r  cooled*" " . I0 I 1 t P  

SteeL.  11 9 p la t forms 
Lathes  Conemte . .  . 25 I 4 

Eon~ine . 16 6}4 Wood lo I I0 
20 5 Pintforms ladders , "  stairways," 

Lift ing deviee~ door . 15 6 ~  railings, foot bridges, etc.  (strae- : 
Linings tura l  steel) . . .  18 

Furuaes  . .  3 33~  Pointers  ro tary ,  for wi re .  . IZ 
Stove . .  8 12~ Pohshing machines  for wire .  15 6 ~  

Leaders  raft 15 6 ~  Pos ts  looping merchan t  mill8 1~ 
Lockers Presses 

s t e e l  . _  20  5 D r t U  _ .  18 5½ 
Wood 12 8 Hydrau l i c  . ' ~ . . ' .  ~" 20 5 

Locomotives,  s team or electric:" Producers  gas ~ . 15 6 ~  
all gauges 15 ~ Punch ing  machines  15 

Magnets  h f tmg . 15 ~ Pushers  and levelers, coke plant .  20 o ~ 
Mains  g a s  collecting 20 5 Pushe r s  for mil l  furnaces 17 6 
Mampuia tors ,  hydrauhc,  electric 17 6 P u s h e r  t racks 2~ 4 
Milling machine~J . . . .  
2~lll machinery  

15 6?$ Quench ing  equ ipment  20 5 
R a m m e r s  p n e u m a u e  . 10 10 

Bdlct 20 5 Rec la iming  equ ipment  sand 10 10 
B l o o m i n g "  20 5 Reels rod  str ip or  wi r s  18 5H. 
Merchant  ba r  20 5 Regula tors  electrode . . 12 
Plate . 20 5 Rchea t e r s  gas _ ~ 18 
Puddle  _ 20 5 Sand o r  shot  blast  equ ipmen t  10 10 
Rall 20 5 Sa tura tors ,  gas . 15 6 ~  
Rod and w~re 20 5 Saws cold  and hot  17 
~eamless tube  16 6 ~  Scale cars  testing 20 5 
Sheet 20 5 Scales 
Strip 20 5 Au to rns t i e  10 10 
S t ru ( tuml  20 5 C r a n e  . I0 ]0 
T u b e  lap weld bu t t  weld 20 5 P l a t f o r m  . 20 5 

Mills For  re~tirood ears, t rack 20 5 
Ball 13 7 ~  Screens b a r  coke 20 5 
Boring . .  15 6 ~  Scrubbers  gas - 15 6 ~  
Sand 10 10 Shapers _ . -  18 5~t 

Mixer~ Shears 
Concrete I0 10 E lec t r i c  15 
Hot  meta l  20 5 H y d r a u l i c  20 5 
L~ma 16 6 ~  R o t a r y  . I I  9 
For  ladle h n m g  materials I0 I0 S t e a m  . . . . . . . . . .  15 ~/5 
Mold  wash 13 7)~ Sinter ing p l a n t s  20 5 
Sand . 10 10 Slmgers~ s a n d  10 10 

Sletters Moldm~ machines . 12 8 ~  18 5~. 
Molds ingot . 5 20 Spike m a c h i n e s  16 
Ore bridges _ 20 5 Spooling m a c ~ . n e s  wire  16 
Ovens  Squeezers p u a a J e  m ~  15 6 ~  

Buckstaves  (structural  s t~ l )  12 8 ~  Stampers ,  b i l l e t  12 ~ 8 ~  
Coke 20 5 Standpipes  . 

Ovens and  stacks ~nnealing co-re C o n c r e t e . .  ~0 ~ 2  
or mold drying .. 18 5~ Steel _ . 

Oven  trucks,  t rays  and me~s, Wood 
core 18 5 ~  Stills ammonia 15. 

P~cklmgmach~nes, steam, electrm 17 6 Stokers furnace . I~ ~ ~  _ 
Pickling tanks  (cypre~)  10 I0 Storage ya rd ,  concre te  30 
P ipe  cut t ing and  threading Straighteners  w i r e .  15 

machmee  . 18 5 ~  Stra ightening m a c h i n e s  roll t y p e  18 _~. 
P ipe  lines, hydraul ic  . 22 4 ~  Stretching m a c h i n e s  15 
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