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Mz, Robert Landery (part time)
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On Monday, May 5, 1975, we met te sot out the preliminery structure for
& gost accomnting aystem in the E. N. Mealsel/Malap organisation. Ouwr
fizst sfferts wors to define the reage of activity contrel that the system
should smcompass. kir. Mitteldor! stressed that dus 1o the aature of the
Maisel/Malan organivation it was & necesnsity to considor the tetal opuratica
i » proper picture of sressy moverment was 10 bes obtained. He aleo
stressed that any contrel and planaing eystemy must take inte sccount the
changing nature of the Malsel/)slan eperation, samely sxtension inte
sther kinds of devalopment than K Mazts. There was geaers] sgresmant
on this and hoth Hy Dosiman and Beb Lander emphasized the need to
fsllow coste from: the esrliest possible dats on through to the logical
investment ond.

The third element strensed wae that cach development should be lecked

at a8 5 total financisl pleture since It (s ae critiesl to lsoiate project
finsncial characteristics 8o it 10 10 isslste and identify the company
finaneial picture. It could be said that the company finsncisl picture
shows the tetsl fissncial sireagth while the prejact financial pictare showe
the individusl somponant strengthe that make up the entize pictare.
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Bob Lander partisuiarly stvessed the importance of maintaining sentrel
ever the sarly work dens en any givea prejest program.

Having set the bread range of the contre! system, we nont engaged in s
detailed discunsion of what kinde of conts are incurred throaghent the
lifs of & dovelopment. Using the develapment tasm job responsibility
mannal, dated February 13, 1974, we dissussad cach activity ia the
pre-sorporste dovelopmant phase and setablished that masnt, if aet all

of these, were cost ftamas that ifgizﬁiggg
sad priseadla. Next, using & i -Mart prajest as an example, we idontified
the major phases of the development sn through to the maintensnee and
massgemant precess. Altheugh a K.-Mart project has seme charscteristics
not shared with other kinds of developmaent, it was censidered & good basie

sarting point.
The phases Ia o K-Mart developmant can he translated inte other termse
to represent the phasing of s shopping conter projoct or other hind of
investment.
The phases Leelated sad ideatifiod (n o KMzt developmant wore se followss
1)  Pra-corpersis development commintee (CDC)
) Poat CDC - pre-construction
3)  Censtrustion - pre-turasver
4)  Censtruction - pesi-tarasver
5 Varranty
é) Post warramty
n Preperty msasgoment
¥ ithin ench of thans seven major phases are several cost sub categories.

For instance, in the pre CDC phase, setivities that incer interas] and
externsl costs for Malsel/Malan sres

Y] finding and selacting sites
B  preparing preliminary plet plans
e) conducting !.ouf.g site inspections
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d)  gelaing preliminary land control

o)}  obtaining fiat and oblique aeriale

f)  oMaining preliminary seil informatisn

1) shisining utility information and preparing the
utility investigation repert

h)  prepariag the competitive survey
$) mahing traffic counts
» establishing the pepulation and the market ares

k) obisining general information from Chambers of
Comumerce and othar sech srganisstions

1)  preparing regionsl, srea and site mape

m) assembling the muyp sad market preseatation
) sdtaining, reviewing and snnlysing sening ordinsaces
o) collscting tax datn

» proparing preliminary reseoniang infermation
q) surveying water nseds and availability

#)  velining preliminsry plot plans

8) completing the site selection

t)  preparing finsl preliminary plet plane

u) sslecting the site saginser

v) sssemrhiling somparative land costs

w)  prepariag sits development coosts

x) preparing preliminary building sosts
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Y) preparing CDC qualifieations
s) shaining sll merigage semmmitmont dotaile
as) preparing reaisl submission
ah) making detniled veil barings and snslysie
The abave satageries are sot nacessarily the best noy most spprepriate
way to identify the asture of the ot ia the pre CDC phase. It might be
that the sctivities geasrally ldeatified during that paried sonld be mers
broadly ¢inssified, say sech oo by -
- resl estate
- site plaaning
- wilding planning
- utility investigations
- seftwear graphics
. market analyses
- development and dullding costs
. teatfic studies
- gonovsl information collection
- map preparation
- enginsering
- finsncing
The shove merely claosifly the sub sctivities in & very bread fashion withia
the pre CPC peried. Careful sttention should be given these broad eategeries
within sach of the seven majer groups 2e that time and costs san be preperly
assigned. It sheuld be remembaved that the entire purpese of this cash

mevement sysiom is to improve the predictability of cash flow ia, withia
and out of the Maisel/Malsn erganisation so that intevas] financial goals
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con be mat and exteraal financial commitnents and responsibilities
sre cleoarly entified far ensugh in sdwvance to allow 2 prefitable
operation. Cue of the major respensibliities of these preparing thie
system will be to identily the subd functions within sach phase se thet
the system is neither buardonsome, ner teo shetehy to be of use.

A very interesiing festure evelved sut of sur pre CIDC functions] amalysis.
It was found that et poe CDC work wounld, by its satare, be aosiganble
to a site and net te s specific preoject until noar the end of the pre CPC
pervied or in the peet CDC period. Thus, s third ecstegory of sost iscistion
appears, that of sssigunment te site or to profect,

We furthey discusscd the pest CDC - pre-coastruction peried and identified
the Htems balow as belenging to this phase of the work ast

s) obaiaing CDC sppreval

%)  prepaviag avchitectural renderings if needed

e) prapariag envireamental impaet report if seeded

4d) preparing ssmmary pre construction repert

) ostablishing construction cost targeis in detall

1] oMsining 1and conirvel

1) preparing pest CDC evaluations and vevisw
recyeling pre CDC activities whoare nesasssry

) meking detalled seview of toral development budget

(This is & very sritics] step, according te Bobd Lander,
snd sheosld be given & high priority of attention ot
preparing snd submitting prebid post CDC budget

k) prepaving werking drawings and spece

1) ohtainiag land nm' where required

=
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m) Soliciting sub trade proposals, revising budgets and
swarding contracts

| ) ,a%?:o!%
) Clesing va fissucing

(Thia list wae ant discussed a4 exiensively ss was the pre CDC lat, |
suggest careful attention be given the above {toms and the et extended
80 & ¢learer functions! picture is obtained of the work actuslly done
during the post CDC pre-construction period.)

Duriag the pre-tornever and post-turnever construction period the
functions] slements of the cost tontrel aystem sre guite precisely defined
by the astwork medels used to pian snd contrel the field operations. The
trade breskdownis sre well defined by the job cost analysis sheet contsining
the standard subd trade codes. Thus, the consiruction period is probably
one of the hettey and more concisely dalined money sxpenditure periads
that a prejeet passes through,

Yor this resson it was decided te first concentrate on establishing » cost
contrel plan and systere for the construction pre sad post turnover parieds.
Mrz. Mittsldorf falt this was an excellent ides since it sleo represents »
1&& KJ% fends which, of courss, must be given s high priority
. at atteiitlon. Therefore, My, Léshenan and My, Mtttellor!
\‘gsg%aqg: upen gensrating s motiey movement and
contrel toshnique for the entire construction peried. We tentatively agreed
thet ths ¢seh flow targets would be watablished by plitting the esrly sad
lats finlah ssttmited sad projectsd value of werk in plase sivve. This
_g is’ Aoli ~§ he aetwork mode! with a.-‘- :‘g te g ..
ﬁ&. o

The second !n.ig curve will be tha teis] cash zﬁuﬂw psid owt to
~extuynal and interas] sources, with the third contrel catos betag the
“total €ask pald te Mafsel/Malan in divect spplicativh 4o the job. OMaia-
fu?gﬁﬁ;f curves may take a little timme since it vequires
estudlishing » cost 8 each elomont of the network and Insuriag that the
total cont of all tasks 1s the same as the tatal sstimated cost of the preject.
Mz, Mowry will give this particulsr problem Mé close sttentive. ' The
eost &5- will be daveloped in conjunction with .r.. preject manigers,

Farther dotails of the cost systom: will be prepared ss the g sl
&of—z of B techuique procseds.
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Symmary

On May 5, 1975 hey stall members of Maisal/Malan met to initiste
disenssions sbout & cash mevemunt plonning sad senirel system for the
ontire erganisatisn. [t was established that the typical K. Mart project,
as wall as sthar dovelopmentsl pregrame, break isto seven fundamental
phagses. Yor K.Marts these are a g!u-

Phsee ] -~ FPre CDC

Phase 2 =  Post CDC . pre-construction
Phase 3 -« Construction - pre-turnever

Phase & - Coustruction - post-turnever
Phase § - Warresty

"hase 6 «  Pest warrsaty

Phase ¥ «  Preperty snaasgement

Fhases |1 through & genarally move frem: boginaing to end Yefore the
suecevding phase starts. However, the property managoment phase muy
extend threughout an entive pregram and beyend the poot warranty peried.

Nant, we identified some of the functional aativities that ususlly ecenr
in the pre CDC, post CDC - pre-construction, aad the caastrestion periede.
Cut of this 1t sppears ene of our major siferts should be to svelve & simple
but definitive classifization system within sach phase that allows securete
prodictive budgeting and cloarly identifisble incurred scsts.

During the pre CDC and pont CDC - pre-constructisn phases the sed
fonstion entegeries will prebably describe administrative, techaleal,
fimsncisl and renl sstate funciions. During the sonstrustion peried the
breakdows will identify sollivities snd subssmtractors,

Pus t¢ (he present committed nature of construction and bavsuse of the
fairly entensive work alveady dene in construstion coat budgeting, It was
decided to fivet taskis the construction phase, both pre and pest turnever.
Thus, ous hesvy sarly sfferts will be applied to these twe phases. Con-
surrenily with this, considerstion of the sharacteristics of sash of the
other phases will prececd.
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1 suggest we cot target dotes for completing cur work on eaeh of
these phases and will be in tonch with Mr. Leshman sad My, Mittaldor!

reganding this matter in the avar future.

In yespect te prejecting anticipated mensy movemant, Mr. Mewry will
sddress himeelf to the problem of sssigning costs to sach tank in the
eritical path disgrams to ebtain the astimmated cumulative doliay valus

of chargesbls materials and work in place through the preject construction
peviod. The systemn will take inte sscount changes by Wentifying them

s sepavate tashs, placed st the proper tims position of the werk in the
dlagrem with the cost of the change glven te the task,

The anticipated cash moevement information 1o tonportant ss & standard

of peviormance. It essentislly becomen the base by which deviations
frown the standard (preblems) are identifisd snd selved.

Relph & Srephbeonsen, F.E.
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Sebjecty Meoting #3 re Cost Accounting System
Saturday, Juns 14, 1976

Attending: Mr. Howard Leshmas
Mz, Denald Sharfman
Mr. Larry Mowsy
My, H, Doziman (part time)
My, Robert Lander {(part time)

My, Kalph J. Stephenson

On Saturday, Juse 14, 1975, we met to continue structurviag the cost
sccoumting system for the £, N. Msisel/Mslan organizstions. The
mesting of Monday, May 5, 1973, described in my meme of May 9,
1975 was reviewsd to insure that the material discusned then was
still pertinent. It wae genarslly um u was, most particularly
&omhmn”pha t sdequate detail |

All concernad feel this is » goed nuaﬂu tn «M laww
of the cost secounting system.

At this thivd mesting we concenttated oa grouping sstivities that

secury over Yhe entize life of & preject through all phases., Altery

tlong discussion it wes decided the following ten descriptions could

e uned m sur precent range of experiense 10 descride nearly
iy zetien an individual weuld be doing o say cervemt
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¥ RE Real sotate

2) sD Site design

3) ICA Information collsction and analysis

4) Gr Craphic preparstion

$) PA Preject administratioa

é) BE Budgeting snd cstimating

n ¥1 Fisancing

8 BD Bullding design

" rs Field suparvision

11:3] CM Corperate mansgoment

Considerable diccussion time wan speat deatifying thess ten major
descriptions and thay were further checked with Mz, Derfeman and
Mr. Lander to detormine whether, in thelyr opiniens, they fairly
severed the tetal rangs of sctivities in both the E. N, Malse!l and
the Malan organinations. They sgraed. Hewever, we should
exhaustively svaluste whethey there might be sther activitios the
filrm deas that are aet dentifiabie within the above broad categeries.
¥o slec should establish defiaitive guideline doscariptions of each
category with a listing of the sub.activities applizable withia it,

ficw! nee TOF SRAIEPTE, wmost Neld tmrm: will
use «d- 9 (flelMd mrﬂﬂuﬁ most of the time, Most project managers
will be conserned with either prejoct administration, dudgeting and ,
sstimating, information sellection and analysis, site design or build-
ing desiga. ¥henever anyons is involved in work that doas st fall
withia estegories | through 9, it prebably will be a corporats manage-
ment function. An sxample would be the sessians sn cost control
upon which we are currently sngaged.
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Mz, Leshman, My, Eharfman sad Mry. Mowry will raview the astivity
eodes to see that they arve (aclusive snough. They sheuld slse ba dls-

csusond with the preject managers

s and other staffl sornbere to see that

they sre comprebensive without deing Wardensome,

Ansther slament of cost identifie

ation desle with the preject deaignati

There already existe F;eui% s systoms fof sumbering
projects, In E, N, Malesl, g&f:gfu;?}nu%?
projact and the site number precedes tweo lottars identifying the lecation.
For instance, the work that would be dene o & preject starting in 1974
dealing with site #13) for Manchestar, Misveuri weuld have the designa-

tion 4131 MM, The & desiguates

the year, the 13 dasignates the eite

sumber sad the MM {s for the tewn. Ia the Malas ergsnization the
alyphabetical location cede preceades the mumber, For tastanse, Faivview
Reights might have the desigantion FYT428. This weuld signily that

the project is Fairview Helghts,

bagun in 1974 - note the first twe digits

of the sumber are the year - and it (s project 128 in that year, Thes,

we siveady have withia the ergaaizations an sceepied projoct Mentifien-

tion system. 1 suggest this system be reviewsd belore it is incorporated
inte the cost sccounting (ramowork,

The twe othay alx.ﬁuo:r- ukévﬁgii

L *} ol ..&.»..i B A RS ..é..? PRy ., . ?.’ g’g

Phase 1 Prs C0C

Phase 2 Post CDC - pre-constructien
Phase 3 Constratiion - pre-turnever
Miase 4 Censtraction - post-turnover
Phase § Varranty

FPhase 6 Post werreaty

Fhase 7 Property mansgomaent
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An scconnting contrel number was desived by Mr. Leshenen and
My. Sharfomas. Thers ase five of these

! Assete

2 Liabilities
“as e SR SR RPN

3 R wm

5

Aftay diseussing the ldentification eloments in dotail It was deeided that

the fear basic sloments doscridbed sbove, the projeet, the the

fesction, and the sontrel sumber would give the ase depariment

as sdequate oot of Ialormatlon Tor them te establish and maintsin a good

eost ascounting system, The oaly nqdnm m”«d upen the otail

would be te assign tha proper project identifisstion. the shase snd the
This should nst be burdenseme :hu iy

elemoents sre sasily ldentified and peeple in the cmmﬂr work

on the three of theon together and in sizable blocks of time. The accommt-

ing departmoent vould sdd the aczounting centre! sumbay,

e next walked through seversl eitustions a8 to how time would %o
entified for wnssusl situstions. For instance, if one of the genersl
supevintendents was seked to collect labor and material costs in Hayes,
Kansas relstive to & prospective site in the pre CDC peried, it wonld
e idantified in the following manser;

Preject 4393 BK

Phase 1
Yunetion 3
- This Lo & 1974 (Males] project, oite 93 in Hayes, Kansas)

shase 1 {Pre CDC), funciion 3 (information ssllection
snd analysis), sccounting contrel 5 (expemses),
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Thus, the general superintendent could identify st the very least his
function, with remaining information filled in at the office or if it was
desired, he could actuslly determine the project designation, the phase
he was involved in and the function. Thus, the system can be made
zather simple to use and still be capable of providing a great amount of
cost data that will help accomplish those goals we have set out to achieve.

The next part of our discussion revolved around s computer generated

cost report that Mr, Leshman had put together for a hypothetical project.
The cost report looks very good and I think will fulfill some of the demands
being made upon accounting and budgeting by the corporations. 1 suggested
Mr. Leshman add a column for the estimated amount to complete so that
the project manager could show prior to report issue his evaluation of how
much money would be required to complete each budgeted item, This
should help avoid surprises such as occur where the project manager has
not been required to either report or evaluate future cost projections.

In relation to this matter we also discussed the assignment of costs to
network tasks that Mr. Mowry is presently working on. He will complete
this work for the Fairview job and we will make a sample run to see what
kind of cost documaent and reporting form can be best used. I shall
continue to work directly with Mr, Mowry on this,

Meanwhile, Mr, Leshman, in conjunction with Mr. Sharfman, will review
the ideas discussed in this session and move toward completing their
recommendations relative to the new c Jst accounting system. I shall

be in touch with Mr. Leshman shortly to set our next meeting.

Ralph J, Stephenson, P.E.
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Ny, Rp AQ 1 snder
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Subjsct: Mesting #4 re Cost Accounting System

Tuesday, Jly 15, 1975

Attending: Mz, Howard Leshman
Mr., Larry Mowry
Mr, Rom Neuchterlein (pert time)
Mgz, Larry Raffler (part time)
Mr. Ralph J Stephenson

Project:

On Tuesday, Jaly 15, 1975 we met to review cost accounting system applica.
tiens to building work, As » sample project we had selected the Fairview
Helghts K -Mart to test elements of the cash movement system, Mr. Mowry
had, to the best of his current knowledge, allocated total bulldiag costs to
each task in the metwork. This inaformation was subjected to & dats process-
ing run which measured the estimated value of work in place (using the
individusl task cost assignments), during each month the job was to be in
the field.

Two totals were prepared, one assuming that all tasks started at their

early start dates and finished at their early finish detes. This provided a
cumaulative cash movement curve measuring the value of work in place under
those conditions, The second curve assumaed the tasks atarted at their late
starts, The cumulative L.S cash movement indicated how the estimated

value of work in place would de if all tasks started at the latesi silowable

tima. This set of measuring curves was described in my memo of May 9, 1978
on page 6, the third paragraph,
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The printout for thess two curves was provided to My, Lashman and

Mz, Mowry. It shows the amount of money to be expended in sach month
for each task accordiag to the responsibility for the task, Presently cur
fisld network system does not use the same cost codes as are used for the
sscounting system since to this point there has beea no requirement for
correlating the two, If it is decided to go shead with the cost analysis
system: as discussed, sven on a tentative basis, it would be desiradble to
veavise the current responsibility codes to conform to those being used in
aceounting, Ve shall review this.

Mest of our early discassion at this meeting was between Mr, Leshmas,
Mz, Mowry and myself regarding the characteristics of the schedule cost
analysis. There was genoral agreement it would be & desirable technique
to implement,

Ag with any new system, it will take some review and discussion to bring
into final form. To sssist in initia] evaluation, we asked Mr. Ron Neuchter.
lein and Mr, Larry Raffler to join us for part of the session sad provide
constructive comments regarding the method, Thare is lagitimate concern
that the assigament of costs to sach task very early in a project might
require more time than perhaps is justified, Mpr, Neuchterlein suggested
we evaluate the possibility of taking several sample jobs and determining
the percentage of total cost that that task demanded. Thus, when a budget
for presentation price was eotablished for the job as a target, it would be
possible to apply a conventional network run and set the overall anticipated
c¢ash flow without having to assign » detailed cost to sach task at that early
stage before contracts are let. I think this syster: has merit and we shall
attempt to incorporate 1t into the overall tachuniqur. It bacame apparent
eazly in our review that there are three basic estimates prepared for
K.Mart projects. The initial estimate is used to set financing demands and
is usually arrived at by a summary evaluation of the total job. The second
estimate is prepared to buy out the project. If the early buying moves
smoothly, it is possible the buying estimate will be identical to the initial
sstimate or {inancial estimate, The third estimate is that prepared once:
the job is bought out and all contracts are known, This is the contract
estimate. Thus, we have a financial estimate which is the {irst one pre-
pared; the buylng estimate, the sscond; snd the gontzract estimate, the
third. Yor the {insncial and buying estimats cash flow, the percestage
allocation could work very well., Once the job has been bought out, it
would be desirable to coavert the percentages into actual contraet amounts.
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In relation to monthly draws of the job, it should be possible after some
sxperionce with the system has been obtained to prepare a draw bavsed upon
an evaluation of the percentage of each task complete. Since this ts a
relatively sophisticated application sand might be subject to unpredictable
errors, {f used too early, it would be wise to wait unttl we have had some
sxperionce before using the percentage of taska complete anw a draw basis,
Howeaver, the task percentage analysis should provide s gocd check on the
menthly draws even in the early use of the technique.

It would be wise, if we are going to adopt this technique, to proceed slowly
and to learn to handle one element of it at a time, This will allow project
managers apd superintendents tc become familiar with how the method
works without being subjected to heavy criticisn: for early inexperience

in applying the technique.

A criticiom that came out in the mesting was that it might possibly take
toe much of the project manager's time to work with such a techaiquae,
This matter was given extensive discussion time snd the question really
boils down to what the project manager's basis responsibiiity is. It is
difficult to say without qualification that a project manager can handle
only five jobs a year, eight jobs a year or three jobs a year.  The critical
point is to establish clearly what the responsibilities of the project managey
sze on each of his jobs. Thus, there is some legitimate concern since ench
preject manager has his own etyle of handling a job, Nevertheless, the
major resson for making the cost accounting systerm study was to put inte
work in the company & money management method that provides to the
decision-making executives adeguste information early enough so that
mejor financial difficultiss sre avoided, This system must be ene that

s not require questions to be asksd by management, but instead, will

mansgement the answers before they have 10 ask the questions. This

{s & particularly criticsl elernent in today's and tomorrow's marketplace,

My, Neuchterlein agreed to take a 9000 series store and attempt to provide
8 cost breakdown for each task either on an acteal or s percentage basis,
Wae shall utilize this work in cur next series of diagramming sessions for
three or four of the 9000 series stores.

Several other elements were reviewed in our discussions, One of these
revolved around change orders and purchase orders. Incorporating change
ovders into s network will be essential to properly incorporate cost changes
into the setwork diagrams. This can be done in two basic ways. First,
add the cost into the tasks affected or second, add in the change order as a
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shaage order task that moves concurrently with the tasks it affects, 1

tend to favor the Istter since in this method the originel coat of the task

is identified and the impact of the change as a separate identifiadble element
is added. This, along with other matters described below, will be subject
te further discussion before final decisions are made.

Asnother discussion concerned the role of the subeontractors in the assign-
ment of costs to the tasks. 1 feel that since almost 100% of the construction
weork Malan doss is brokered, that the subcomtractors of Malan must be
assigned & beavy responsibility for allocating total costs of their contract

to the various tasks. When putting together the contract estimate, sub-
eontractors should provide to the project manager the information about
where and how much of their coste sare to be allocated. Again, this will
require conversation and discussion with subcontractors but this is no
different than with say new technique being incorporated into the management

progcess.

As has been pointed cut {requantly, we must be very careful shout loading
the line staff in the company with additiona] responsibilities and duties that
do not dizectly contribute to the conventions! low overhesd operation which
Malan strives to maintain, We should keep this in mind continually as we
work through our cost sccounting techaiques.

As in our previous meetings, we all will strive to adhere to the concept
that the cost accounting systern must be simple, automatic and completely
devoid of unussble details. This was the theme of our fourth meeting and
I think offers a good guldeline for future work, We shall procesd as out-
lined above and plan om having another review meeting sometime in the
asar future,

Meaawhile, Mr, Sharfman and Mr. Leshman will continue with their
work on identifyiang costs as described in memos for mestings #2 and #3,

Ralph L Stephsnson, P.E,
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