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The Honorcable Alan Cnanston 
Chairman, Subcommittee on Health 

and Hospitals 
Committee on Veterans0 Affairs 
United States Senate 

’ ! Dear Wr m Chairman: 

As you requested on August 24, 1973, and as agreed 
upon in a later discussion with your office, we have re- 
viewed cost and time oveKKuns on selected Veterans Admin- I 
istration (VA) hospital construction and air-conditioning 
contracts. You were particularly interested in information 
on contracts awarded to Blackhawk Heating and Plumbing Com- 
pany, Inc., and National Construction Company and in a com- 
parison of data on Blackhawk with similaK data on seveKaL 
other contractors Listed in enclosures to your letter. 

At VA headquarters we reviewed change ordersI time 
extension authorizations, progress lceportsI intermediate 
inspection repoKtsp and final setthement documents related 
to these contracts O We also discussed these matteKs with 
VA officials, The results of our review are contained in 
appendixes E through IX. 

We are preparing sepanate reports for you on matters 
relating to the VA contracts aWaKded to Big 4 Construeeion 
Company and on several other matters relating to VA's 
overall construction program, We are continuing to monitor 
VA's efforts to comply with section 301 of Public Law 
93-245, enacted on January 3, 1974, as it applies to the 
final settlement VA attempted to reach with the joint 
venture of Blackhawk and Donovan Construction Company on 
the NoKthpoKt, Long Island, New Yol:kp VA hospitak construc- 
tion contract. 

irile will keep youpr office advised of VA’s pKogress in 
this regard, It should be notedl howeverB that the joint 
venture filed suit against the Government in the U.S, Court 
of Claims on OetobeK 7, I.974 (Case No, 364-7$), for $4.3 
million plus interest to which the joint ventuare believes 
it is entitled under a settlement agreement of November 1, 
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As agreed by your office, we submitted a draft of this 
report to VA for review and comment on December 19, 1974. 
By letter dated February 7, 1975 (app. X), the Administrator 
of Veterans Affairs stated, among other things, that: 

"The report is ,ori.ented towards simple compila- 
tion of data, and, with respect to contracts 
participated in by the Blackhawk Construction 
Company, little attempt was made towards sub- 
jective analysis. This methodology provides an 
objective approach to effectively indicate the 
existence of problems. It does not, however, 
lend itself to a determination of causal re- 
lationships and the danger exists that the 
reader may infer deficient agency performance 
due to the negative nature of most of this in- 
formation. Appropriate caution should be ex- 
pressed to avoid such inferences." 

We agree that the report is entirely a factual com- 
pilation of data comparing cost and time overruns for the 
specific contracts listed in the enclosure to your 
August 24, 1973, letter. We did not try to identify causal 
relationships between the overruns and the contractors' 
performances or VA's supervision of the projects. We also 
wish to point out that we obtained all of the data contained 
in the appendixes directly from VA's files and did not, to 
our knowledge, exclude any available data which would re- 
flect favorably on performance under the contracts. 

The Administrator stated also that: 

"Since the data show wide discrepant-ies between 
the various projects included in the report, we 
think it is important to point out that the 
procurement of construction by formal advertis- 
ing is a highly complex and difficult process. 
Almost any major construction project involves 
many change orders and delays, often resulting 
in additional costs and time. * * * 

"There has never been a precise formula or set 
of rules which can totally prevent the cost 
overrun problem in construction contracting. 
However, appropriate steps have been taken by 
the VA to reduce the incurrence of costs in 
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excess of obligated funds. A control system 
utiliTeing the Critical Path Method (CPW) in 
major VA construction programs is now mandatorry, 
fi -k * We have sauna expectations sf positive 
resudts from the use of this Syst@m,'" 

VAPs recent impbementation of the CP@“8 control system 
for monitoacing shou%d facilitate peompt identification of 
problems which, if not actea uponfl may resuht in cost over- 
KUHIS. 'We plan to 'evaluate this systemPs effectiveness at 
some future date. 

we did not discuss any of the material in this report 
with the various construction c2ontraetors, nor did we visit 
any cd' the construction sites noted herein, Mc~eoven:~ at 
the specific request of yQuK office, WC; aPa nst Qbtain foarmal. 
comments on the report from any of the eowt~acto~s ir$v~Bv~d. 
NormaLly we woulc% do so, Although the information in this 
lreport is a matter of Kecora in VAOs csnstKu@tion cmnratract 
files, public disclosure csf the report without the benefit 
of contractor: commentsp in our opinion, eou%d advencs;e%y affect 
the private interests of some of the contracztors invccplv&i, 
We therefore suggest that these czircumstawees be eolnside~ed 
and weighed in the Committee's use of the areport* 

We plan no further distribution of this report uaaless 
you agree OK gubhicly announce its contents, 

sincereay youKsg 

Comptro%ler Genera% 
of the United States 



APPENDIX I 

VA COMTELACTS Il?CLUDED IN OUR 
COST, TIME, AND PERFOIU'UNCE 

comL+bRIsoNs 

HOSPITAL CONSTRUCTION CONTRACTS 

1. 

2. 

3. 

4. 

5, 

6. 

Blackhawk Heating and Plumbing Company, Enc., and Donovan Construe-- 
tion Company--joint venture (V1006C-652). TO construct a 1,200-bed 
general medical and surgical hospital and to alter existing build- 
ings at Hines, Illinofs. 

Blackhawk Heating and Plumbing Company, Inc., and Donovan Construc- 
tion Company--joint venture (V1006C-673). To construct a 4.80-bed 
medical, surgical, and neurological hospital and to modernize 
existing facilities at Northport, Long Island, New York, 

J. W. Bateson Company, Inc. (V1006C-617). To construct a 1,062-bed 
medical, surgical, and neurological hospital at Riami, Florida, 

J. W. Bateson Company, Inc. (VlOOQC-701). To construct an all-bed 
general hospital at San Diego, California. 

Henry C. Beck Company (V1006C-613). To construct a 984~bed general 
medical and surgical hospital at Memphis, Tennessee. 

J. A. Jones Construction Company (VlOO6C-692). To construct a 72O- 
bed medical, surgical, and neurological hospital at Tampa, Florida. 

%HOSPITAL AIR-CONDITIONING CONTRACTS 

1. 

2. 

3. 

Blackhawk Heating and Plumbing Company, Inc., and Klefstad Engiaeer- 
-joint ventme (V1006C-60f)o To install an air- 

conditioning system in eight buildings and to construct an addi- 
tion ta a ninth building and a cooling tower at the VA hospital in 
Leech Fa.rm Road, Pittsburgh, Pennsylvania. 

Blackhawk Heating and Plumbing Company, Inc. (VlOOQC-629). To in- 
stall an air-conditioning system in Building 1 and to construct a. 

refrigeration plant and a cooling tower at the "VA. hospital in New 
York, New Pork, 

Blackhawk Heating and Plumbing Company, Tnc, (VlOOQC-658). To in- 
stall an air-conditioning system in two buildings at the VA hospital 
in Brooklyn, New York. 
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4. 

5. 

6. 

7. 

8. 

Klefstad Engineering Company, Inc. (V1006C-579). To install an 
air-conditioning system in Building 1 at the VA hospital on 
University Drive, Pittsburgh, Pennsylvania. 

W. A. Landers Company (V1006C-637). To install an air-conditioning 
system at the VA hospital in Oklahoma City, Oklahoma. 

H. Sand & Company, Inc. (V1006C-589). To install an air-condition- 
ing system in four buildings at the VA hospital in Bronx, New York. 

Associate Engineering Company (V1006C-575). To install an air- 
conditioning system in 13 buildings at the VA hospital at Jefferson 
Barracks in St. Louis, Missouri. 

C. N. Flagg and Company, Inc. (V1006C-591). To install an air- 
conditioning system in seven buildings at the VA hospital in West 
Haven, Connecticut. 



COlltr~CtO~, 
contract number. 

and location 

lilackhawk-Donovan 
(C-652) 

Hines, Ill. 

Blackbawk-Donovan 
(C-673) 

Northport. N. Y. 

.I. w. Bateson (C-617) 

Miami, Fla. 

J. w. Bateson (C-701) 

San Diego, Calif. 

H. C. Beck (C-613) 

Hemphis. Term. 

J. A. Jones (C-692) 

Tsnpa, Fla. 

1 2 
Net additional 

Amount of cost authorized 
contract other than by 

award settlements (note a) 

COST 0VEHlZUN.S ON SELECTED 
VA HOSPITAL M)NSTRUCTION CONTRACTS 

3 4 5 6 7 8 
Contract Percent 

cost exclusive Additional coat Total contract Total contract of cost Additional 
of settlements authorized by cost cost overrlxl overrun (~01. amounts in 

(col. 1 + col. 2) settlements (col. 3 + col. 4) (col. 5 - col. 1) 6 * col. 1) dispute 

$20,862,000 $1.382.581.67 

16,289.OOO 

17,552,OOO 

34,523.OOO 

16,242,OOO 

19,557,300 

1,636,019.00 

667.447.06 

751,162.12 

917.023.34 

2,127,548.02 

$22.244,581.67 $ 5.750.000 $27,994,501.67 $ 7,132,581.67 34 

17,925,019.00 blo ,3oo,ooo 28,225,019.00 

X3,239,447.06 18,239,447.06 

35.274.162.12 35,274,162.12 

11,936,019.00 73 

687.447.06 4 

751,162.12 2 e$2,929,0V9.i36 

17.159.023.34 17,159,023.34 917,023.34 6 

21,684,848.02 21,684,848.02 2,127,548.02 11 

%ncludes change orders, reclaim vouchers, and bond premium adjustments. 
bFinal diepoaition of $10.3 million settlement is being withheld pending an audit of all construction claim. As of October 7, 1974, $6 million had 

been paid to the contractor. Cm October 7, 1974. the contractor filed a suit in the United States Court of Claims for payment of the balance of the 
seeele~nt plus interest. 
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APPENDIX IV 

Morthport, 1. ‘1. 

9. w. B4ax2son (C-417) 

?Jqguipmnt 5t.TltUB 
meeslal ataeua 
Work pro~raQ5 
Submioeions ovardue 

.9. w. Batwon (C-701) 

8. c. Beck (C-613) 

I'Jkmphl.5 D Term . 

Equipment status 
kkaterial status 
Work progress 
Submissions overdue 

3. A. Jonas (C-692) 

Tamps, Ph. 

* 43 
42 
43 
39 

91 
89 
91 
83 

60 

13 
15 
39 
55 

22 
25 
65 
92 

35 

34 
34 
32 
33 

0 
0 
6 
3 

33 

32 
32 
32 
32 

31 

0 
0 
0 
0 

31 
31 
31 
30 

0 
0 
0 
1 

0 
0 
0 
3 

39 

EquipmQne 5tatus 0 39 0 0 
MQaaaterPnl statue 0 39 0 0 
worlc progress 0 39 0 0 
Subtireione overdue 0 38 1 3 

‘kompured by dividing the number rsred unsatisfactory by the total number of progress reporta. 

bSevan repores had unqualified satisfactory ratings, 
and *i&t indicated work progress was “s1ow.” 

two indicated work progress was “falling behind.” 



c, 
0 

contractor, Anlmmtof 
CDntraCt number, contract 

and location award 

1 

Blackhawk-Klefstad 
(C-601) (note b) 

Pittsburgh, Pa. $2.291,800 $423.117.09 $2.714,917.09 $1,740,688.00 $4,455,605.09 

Bleckbawk (C-629) 
(note c) 

New York. N. Y. 3.796.500 555,088.69 

Blackhawk (C-658) 

New York. N. Y. 4,888.OOO 669.782.00 5.557.782.00 3.099.000.00 8.656.782.00 3.768.782.00 77 

Klefstad 
(c-579) (not= 8 

PittsburBh. Pa. 2.369.800 323.122.26 2.692.922.26 2,692,922.26 323.122.26 14 

W. A. Landers (C-637) 

Oklabcma City. Okla. 1.517,250 

H. Sand (C-589) 

New York, N. Y. 3.725.400 

Associate Engineering 
7c-575) 

Saint Louis, Mo. 2.198,258 

C. N. PlaBB (C-591) 

Weet Baven, Corm. 2,700.OOO 

asee footnote a, p. 6. 

COSTOVBBBUNS ON SBLECTED 
VA EOSPITAL AIR-CONDITIONING CONTRACTS 

2 3 4 5 
Net additional Contract 
cost authorized COBf exclusive Additional cost Total contract 

other than by of settlementa authorized by co*t 
settlements (note a) (ml. 1 + ml. 2) settlements (ml. 3 + col. 4) 

9r026.16 1.526.276.16 1,526,276.16 9,026.16 1 

6 7 8 
Percent s 

Total contract of cost Additional I2 co*t overrlm O"elM amOunts in 
(ml. 5 - col. 1) (ml. 6 Z col. 1)' dispute x 

c 

$2,163,805.09 94 

4.351.588.69 3,858,100.00 8,209,688.69 4.413.188.69 116 

292.587.29 4.017.987.29 475.000.00 4.492.987.29 767.587.29 21 

33,598.67 2,231,856.67 2,231,856.67 33.598.67 

169.837.40 2.869.837.40 2.869.837.40 X9.837.40 

VA terninated contract cm July 17. 1968, and completed construction at an additional cwt of about $125,600. 
qA terminated contract on September 30. 1968, and completed construction at an additional cost of about $403,000. 
4r lefatad wm awarded the contract; bowwer, under an ajpeement between Klefstad and Blackhawk dated August 2, 1963, Blackhawk was to complete met 

of the required construction on behalf of Klefmtd. 



Contractor, 
contract number, 

and location 

Blackhawk-Klefstad 
(c-601) 

Pittsburgh, Pa. 

Blackhawk (C-629) 

Mew York, N. Y. 

Blackhawk (C-658) 

New York. N. Y. 

P Klefstad (C-579) 

P (note cl 

Pittsburgh, Pa. 

W. A. Landers (C-637) 

Oklaho@a City. Okla. 

H. Sand (C-5.99) 

New York. N. Y. 

iiseocaaee Engineering 
7c-5751 

saint Louis, no. 

c. N. Plegg (C-591) 

Weet Havsn. Corm. 

TIME OVERRLIMS 08 SELECTED 
VA HOSPITAL AIR-CONDITIONING COmRACTS 5 ' 

Analysis of time overrun z 
Days authorized Deys 2 

Contract Date of Estimated Estimated Actual Total Total days' Percent by change orders authorized Unau- 
award notice to completion days required completion days time of time and time by final thorized 

date proceed date to complete date expended O”erk-“n *"err"* extensions settlement days 
- ~ 

2-07-64 3-11-64 h-15-65 400 

l-06-65 l-28-65 12-29-66 700 

9-29-66 10-18-66 7-14-69 1,000 

(a) 1,580 1.180 

(b) 1.461 761 

12-20-71 1,889 889 

295 622 

109 641 

89 421 

558 

120 

468 

6-25-63 7-30-63 9-02-64 4OC 9-23-65 786 386 97 413 

5-20-65 

6-27-63 

5-17-63 

6-27-63 

6-09-65 

7-17-63 

6-06-63 

7-15-63 

fcontract teeeinated by WA July 17. 196S. 
DCcntrece tanineted by VA Sspte&ar 30, 1968. 
'See footnote 89 p. 9. 

9-02-46 450 

12-13-65 880 

g-01-66 449 0 

9-28-67 1,534 654 74 357 297 

l-26-65 600 

7-14-65 730 

6-11-65 736 136 23 178 

10-20-65 828 98 13 121 
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VA HOSPITAL AIR-CONDITIONING CONTRACTS 
JAS RATED BY VA1 

Number of progress reports 
Not Rated Rated percent rated 

Total rated satisfactory u”sati.sfactory u”satisfactory (note a) 
-- 

contractor, contract number, 
location, and performance 

evaluation factors 

Blackhawk-Klefstad (C-601) 

Pittsburgh. Pa. 

Equipment status 
Material Stat”* 
Work progress 
Submissions overdue 

Blackhawk (C-629) 

New York, N. Y. 

Equipment stet”s 
Msterial status 
Work progress 
Submissions overdue 

Blackhawk (C-658) 

New York, N. Y. 

Equipment status 
Material status 
Work progress 
Submissions overdue 

41 

2 39 Cl 0 
2 39 0 0 
6 4 31 76 
9 17 15 37 

43 

0 14 29 67 
0 24 19 44 
0 13 30 70 
1 6 36 64 

65 

7 41 
7 36 
4 2 

32 0 

17 26 
34 
91 
51 

22 
59 
33 

Klefstad (C-5791 
(note b) 

26 Pittsburgh, Pa. 

Equipment stat”s 
Material status 
Work progress 
Submissions overdue 

W. A. Landers (C-637) 

Oklahoma City, Okla. 

Equipment ststws 
Msteria1 statlls 
Work progress 
Submissions overdue 

H. Sand (C-589) 

New York, N. Y. 

Equipment status 
Material stat”8 
Work progress 
Submissions overdue 

Associate Engineering (C-575) 

Equipment status 
Material stat”8 
Work progress 
Submissions overdue 

C. N. Flags (C-591) 

west Haven. CO”“. 

Equipment status 
Material Stat"* 
Work progress 
Submissions overdue 

;see footnote a, p. 8. 
See footnote d, p. 9. 

14 12 
14 12 
15 6 
21 5 

0 
0 

0 
0 

19 
0 

5 
0 

13 
13 
11 

0 

0 
0 

0 
0 

13 
0 

2 
0 

39 0 0 
39 0 0 
26 12 30 
38 0 0 

24 

22 
22 
22 

2 

0 
0 
0 
0 

28 

4 
5 

i 

24 0 
19 4 
18 6 
24 0 

0 
14 
21 

0 
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SmRY OF TIME k&ID COST OVEERJJNS 
ON CONTRACT WQRK. PER-FORKED BY 

BLACKHAWK HEATING AND PLUMBING COMPANY, INC. 

VA awarded five contracts to Blackhawk Heating and Plumbing Company, 
Inc., as either the sole contractor OK as part of a joint venture. TIN? 
contracts were for const+ucting, alterhg, and air-eonclitioning VA 
hospitals and were awarded from February 1964 thleough June 1967. 

At the time of award, the five contracts totaled about $48.% mil- 
lion with a total of 3,750 days required to complete the work. However, 
the contract costs ultimately totaled about $77.5 million and the work 
consumed a total of 8,230 days, representing a total coat overrun of GP 
pexent and a total time 0vermn-k of 119 percent. The overruns for the 
five contracts averaged 79 percent for cost and 139 percent for time. 

Under a sixth contract --VlOOQC-579, totaling about $2.4 miaTeion-- 
awarded to Klefstad Engineering Company, Inc., on June 25, 1963, Black- 
hawk did most of the construction work as a subcontractor, This co'n- 
tract was for installing an air-conditioning system in B&Ming E at 
the University Drive VA hospital in Pittsburgh, Pennsylvania. a 14- 
percent cost overnm ($323,122) and a 97-percent time ovescrun (386 days) 
were incurred. 

HINES, ILLINOIS HOSPITAL 

Blackhawk and Donovan Construction Company, in a joint venture, 
were awarded VA contract VlOOQC-452 to construct a 1,200~bed hospital 
and to alter 3 buildings at the VA hospital, Hines, Illinois. The 
original contract cost was $20,9 million. The contract was to be com- 
pleted in 800 calendar days. 

The joint venture received notice to proceed from VA on April 6, 
1966. The project was completed on June 8, 1970, in a total of 1,524, 
calendar days and at a final cost of about $28 million. All cost ma 
time overruns were authorized by change ordera and time extensions or 
were accepted by VA at final settlement. 

VA raked work progress unsatisfactory on 43 of the 47 progress 
reports. All other factors--equipment atatua, material statusp and 
submissions overdue--were also generally rated unsatisfactory in at 
least 39 of the reports. VA's reasons for citing poor performance by 
the joint venture included 

--poor organization and management, 

--insufficient labor, and 

--slow delivery of construction materials to the site. 
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NORTHPORT, LONG ISLAND, NEW YORK, 
HOSPITAL 

APPENDIX VIII 

Blackhawk and Donovan, in a joint venture, were awarded VA contract 
V1006C-673 to construct a 480-bed hospital and to modernize existing 
facilities at the VA hospital, Northport, Long Island, New York. Notice 
to proceed was acknowledged by the joint venture on July 20, 1967. The 
contract allowed 850 calendar days --until November 16, 1969--for com- 
pletion at a cost of about $16.3 million. The project was completed 
June 1, 1972--in 1,776 calendar days. Initial cost overruns of about 
$1.6 million were authorized by VA change orders. Of the 926 days of 
overrun, 411 were authorized by change orders or time extensions and 
515 were authorized by a settlement agreement. 

On September' 19, 1972, the joint venture submitted a consolidated 
claim against VA for an additional $16.5 million. This figure was 
increased in August 1973 to $18.5 million. VA and Donovan (acting for 
the joint venture) negotiated a final settlement of $10.3 million and 
signed a final settlement agreement on November 1, 1973. 

Final disposition of the $10.3 million settlement (against which a 
$6 million advance payment has been made) is being withheld pending VA 
compliance with section 301 of Public Law 93-245, which requires an 
independent audit of all construction contract claims exceeding $1 
million and approval through the appropriation process. The joint ven- 
ture has refused, however, to submit to an independent audit. 

On October 7, 1974, the joint venture filed suit against the Govern- 
ment in the U.S. Court of Claims (Case No. 364-74) for the $4.3 million 
balance plus interest at the rate of 9.75 percent. 

Work progress on 39 out of 60 progress 
factory by VA. However, it generally rated 
material status satisfactory. VA's reasons 
performance were 

--insufficient labor and 

--poor organization and management, 

PITTSBURGH, PENNSYLVANIA (UNIVERSITY 
DRIVE), HOSPITAL 

On June 25, 1963, Klefstad Engineering Company was awarded VA 
contract V1006C-579 for about $2.4 million. The contract called for 
installing an air-conditioning system in Building 1 at the University 
Drive VA hospital in Pittsburgh, Pennsylvania. The contractor received 
a formal notice to proceed from VA on July 30, 1963. The work was to be 
completed in 400 calendar days--by September 2, 1964. 

reports was rated unsatis- 
equipment status and 
for citing unsatisfactory 

14 
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Although this contract was awarded to KLefstad, Blackhawk assumed 
responsibility for most of the construction under an agreement with 
Klefstad, 

The work was completed on September 23, 1965, Total cost for the 
contract was about $2.7 million. Thus, a time overrun of 386 days and 
a cost overrun of about $323,000 were incurred. VA approved the over- 
runs, however, through change orders and time extensions. 

We reviewed 26 progress reports by VA which showed work progress 
rated satisfactory on 6 reports and unsatisfactory on 5 reports. VA 
did not rate work progress on the other 15 reports. The unsatisfactory 
progress reports and VA-prepared intermediate inspection reports 
attributed the cost and time overruns to 

--the contractor's poor management practices and 

--physical interferences during construction. 

VA rated the other items on the progress reports satisfactory; 
namely, equipment status, material status, and submissions overdue. 

xcTsBmGH, PENNSYLVANIA (LEECH 
Fl4.m ROAD), HOSPITAL 

The joint venture of Blackhawk and Klefstad was awarded VA contract 
V1006C-601 on February 7, 1964. The contract was for about $2,3 million 
and involved installing air-conditioning systems in eight buildings and 
constructing an addition to Building 15 and a cooling tower at the VA 
hospital, Leech Farm Road, Pittsburgh, Pennsylvania. VA gave the joint 
venture notice to proceed on March 11, 1964. Work was to be completed 
in 400 calendar days--by April 15, 1965. 

VA terminated the contract on July 17, 1968, because of claims, 
disputes, and appeals that had arisen between VA and the joint venture. 
Before settlement the days authorized by VA totaled 1,022, the contract 
price had increased to about $2.7 million, and construction had not 
been completed. As a result of negotiations, VA paid the joint venture 
an additional $1.74 million at final settlement and authorized 558 
additional days to reflect the July 17, 1968, termination elate. Over- 
runs of 1,180 days and about $2.2 million were thereby incurred. On 
June 28, 1973, Coopers & Lybrand, a public accounting firm under con- 
tract with VA, completed an audit of the joint venture's claims, as 
stipulated in the settlement agreement. The agreement was not changed, 
however, as a result of the audit. 

After terminating the contract, VA completed the project by the 
purchase-and-hire method at a cost of about $125,600, Under this method 
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VA purchased the materials and hired the labor force necessary to com- 
plete the construction. 

VA rated the joint venture's work progress unsatisfactory on 31 out 
of 41 progress reports. Available VA intermediate inspection reports 
attributed its unsatisfactory ratings to 

--late delivery of major equipment to the construction site, 

--failure to obtain VA approval of material and equipment, and 

--failure to complete installation of some equipment. 

NEW YORK, NEW YORK (MANHATTAN), 
HOSPITAL 

VA contract V1006C-629 was awarded to Blackhawk on January 6, 1965, 
for about $3.8 million. Blackhawk was to construct a refrigeration 
plant and a cooling tower and to install an air-conditioning system in 
Building 1 at the Manhattan VA hospital, New York, New York. The formal 
notice to proceed was issued on January 28, 1965. The contract gave 
Blackhawk 700 calendar days-- until December 29, 1966--to complete the 
work. 

On September 30, 1968, VA terminated the contract. At that time 
Blackhawk had incurred about $4.4 million in construction costs and had 
used 1,341 calendar days. 

At final settlement VA agreed to pay Blackhawk $3.9 million for all 
claims and appeals pending against VA. In addition VA authorized 
another 120 days. Blackhawk agreed in return to let VA audit and verify 
the cost and pricing data submitted by the company for final settlement. 
The audit was completed on June 28, 1973, by Coopers & Lybrand under 
contract with VA. The settlement agreement was not changed as a result 
of the audit. 

The overruns totaled about $4.4 million and 761 calendar days. Of 
the $4.4 million cost overrun , about $555,000 was authorized by change 
orders and about $3.9 million by final settlement. Of the 761 days of 
time overrun, 641 were authorized by change orders and time extensions 
and 120 were authorized at final settlement. 

VA completed the project by using the purchase-and-hire method at 
a cost of about $403,000 after terminating Blackhawk's contract. 

VA rated work progress unsatisfactory on 30 out of 43 progress 
reports. Other factors --equipment status and submissions overdue--were 
also rated unsatisfactory in a majority of cases. Material status, 
however, was rated satisfactory in a majority of cases. 
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The primary reasons VA inspection reports gave for unsatisfactory 
ratings were 

--insufficient Labor at the construction site, 

--minimal effort to complete various segments of construction 
promptly, and 

--poor contractor organization and management. 

BROOKLPN, NEW YORK, HOSPITAL 

On September 29, 1966, Blackhawk was awarded VA contract V10QQG658 
for $4.9 million to air-condition two buildings at the VA hospital, 
Brooklyn 9 New York. Time allowed for the gro-ject was lb,000 calendar 
days, with an estimated compLeti.on date of July 14, 1969. 

Through change orders and time extensions, the contract completion 
date was extended 421 days to September 8, B970. However9 actual proj- 
ect completion took 1,889 days--until December 20, 1971, During final 
settlement negotiations, VA authorized an additional 468 days to extend 
the contmcact completion date to December 20, 31971. Blackhawk had 
submitted a $7.6 milEion claim against VA for dime overruns and othesr 
additional costs. Through negotiations VA agreed to pay B3hackhawk 
$3,099,000 in full settlement of its claim. 

Under contract with VA, Coopers & Lybrand completed a %imit8ed 
audit of BlackhawkPs payrolls and job office overhead claims on June 28, 
11973, The audit found $22,122.54 in unoubstantiated overhead costs~ 
The settlement agreement, however, was azot affected aea a acesuPt of the 
audit, 

VA rated work progress unsatisfactory on 59 progress reports and 
satisfactory on 2 reports, The reasons cfted by VA for the unsatis- 
factory work progress and the number of reports each reason involved 
were 

--insufficfentz labor (45 repoPts), 

--pcxx organization and mamagement (41 reports), 

--slow delivery of construcfion matar%als to site (36 reports), 

--contractor was awaiting VA approval of whop drawings (6 reports), 

--contractor was awaiting VA approval of construct%ow mterfals 
(4 reports), 
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SUMMARY OF WORK DONE BY 
NATIONAL CONSTRUCTION CONIF'ANY 

AT THE BEDFORD, MASSACHUSETTS, VA HOSPITAL 

National Construction Company, as low bidder, was awarded a $2.2 
million construction contract on July 8, 1966, for work at the Bedford, 
Massachusetts, VA hospital. Contract VLOO6C-655 called for remodeling 
four buildings and constructing a sewage treatment plant. The contract 
required completion of all work in 600 calendar days--by March 18, 1968. 
Notice to proceed was given on July 27, 1966. 

TIME AND COST OVERRUNS 

Work on the project was completed on June 7, 1971--1,176 days Iate-- 
which represented an overrun of 196 percent. The contract cost totaled 
about $2,9 million, which represented an overrun of about $700,000, or 
32 percent. 

All cost and time overruns were authorized by change orders, time 
e&ens ions :, or settlement agreements as shown in the filliping table, 

Time cost 
Action overruns overruns 

Authorized by change orders 397 $ 80,409 

Authorized by time extensions LO6 

Authorized by settlement 
November 16, 1970 

Authorized by settlement 
July 31, 1973 

Total 

agreement of 

agreement of 

621 325,000 

a52 300,000 

1,176 $705,4.09 

aNo specific number of days' extension was indicated in this settlement 
agreement; however3 the agreement stated that the completion date would 
be extended so that no liquidated damages would be assessed. Work was 
completed June 7, %971--52 days after the April 16, 1971, completion 
date established by the prior settlement agreement, 

Twenty of the 154. change orders issued by VA involved extensions of 
time and increases in cost totaling about $46,300. 

National's work progress on this project was generally rated un- 
satisfactory by VA (in 46 out of 56 reporting periods) because National 
had insufficient labor and poor organization and management at the job 
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site. In addition, material samples required to be submitted for VA 
approval were determined to be overdue in 4.2 periods. However, the other 
two areas rated by VA--equipment status and material delivery status-- 
were usually rated satisfactory. VA intermediate inspection reports 
indicated that National was slow in submitting required sample materials 
for approval. However, they also indicated that National had complained 
of exceedingly slow action by VA in approving the submitted samples and 
in responding to requests for information and clarification. 

CONTRACT SETTLEMENTS 

Two settlements were made with National --the first on November 16, 
1970, for $325,000 and the second on July 31, 1973, for $300,000. 

First settlement 

National, on July 21, 1970, submitted a claim for $519,000, primarily 
because of inadequate and inaccurate plans and drawings furnished by VA. 
Negotiations between National and VA in August 1970 resulted in a pro- 
posed compromise settlement of $325,000. The settlement was signed 
November 16, 1970. 

In its September 1970 analysis of the contractor's claim and 
the proposed compromise settlement, VA concluded that the proposed settle- 
ment would be in the best interest of the Government for the following 
reasons: 

--National was entitled to an estimated 100 additional days beyond 
the 397 days previously provided by change orders because local 
VA officials had denied the company access to the elevators in 
Building 2-- contrary to the contract--thereby necessitating 
alternate and more costly means of moving material and personnel 
to the work area on the second and third floors. 

--National was entitled to more than 100 additional days for other 
changed conditions and delays caused by VA. 

--The life of the project, therefore, had been extended by about 
600 days-- excluding time extensions--due to the 397 days 
authorized by change orders and the 200 days mentioned above. 

--The effect of extending the life of the project was that it in- 
creased the direct costs and overhead costs of maintaining 
supervisory and office labor forces at the site. VA estimated 
that National's overhead costs alone during the extension period 
would total $667,200. . 

--VA estimated that, if a total cost approach were used, National 
could claim about $538,000. 
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In the settlement agreement of November 16, 1970, VA authorized an 
additional 621 days, extending the contract to April 16, 1971. About 
200 of these days represented the additional days to which VA believed 
National was entitled due to the adverse situation in Building 2 and 
othelt changed conditions and delays caused by VA. VA-records indicated 
that the other 421 days were authorized to induce the contractor to 
accept the settlement agreement. AS a ferther inducement, VA agreed not 
to assess liquidated damages against National for failure to complete 
the project before the extended completion date of April 16, 1971. 

Second settlement 

By letter dated October 12, 1971, the contractor claimed additional 
compensation of about $888,000 for cumulative income tax losses for 
1967-70, The contractor contended that: 

--It was doing the work for the convenience of the Government. 

--The Government had interfered with the contractor's work. 

--The Government's plans and specifications were deficient. 

A Defense Contract Audit Agency examination subsequently verified 
contractor costs of about $727,000. 

Although the November 16, 1970, settlement was intended to fu%%y 
satisfy al1 claims under the contract, National claimed it had been 
coerced by VA into signing it. 

VA's Associate General Counsel, upon reviewing the claims, stated: 

"It was apparent from the beginning of work on this project that 
there was bad feeling between the National Construction people 
and some of the VA personnel at the job site. This, of course, 
could.be brought up by the Contractor as being the basis for 
questioning the motive and good faith of the VA people with whom 
he dealt. The Contractor could claim that he had to operate in 
an atmosphere of fear and apprehension throughout performance 
only to be heightened by the ever present possibility of termina- 
tion of the contract. Under such circumstances it would not be 
difficult for the Board of Contract Appeals or a court to con- 
clude that the Contractor's subjective fear of termination 
aggravated by lack of rapport with some VA personnel could have 
resulted in a belief in the Contractor's mind that signing the 

_ settlement agreement was the price he had to pay for not being 
terminated." 
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Accordingly, during negotiations, the parties reached agreement on 
a $300,000 settlement. Effective on July 31, 1973, the settlement 
stipulated that the contract completion date would be extended so that 
no liquidated damages would be assessed against the contractor. 
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fJpK 0 Gregoary J. Ahart 
Diarector f Manpowenr and 

Welfare Division 
u. s. General Accounting Office 
Washington, D, C. 20548 

DeaPr Plr m Ahart: 

We have reviewed the draft report "'Comparison of 
Cost and Time Overllcuns on Selected Mospita% Constru~tiow 
and Air Conditioning Contracts" (B-161994) with keen 
interest and awareness of some of the field conditions 
involved in the circumstances that led to the cost over- 
runs. The report is oriented towards simple compilation 
of data, anda with respect to contracts participated in 
by the Blackhawk Construction Company, little attempt 
was made towards subjective analysis. This methodology 
parovides an objective approach to effective%y indicate 
the existence of problems, It does not, however, lend 
itself to a determination of causal relationships and the 
danger exists that the reader may infer deficient agency 
performance due to the negative nature of most of this 
information. Appropriate caution should be expressed to 
avoid such inferences, 

Since the data show wide discrepancies between the 
various projects included in the report, we think it is 
important to point out that the procurement of construction 
by formal advertising is a highly eomp%ex and diffieuPt 
process m ALmost any major construction plsoject involves 
many change orders and delays, often nresulting in additional 
costs and time, En Federal Contracts Report No, 499, Bureau 
of National Affairs, October 1, 1973, it was reported that 
a study by the Genera9 Accounting Office described a eon- 
siderable degree of cost overruns in 20 projects of the 
National Aeronautics and Space Administration, the General 
Services Administration, the Atomic Energy Commission, 
the Department of Transportation, and the Corps of Engineers, 

Theare has neve~y: been a precise formula car set of r~1es 
which can totalEy prcevent the cost overrun problem in con- 
steruction contracting, However p appropriate steps have 
been taken by the VA to reduce the incurrence of costs 
in excess of obliyated funds. A control system utilizing 
the Critical Path Method (CPM) in major VW construetiow 
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programs is now mandatory. The CPM networks display the 
interrelationships between all critical elements of the 
construction project. With the information so generated, 
both the Government and the contractor can identify present 
and projected trouble spots which could potentially involve 
additional costsl time or both. The extent of these trouble 
areas as to time or money can be ascertained. If they appear 
to be excessive, critical decisions can be made at an early 
date as to whether the additional costs or delay are the 
fault of the Government or the contractor; and as to whether 
termination in whole or in part is indicated. We have sound 
expectations of positive results from the use of this system. 

[See GAO note, p. 24.1 
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