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The Honorable Larry Winn, Jr.

llousc of Representatives Hmmmwmmmmmmmwmm

Dear Mr., Winn:

During tcstimony on June 18, 1973, before the Subcome
mittee on Buildings and CGrounds, Senate Committec on Public
Works, you cxpressed an interest in having GAQO cxaminc Fed-
eral agencies' use of value engincering, Since we are cur-
rently reviewing this arca, we lclt it might help vou if
we informed you of the results of our work. Accordingly, we
spcke with your executive sccretary on June 27, 1973, and
agreed to give you a summary of our cfforts,

In our review, we are mainly cvaluating how Federal
agencies responsihle for constructing buildings use value
enginecring incentive programs. These programs generally
refer to the usec of incentive clauses in construction con-
tracts to provide financial rcwards to contractors and sub-
contractors who initiate approved cost-saving value cngincer-
ing proposals., We have found that Federal agencies vary in
their usc of the programs.

We are also cxamining whether (1) proven value engineer-
ing proposals arc circulated ecnough, both within and among
the Federal construction agencics, and (2) the methods forv
applying proven value engincering proposals to future con-
struction projects are cffective.

Agencies whose practices we arc reviewing ave the sL”
Army Corps of Engincers; the Department of the Navy; the —
Department of the Air Force; the CGeneral Scervices Administra-
tion; the Federal Aviation Administration; the Veterans Ad- 3
ministration; the Atomic Lnerygy Commission; the Tenngsscoce !
Valley Authority; the Department of llealth, Lducation, and K
Weltare; and the National Acronautics and Space Administration,

245 (089 /62,
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Althoush most ol thesc apencies are, at least to some
extent, trving to promote valuc ecugincering, they need to
increasc their offcorts in orde: "o v T.oe the full benefits
from applying value cnginceering tc t!. construction process.
To obtain these benefits, the acencics whouild:

1. Establish valuc enginecering incentive programs.

2. Strengthen these programs by promoting contractor
and subcontractor participation.

3. Adopt uniform valuc ecngincering iuncentive clauses
to be included in all construction contracts over
a minimwn amount (such as $10,000). The clauscs
should cover such matters as subcontractor partic-
ipation in the program and the consideration to be
given life-cycle costs.

4. T[Establish a central organization to (a) review
and refine all approved valuc engineering proposals,
(b) develop a procedurc for catcgorizing the pro-
posals by cngincering discipline and presenting them
in a clear, concise format, and (c¢) circulate regu-
larly to all interested agencices thosce proposals
having widespread application.

5. Establish formal proccdures to insure that cach
agency considers applying proven value cngincering
proposals to all its future projects,

Enclosed is a copy of our statement on value enginecering
which we presented to the Subcommittec on June 18, 1973,
This statcment provides morc details on the scope and results
of our revicw, discusses our previous reviews of value
engincering, and sets forth some of the benefits that can be
derived f{rom applving valuec cnginecring to the construction
process.,

As noted on page 22 of the statement, we do not consider
our current review as the last of our cvaluations of the ef-
fectiveness of valuc engincering programs in Federal
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construction. Qur long-range program is dirccted rather to a
complete and comprchensive analrsis, as rescurces permit,

of thosc management tcchniques or tools that promote cconomy
and efficiency in Government. [n our opinion, value engincer-
ing is one of the techniques that cun effectively improve
Government operations,

We have received your letter of July 20, 1973, re-
questing that we undertake an extensive examination into
the conduct of value cngincering in the Department of
Defensec. We plan to discuss with you in the near future
the work necessary to fulfill your nced.

We trust the information furnished helps meet your needs
and shall be pleased to discuss the matter further. When we
1ssue our report to the Congress, we will send you a copy
to give you more details on our revicw.

Sincerely yours,

sy

L]
Comptroller General
of the United States

Enclosure

(2]
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UKTTED STATES GENERAL ACCOUNTING OFFICE
MASHINGTOM, D.C. Z0LH3

F0l RELEASE ON DELIVERY
FYPECTED AT 200 P.M,, EDST
MONDAY, JUNE 18, 1973

STATEMENT OF
ROBERT G, ROTHWELL, DEPUTY DIRECTOR
LOGISTICS AMD COMMUNICATIONS DIVISION
BEFORE
THE SUBCOMMITTEE ON BUILDINGS AND GROUNDS,
COMMITTEE ON PUBLIC WORKS
UNITED STATES SENATE
ON
USE OF VALUE ENGINEERING IN CONSTRUCTION OF FEDERAL FACILITIES

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE

WE ARE PLEASED TO APPEAR HERE TODAY TO PRESENT OUR
OBSERVATIONS ON THE USE OF VALUE ENGINEERING BY FEDERAL
AGENCIES ENGAGED IN FACILITY ACQUISITION,

THE SOCIETY OF AMERICAN VALUE ENGINEERS DEFINES THE

APPLICATION OF VALUE ENGINEERING TO THE CONSTRUCTION PROCESS
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GENERALLY AS THE CONSIDERATINN OF ALTERWATIVE WAYS OF CON-
STRUCTInu A FACLLITY, AND THE SELECTINN OF THE MOST COST
EFFECTIVE ALTERMNATIVE, THE COST (FSLCTIVENESS CAN BE
MEASURED IN REDUCED CONSTRUCTION COST, REDUCED DPERATION
AND MAINTENANCE COST, A HIGHER QUALITY PRODUCT FOR THE SAME
COST, OR SOME COMBINATION OF THE THREE, IN SHORT, VALUE
ENGINEERING CAN BE REGARDED AS A SEARCH FOR EFFICIENCY,
ECONOMY AND UTILITY, AND IN THAT SENSE IT HAS UNIVERSAL
APPEAL,

THE CONSTRUCTION INDUSTRY IS CURRENTLY IN A PERIOD OF
RAPID CHANGE, IN THE LAST FEW YEARS THE PRESSURE OF SHARPLY
RISING COSTS OF LABOR, MATERIALS, AND MONEY HAS GIVEN A
SENSE OF URGENCY TO ATTEMPTS TO PUT THESE RESNURCES TOGETHER
IN WAYS THAT WILL PROMOTE MORE ECONOMICAL CONSTRUCTION, MANY
INNOVATIVE CONSTRUCTINN TECHNIQUES--INCLUDING CONSTRUCTION

MANAGEMENT, TURNKEY, FAST-TRACK, AND INDUSTRIALIZED BUILDING--

to
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ARE PEING TRIED IN ROTH PRIVATé AND.GOVERNMENT CONSTRUCTION,
ALL THESE TECHNIQUES SEEK THE SAME OBJECTIVES--REDUCTION IN
COSTS; SHORTENING OF THE CONSTRUCTION CYCLE; IMPROVEMENT IN
DESIGN; SELECTION OF THE BEST BUILDING MATERIALS; AND IMPROVE-
MENT IN QUALITY,

THESE TECHNIQUES SERVE AS VALUABLE TOOLS TO MANAGEMENT
IN ITS CUEST FOR ECONOMY AND EFFICIENCY IN CONSTRUCTION,
VALUE ENGINEERING IS ONE OF THESE TCOLS, AS DISCUSSED LATER
IN THIS STATEMENT, VALUE ENGINEERING CAN RE USED THROUGHOUT
THE CONSTRHCTION PROCESS AND CAN BE ACCOMPLISHED RY ROTH THE
IN-HOUSE EFFORTS OF FEDERAL AGENCIES AND BY CONTRACT.

OUR OFFICE HAS EBEEN, AND CONTINUES TO BE, INTERESTED
IN THE APPLICATION OF VALUE EMGINEEPING TO FEDERAL CON-
STRUCTION, OUR INTERLST IN VALUE EMGINEERING IS PART OF
OUR OVERALL EFFORT TO PROMOTE AND ENCOURAGE THE USE 0F
PUILDING METHODS AND TFCHMIGUES THAT MAY HELP CURB THE

CONSTRUCTION COST SPIRAL.
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REPORTED BENEFITS OF
VALUE ENGINEERING

BEFORE DISCUSSIMNG RAQ’S PAST AN} PRESENT REVIEW EFFORTS
WITH RESPECT TO VALUE ENGINEERING, I WOULD LIKE TO MENTION
(1> SOME OF THE BENEFITS REPORTED BY AGENCIES AS A RESULT OF
APPLYING VALUE ENGIMEERING TO THE COMSTRUCTION PROCESS, AND
(2) SOME SPECIFIC EXAMPLES NF VALUE ENGINFERING IN OPERATION,

AT THE 1972 NATTONAL CONVENTION OF THE SOCIETY OF
AMERICAN VALUE ENGINMEERS, THE CORPS OF ENGiNEERS REPORTED
THAT ITS TOTAL VALUE ENGINEERING EFFORT HAS PRODUCED AUDITED
SAVINGS OF OVER $200 MILLION SINCE 1964, IN ADDITION, THE
CORPS NOTED THAT IT HAS SAVED 14 PERCENT ON THE COST OF
REPETITIVE-TYPE BUILDINGS BY APPLYING VALUE ENGINEERING TO
PROTOTYPE DESIGNS,

IN DISCUSSING ITS VALUE ENGINEERING INCENTIVE PROGRAM
AT THE CONVENTION, THE CORPS STATED THAT SINCE 1964 IT HAS

APPROVED AROUT 1,400 OF THE APPROXIMATELY 2,200 PROPQOSALS
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SUBMITTLED BY CONTRACTORS., (I GENERAL TERMS, VALUE EMGI-
NEERING INCENTIVE PROGRAMS REFER Tu t<F NF IMCENTIVE CLAUSES
IN CONSTRUCTION CONTRACTS THAT PROVIDE FINANCIAL REVARDS

TO CONTRACTORS AND SUBCONTRACTORS WHO DEVELOP APPRNVED
COST-SAVING VALUE ENGINEERING PROPOSALS.) THE CORPS NOTED
THAT THE APPROVED PROPNSALS HAVE RESULTED IN SAVINGS NF
ABOUT $14 MILLION--$7 MILLION FOR THE COPPS AND $7 MILLION
FOR THE CONTRACTORS, THE AVERAGE SAVINGS TO THE GOVEPMMENT
ON EACH APPROVED CONTRACTOR PROPOSAL WAS APPROXTMATELY
$5,000,

AT THIS SAME CONVENTIOM, THE DEPARTMENT OF HEALTH,
EDUCATINN AND WELFARE STATED THAT [TS IN-HNUSE VALUE ENGI-
NEERING EFFORTS FAVE RESULTED IN SAVINGS OF $92 MILLION
ON ITS DIRECT CONSTRUCTIOM PROGRAM, THE GENERAL SERVICES
ADMINISTRATION, IN ITS PRESENTATION AT THE CONVENTION,

REPORTED THAT BURING THE FIRST 9 WANTHS OF ITS VALUE
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ENGIMEERING TNCENTIVE PROGRAM, 1T SHARED OVER $1,5 MILLION
IN SAVINGS WITH CONTRACTORS,

ANOTHER WAY OF VIEWING A VALUE FUGIMEERING PROGRAM
IS TO COMPARE SAVINGS FROM THE PROGRAM WITH THE COST OF
OPERATING THE PROGRAM, FOR FISCAL YEAR 1872 THE CORPS OF
ENGINEERS REPORTED THAT FOR EVERY DOLLAR IT SPENT ON VALUE
ENGINEERING IT RECEIVED A RETURM OF $23 IN SAVINGS--$40.8
MILLION IN SAVINGS COMPARED TO $1,75 MILLION IN PROGRAM
OPERATING COSTS, FOR THIS SAME FISCAL YEAR, GSA ESTIMATED
THAT ITS VALUE ENGINEERING INCENTIVE PROGRAM PRODUCED SAVINGS
OF OVER $1 MILLION COMPARED TO OPERATING COSTS OF ABOUT
$130,000,

SPECIFIC EXAMPLES OF
VALUF ENGINEERING

[ WOULD NOW LTKE TO CITE THREE EXAMPLES WHICH, WE
BELIEVE, SHOW THAT VALUE ENGINEERING CAN BE APPLIED PENE-

FICIALLY THROUGHOUT THE CONSTRUCTION PROCESS, THE FIRST

6
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EXAMPLE TLLUSTRATES THF PEMEFITS OF HAVING A VALUE EMNGI-
NEERING INCENTIVE PPOGRAM,  THE SECON) EXAMPLE CONCERNS
THE APPLICATION OF A PROVEM VALUF FNEIHEERING PROPOSAL TO
SUBSERUENT PROJECTS, THE LAST EXAMPLE DESCRIRES THE
MEANINGFUL RESULTS THAT CAM BE ORTAIMED WHEN VALUE ENGI-
NEERING IS APPLIED T0 STAMDARD DESIGHMS,

EXAMPLE #1

IN AUGUST 1971, PRIOR TN THE ESTARLISHMEMT OF ITS FORMAL
VALUE ENGINEERING INCENTIVE PPOGRAM FOR CONTRACTONRS, THE
GENERAL SERVICES ADMINISTRATION (GSA) AMARDED A CONTRACT FOR
THE CONSTRUCTION OF A FEDERAL OFFICE BUILDING IN CHICAGOQ.

AT THE SUGGESTION OF THE CONTRACTOR GSA IMCLUDED A VALUE
ENGINEERING INCENTIVE CLAUSF IN THE CONTPACT. THE CLAUSE
PROVIDED FNR SAVINGS 0N THE INITTAL CONSTRUCTINMN COST ARISING
FROM THE CONTRACTOR'S PROPNSALS TO BE SHARED 70 PERCEMT RY

THE GOVERNMENT AND 30 PERCENT RY THE COMTRACTOR, (THE VALLE
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ENGINEERING INCENTIVE CLAUSE CURRENTLY REING NSED BY GSA
UNDER ITS FARMAL PROGPAM PROVINES THAT THE CONTRACTOR AND
GOVERNMENT SHARE EQUALLY TN ANY SAVINGS IN IMITIAL CON-
STRUCTION COST.)

GSA HAS REPORTED THAT, AS OF JUNE 1972, THE COMTRACTOR'S
VALUE ENGINEERING PROPQSALS RFSULTED TN SAVINGS T0 THE
GOVERMMENT OF ABOUT $1,000,000 NN THE INITIAL CONSTRUCTION
COST OF THIS PROJECT.

EXAMPLE #2

THE CORPS OF EMGINEER’S FORT WORTH DISTRICT, ACTING
AS TFE CONSTRUCTION AGENT FOR A RANDOLPH AIR FORCE RASE
PROJECT, RECEIVED A VALUE FNGINEERING PROPNSAL FROM A
CONTRACTOR SPECIFYING A CHANGE IN THE MATERTAL USED FOR
ENCASIHG UNDERGROUMD ELECTRIC CABLES, THE PROPOSAL WAS
INITIALLY REJECTED PECAUSE AIR FORCE SPECIFICATIONS DID NOT

PERMIT THE USE OF THE SUGRESTET MATERIAL., THE CORPS' FORT
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WORTH DISTRICT, WHICH WAS USING THF SUGGESTED MATERIAL ON
[TS OWN PROJECTS, ESTIMATED THAT USE OF THIS MATERIAL WOULD
SAVE THE ATR FORCE OVER $100,000 PER YEAR ON CONTRACTS
ADMINISTERED BY THE CORPS’ FORT WNRTH DISTRICT ALOME, THE
CORPS WAS ABLE TO CONVINCE THE AIR FORCE TO AMEND ITS SPECI-
FICATIONS TO PERMIT THE USE OF THE MEW MATERIAL,

EXAVMPLE #3

THE SAVANNAH DISTRICT OF THE CORPS OF ENGINEERS
PERFORMED AN IMTERNAL VALUE ENGINEERING STUDY OF THE STANDARD
DESIGH FOR FIVE ADMINISTRATION AND STORAGE BUILDINGS., THE
STUDY PRODUCED SEVERAL REVISIONS TO THE STANDARD DESIGN THAT
WERE SUBSEQUENTLY ADOPTED FOR CORPS-WIDE USE, AT THE
SAVANNAH DISTRICT ALONF, THESF DESIAN REVISIONS RESULTED IN
ESTIMATED SAVINGS NF $724,000 ON NINE SPECIFIC PROJECTS

DURING FISCAL YEARS 1S€8 THROUGH 1970,
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PAST GAQ REvIERS OF
VALUE ENGINEERING

IN A REPORT TO THE CONGRESS [N 1965 W& SHOWED THAT
THE MARITIME ADMINISTRATION HAD NOT REQUIRED SHIPOWNERS
T0 IMNCORPORATE APPROVED COST-SAVING VALUE ENGINEERING
PROPOSALS IN TFE DESIAN AﬂD CONSTRUCTION OF SHIPS UNDER
THE CONSTRUCTION-DIFFERENTIAL SHBSIDY PROGRAM, AS A RESULT,
THE SHIPOWNERS RAD NOT REALIZED THE MAXIMUM COST SAVINGS
ASSOCTATED WITH CONSTRUCTION, AND MARITIME'S SURSIDY PAYMENTS
HAD BEEN INCREASED BY ABOUT $1 MILLION,

ALTHOUGH THE MARITIME ADMINISTRATION QUESTIONED OUR
ASSESSMENT OF THE AMOUNT OF THF REPORTED INCREASE [N SUBSIDY
PAYMENTS, IT AGREED TO MAKE PROVEN COST-SAVING VALUE ENGI-
NEERING PROPOSALS MANDATORY FAR SUBRSIDY COMPUTATION PURPOSES,

IN JUNE 1971, THE MARITIME ADMINISTRATION DISCONTIMUED
THE REQUIREMENT THAT VALUR ENGINEERING PROVISIONS BE INCLUDER

IN SHIP COMSTRUCTION CONTRACTS. IN MAY 1972 WE REPORTED

1o
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THAT MARITIME'S VALUE ENGINEERING PROGRAM HAD ACCOUNTED

FOR REPORTED SAVINGS OF $21.5 MILLIOM [N SHIP CONSTRUCTION
COSTS SINCE 1957, RECAUSE OF THE SUPSTANTIAL SAVINGS
REALIZED, AND THE POTENTIAL FOR FUTURE SAVINGS, WE EXPRESSED
THE BELIEF THAT THE VALUE ENGINEERING PROGRAM SHOULD NOT

BE ELIMINATED,

IN RESPONDING TO OUR SUGGESTION, THE DEPARTMENT OF
COMMERCE AGREED TO RETAIN CERTAIN FEATURES OF THE SHIP
CONSTRUCTION VALUE ENGINEERING PROGRAM BUT COMTINUED TO
OPPOSE THE MANDATORY IMCLUSION OF PROVEN VALUE ENGINEERING
CHANGES IN FUTURE SHIP CONSTRUCTION PLANS AND SPECIFICATIONS
PECAUSE IT WOULD BE AN IMPOSITION ON SHIP OPERATORS,

[N 1969, WE ISSUED A REPORT TO THE CONGRESS ON OUR
REVIEY OF MANAGEMENT RY THE DEPARTMEMT OF DEFENSE (DOD)

OF ITS VALUE ENGINEERING INCENTIVE PROGRAM FOR CONTRACTORS.

THE PROGRAM WAS INTEMDED TO STIMULATE CONTRACTOR DEVELOPMENT

11
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OF VALUE EMGINEERING PROPOSALS FOR REDUCING THE CNSTS 0OF
DESIGNING AMD MANUFACTURING PRODUCTS, WE FOUND THAT THE
PROGRAM WAS NOT PRODUCING THE DESIRED RESULTS, AND WE MADE

A NUMBER OF RECOMMEMDATIOMS TO DOD FOR ENHANCING THE PRNGRAM,
DOD SUBSTANTIALLY COMCURRED WITH OUR FINDINGS AND AGREED TO
TAKE A NUMBER OF CORRECTIVE ACTIONS,

CURRENT GAQ REVIEW
OF VALUE ENGINEERING

WE ARE CURRENTLY COMPLETING A REFVIEW OF THE USE OF
VALUE ENGINEERING INCENTIVE PROARAMS BY THE PRINCIPAL
FEDERAL CONSTRUCTION AGEMCIES, AS MENTIONED FARLIER, IM
OUR OPINION, VALUE EMGINEERING HAS APPLICATION THROUGHOUT
THE FACILITY ACQUISITION PROCESS. VALUE ENGINEERING
[NCENTIVE PROGRAMS APPLY TN THE FINAL PHASE OF THE PROCESS--
THE CONSTRUCTTON PHASE,

IN THIS REVIEW, WE ALSO EXAMINED INTO (1) THE EXTENT

TO VHICH PROVEN VALUE ENGINEERING PRNPNSALS ARE CIRCULATED,
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EOTH WITHI™ AND AMONG FEDL AL AGENCIES, AND (2) THE ADEQUACY
OF CURRENT PROCEDURES FOR APPLYING PPOVEMN. VALUE ENGINEERING
PROPOSALS TO FUTURE CONSTRUCTION PROJECTS,  AGENCIES WHOSE
PRACTICES WE REVIEVED ARE ASA, THE FEDERAL AVIATION ADMIN-
[STRATION, THE VETFRAMS ADMIMISTRATION, THE ATOMIC ENMERGY
COMMISSION, THE TEMRMESSEE VALLEY AUTHORITY, THE DFPARTMENT
OF HEALTH, EDUCATION AND VELFARE, THE NATIONAL AERONAUTICS
AND SPACE ADMINISTRATION, THE ARMY CORPS OF ENGINEERS, AND
THE DEPARTMENTS CF THE NAVY AND THE AIP FORCE,

THE REVIEW SHOWED THAT, ALTHOUGH SEVERAL 0OF THE AGENCIES
ARE ACTIVELY SEEKING TO PROMOTE VALUE FNGINEERING, INCREASED
EFFORTS ARE NEEDED FROM ALL THE AGENCIES IM ORDER TO REALIZE
THE FULL POTENTJAL FENEFITS THAT CAN RBE DERIVED FROM APPLYIMG
VALUE ENGINEERIMG TN CONSTRUCTION,

VALUE ENGINELRING INCENTIVE PEOGRAMS

WE FOUND V'IDE VARTANCES IN THF EMPHACIS GIVEN VALUE

ENGINEERING TNCENTIVE PPOGRAMS RY THE AGENCIES WE REVIEWED,

13
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FOUR OF THE AGENCIES KAVE HAD PROGRAMS FNR APOUT & YEARS,

TW0 HAVE RECENTLY INITIATED PROGRAMS, AND FOUR HAVE NO
PROGPAMS,  WE ALSC FAIND MAJOR NIFFERENCES IN THE PROCEDURES,
OPERATINNS, AND DEGREE OF EMPHASIS GIVEN THE PROGRAMS IN
OPERATION, WE BELIEVE THAT THE EXISTENCE OF THESE VARIAMCES,
PARTICULARLY AS REGARDS THE AMOUNT OF EFFORT PUT FORTH BY
THESE AGENCIES TO PROMOTE THEIR PROGRAMS, HELPS EXPLAIN WHY
SOME OF THE AGENCIES HAVE EXPEPTENCED GREATER SUHCCESS THAN
OTHERS,

OUR REVIEW SHOWED THAT THE VALUE ENGINEERING INCENTIVE
CLAUSE BEING USED BY FOUR OF THE AGENCIES IS T0O UNWIELDLY
AND NMOT DIRECTED SPECIFICALLY TO CONSTRUCTION, MOST AGENCY
PERSOMNEL AND CONTRACTORS PREFERRED THE NNE PAGE CLAUSE
CURRENTLY BEING USED BY GSA AND THE VETERANS ADMINISTRATION.
THIS CLAUSE WAS DESIGNED SPECIFICALLY BY GSA FOP USE IN

CONSTRUCTION CONTRACTS,

i4
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OTHER PROBLEMS VR NPT WITH CLANSES CUPREMTLY BEIMG

USED INCLUDED:

(1)

(2)

(3)

CERTAIN OF THE CLAUSES DIN NOT PROVIDE SPECIFIC
SHARING RATINS FOR SURCANTRACTNRS AS WELL AS
CONTPACTOPS, IM OUR OPINION, AN AGENCY SHOULD
ATTEMPT TO MAKE USE OF VALUE ENGINEERING IDEAS
FROM BOTH CONTRACTORS AMD SURCONTRACTORS,

ONE AGENCY*S INCENTIVE CLAUSE ONLY ALLOWED
SAVINGS ON THE INITIAL CONSTRUCTION COST OF A
PROJECT, 1O CONSIDERATION WAS GIVEN TO SAVINGS
IN OPERATIOM AND MAINTENANCE COSTS. WE BELIEVE
THAT LIFE-CYCLE COSTS SHOULD BE SUBJECT TO VALUE
ENGINEERING SINCE OPERATION AND MAINTENANCE COSTS
SAVINGS COULD FAR EXCEED INITIAL CONSTRUCTION
COST SAVIMNGS,

THERE WERE WIDE VARIANCES REGARDING THE MINIMUM

CONTRACT SIZE FOR INCLUDING AN INCENTIVE CLAUSE,

15
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ONE AGENCY ULISED A $10,000 OR OVER CUT-OFF POINT,
OTHER AGENCIES RANGED FROM $50,000 AMD QVER TO
$500,000 AND OVER, SEVEPAL AGENCIES, BY INCLUDING
AND THCENTIVE CLAUSE IN ONLY THOSE CONTRACTS
EXCEEDING $10C,000, EFFECTIVELY ELIMINATED MOST
OF THEIR CONSTRUCTION CONTRACTS FROM THEIR INCEN-
TIVE PROGRAMS, IN OQUR OPINIOM, BECAUSE OF THE
POTENTIAL REPETITIVE HSE OF AN APPROVED VALUE
ENGINEERING PPOPOSAL, IT WOULD BE IN THE INTEREST
OF THE GOVERNMENT TO INCLUDE THE CLAUSE IN ALL
CONTRACTS EXCEPT THOSE OF VERY SMALL SIZE,
CUR REVIEW OF VALUE ENGIMNEERING INCENTIVE PROGRAMS

ALSO SHOMED THAT THE RELATIVE SUCCESS OF AN INCENTIVE PRO-

GRAM IS PPOPORTIONAL TO THE AMOUNT OF EFFORT AN AGENCY

EXPEMDS TO PROMOTE THE PRNGRAM,  SEVERAL AGEMCIES HAVE

DEVELOPED AN EXTENSTVE PRNMOTIONAL PROGRAM FOR THEIR OWN

16
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DERSONNEL AND FOR CONTRACTNRS, INCLUDING SEMIMARS, PRE-
CANSTRUCTION COMFFERENCES, AND LFTTERS TO THE CONTRACTOR,
OTHER AGENCIES LIMIT THEIR EFFORTS TN IMCLUSIOM OF THE
CLAUSE OR A REFERENCE TO THE CLAUSE IN THE CONTRACT,

CIRCULATION OF PROVEN VALUF
ENGINEERING PROPOSALS

WE BELTEVE THAT ONE NF THE MOST IMPORTANT RENEFITS OF
A PROVEN VALUE ENGINEERING PROPOSAL IS ITS APPLICATION TO
FUTURE PROJECTS, THROUGH INTER-AGENCY AND INTRA-AGENCY
CIRCULATION OF PROVEM PROPOSALS, IT IS POSSfPLE TO BRING
T0 THE ATTENTION OF THOSE RESPONSIBLE FOR DESIGNING,
APPROVING, AND CONSTRUCTING PROJECTS THE LATEST COST-SAVING
IDEAS, TECHNIOUES AMD) MATFRIALS,

OUR REVIEW SHOWED THAT THERE HAS BEEN ALMOST NO INTER-
AGENCY OR INTRA-ARENCY CIRCULATION OF PROVEN VALUE ENGI-
NEERING PROPOSALS. VE FOUND NO FORMAL SYSTEM FOR INTER-AGENCY

CIRCULATION OF PROVEN VALUE ENGINEERING PROPOSALS, WE FOUMD

17
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INSTANCES WHERE ONE AGENCY WOULD APPROVE A VALUE ENGINEERING
PROPOSAL ALREADY PPCVEN SATISFACTORY PY ANOTHER AGENCY,
[MTER-AGENCY CIRCULATTON OF PROVEM VALUE EMGINEERING PRO-
POSALS MIGHT HAVE PREVENTED THIS,

YE OBSERVED, ALS0, THAT THERE IS LITTLE CIRCULATION
OF SUCCESSFUL PROPOSALS VITHIN AGENCIES, WE FOUMD ONLY
ONE AGENCY WITH ANY FORMAL SYSTEM FOR CIRCULARIZING APPROVED
PROPOSALS THROUGHOUT ITS FIELD INSTALLATIONS, FURTHER, IN
THIS IMSTANCE, AGENCY FIFLD PERSONNEL CONSIDERED THIS SYSTEM
INEFFECTIVE RECAUSE THE PROPOSALS WERE NOT CATEGORIZED BY
ENGIMEERING DISCIPLINE AMD THERE WAS INSUFFICIENT INFORMATIONM
T0 EVALUATE THE PROPOSALS,

WE NOTED INSTANCES WHERE FIELD INSTALLATIONS HAD APPROVED
VALUE ENGINEERING PROPOSALS THAT HAD PREVIOUSLY BEEN APPROVED
PY DIFFERENT FIELD INSTALLATIONS OF THE SAME AGENCY, INTRA-
AGENCY CIRCULATION MIGHT HAVE AVOIDED THESE DUPLICATIOMS,

THUS SAVING THE GOVERNMENT MONMLY,

1%
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WE BELTEVE THAT A CENTRAL SYSTEM FOR ANALYZING AND
CIRCULATING PROVEN VALUE ENGINFERING PROPNSALS, ROTH AMONG
AND WITHIN AGENCIES, WOULD GREATLY EXPAND THE APPLICATION
OF SUCH PROPOSALS.

FORMAL PROCEDMIRES FOR APPLYING
VALUF_ENGIMEERING PROPOSALS

INFORMING AGENCY PERSONNEL OF APPROVED PRNPNSALS WILL
NOT ASSURE EFFECTIVE USE NF THE PROPOSALS, AGENCIES SHOULD
HAVE, WE RELIEVE, DEFINITF PROCFDURES THAT WILL RESULT IN
POSITIVE EFFORTS T0O ADOPT APPRNVED PROPOSALS TN FUTURE
PROJECTS,

OUR REVIEW SHOWED THAT MOST AGENCIES DO NOT HAVE SUCH
PROCEDURES, HAVING FORMAL PROCEDURES FOR APPLYING PROVEN
PROPOSALS T0 FUTURE PROJECTS SHOULD PROVIDE GREATER ASSHR-
ANCE OF MAXIMUM COST SAVINGS FROM THE VALUE ENGINEERING

INCENTIVE PROGRAM,

19
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FURTHER, HAVING SUCH PROCEDORES SHOULD AVOID THE ADDED
COST TO THE GOVERNMEMT 0OF PAYIHG FOR DUPLICATE PROPOSALS,
WE OBSEED THAT AGENCIES Ribeioziiy APPROVED TDENTICAL
PRCPOSALS, IN ONE CASE, THE SAME FIELD OFFICE OF AN AGENCY
APPROVED TIREE IDEMTICAL PROPOSALS SUBMITTED EY CONTRACTORS

OVER A 2-1/2 YFAR PEPIND,

POTENTIAL FOR IMPROVING PROGRAM

BASED ON OUR REVIEW, WL PELIEVE THERF TS CONSIDERABLE
POTENTIAL FOR INCREASING THE PENEFITS THAT CAM RE DERIVED
FROM THE FEDERAL CONSTRUCTINN AGENCIES® VALUE ENGINEERING
INCENTIVE PROGRAMS, THE STEPS THAT MIGHT BF TAKEN INCLUDE:

(1) ESTARLISHING £ VALUT ENGINEERING INCENTIVE

PROGRAM [N THOSE FEDLRAL AGENCIES THAT DO NOT
YET HAVE LUCH A PROGRAM,
(2)  STRENATHENING THE AGENCTFC’ VALUE EMGINEERING

INCENTIVE PRoGRAMS EY TNCREASTHG PROMOTIONAL



(4)
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FFFORTS TO OBTAIN CONTRACTNR AND SURCONTRACTOR
PARTICIPATION;

DEVELOPING STANDARDIZED VALLL [NGINEERING INCEN-
TIVE CLAUSES FOR INCLUSION BY THE AGENCIES IN ALL
CONSTRUCTION CONTRACTS OVER A MINIMUM AMOUNT
(SUCH AS $10,000); THE CLAUSES SHOULD COVER SUCH
MATTERS AS SUBCONTRACTOR PARTICIPATION INM THE
PROGRAM AMD THE CONSIDERATION TO PE GIVEM LIFE-
CYCLE COSTS;

ESTABLISHING A CENTRAL ORGAMIZATION TO (A) DEVELOP
ALL APPROVED VALUE ENGINEERING PROPOSALS, (B)
DEVELOP A PROCEDURE TN CATEGORIZF THE PROPOSALS
BY ENGINEERING DISCIPLINE AND PRESENT THEM IM A
CLEAR, CONCISE FORMAT, AMD (C) CIRCULATE TO ALL
COGNIZANT AGENCIES O A REGULAR BASIS THOSE PRO-

POSALS THAT APPEAR TO HAVE WIDFSPREAD APPLICATIONM;



ENCLOSURE

(5)  ESTARLISHTMG FORMAL PROCEDJRES TO ENSURFE THAT
EACH AGENCY GIVFS APPROPRIATE CONSIDERATION TO
APPLYING PROVENM VALUE ENGINEERING PROPOSALS TO
ALL OF ITS FUTURE PROJECTS,

FUTURE GAO AUDIT EFFORT
IN VALUE ENGINEERING

WE DO NOT CONSIDER OUR CURRENT REVIEW AS THE LAST OF
OUR EVALUATIONS NF EFFECTIVENESS OF VALUE ENGINEFRING
PROGRAMS IN FEDERAL CONSTRUCTION, OUR LONG-RANGE PROGRAM
IS DIRECTED TO A RATHER COMPLETE AND COMPREHENSIVE ANALYSIS,
AS RESQURCES PERMIT, OF THNSE MANAGEMENT TECHNIQUES OR
TOOLS THAT PROMOTE FCONOMY AND EFFICIENCY IN GOVERNMENT,
IN OUR OPINION VALUE ENGINEERING IS ONE OF THE TECHNIQUES
THAT CAN BE EFFECTIVE IN IMPROVING GOVERMMENT OPERATIONS,
MR. CHATRMAN, THIS CONCLUDES OUR STATEMENT, WE WILL

BE PLEASED TO RESPOND TO ANY QUESTIONS YOU MAY HAVE,

t
v





