SAVE PROCEEDING 1995

DELAY IN GETTING VECPs ON CONTRACT -
CAUSES FOR AND EFFECTS OF

Jean S. Jines, D.Mn.
Professor of Contracting Management
Course Director, Contractual Aspects of Value Engineering
Air Force Institute of Technology
Wright-Patterson AFB, Ohio

Jean S. Jines, D.Mn., is Course Director for the Contractual
Aspects of Value Engineering (CAVE) course and the Production
Management I course at the Air Force Institute of Technology. He
has a BS in Industrial Management and Accounting from Louisiana
State University; an MBA from the University of Texas and a Ph.D.
(ABD) in Organizational Bchavior and Management from the
University of Houston (Texas). Professor Jines teaching excellence and
his contribution to the VE program at the Department of Defense was
recognized in 1992 by his receiving the DOD FY 91 VE Professional
Award as well as a similar award from the U. S§. Army Materiel

Command.

He consults extensively in VE and makes regular
presentations on behalf of the discipline.

ABSTRACT

Value Engineering Change Proposals (VECPs)
are all too frequently not placed on contract as
quickly as they could be or should be to maximize
the savings potential for both the Government and the
submitting contractor. This paper will examine some
of the many reasons I have experienced as to why
these delays occur and counters to those
reasons/excuses will be offered. [ will also present
a graphical example of the effects delay in either
submitting or processing VECPs has on the amount
of savings the parties will receive.

INTRODUCTION

Although VE is one of the most effective
methods the Federal government uses to reduce its
costs, many contractors feel that they are facing
almost insurmountable obstacles in getting a VECP
either processed by the Government or - as happens
more frequently than one might think - getting a
proposed VECP pushed through the pipeline in their
own organizations.  Whatever the reasons for
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delaying getting the changes incorporated, the result
is that the savings are either significantly eroded
before a decision is made or the contractor walks
away from the experience vowing to "never go
through that again!"

Some of the reasons for delay can be laid at the
feet of the contractor; others must be placed on the
back of the Government. I will discuss some reasons
contractors delay getting a VECP on contract and
then talk about the Government’s role in this delay
process. Some suggested solutions will be discussed
when the individual problems are presented while
generic suggestions for improvement are discussed in
a separate section.

CONTRACTOR-CAUSED DELAYS

Some of the contractor-caused delays stem from
simple ignorance. Notice that I did not say that
contractors are "stupid”; ignorance is defined as "a
lack of information." The Government feels that it
informs contractors of its interest in their submitting
VECPs but our consequent actions (discussed below)
many times puts the lie to our attestations. We need
to make a concerted effort to ask for VECPs and then
show our contractors that we are truly interested ih
receiving these and will do everything we can to get
them on contract in an expeditious manner.
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Another reason contractors give for not
submitting VECPs is that they many times feel that a
change to an existing contract that can be successfully
performed as specified is introducing an undesirable
technical or programmatic risk. Even though there
will be savings accruing to the contractor upon
acceptance of the VECP, they sometimes seem to be
most reluctant to change a contract from something
that is a sure shot to something with any degree of
risk.

A reason that is not universal but has been
mentioned, is that a contractor will delay or avoid
submission of a VECP because they do not wish
Government auditors and other "perusers of files" to
examine their VE actions. If the contract is
continued as specified, there will not be the oversight
that an extraordinary action - a VECP - would
engender. As one co-worker put it, "The smart
person doesn’t put anything in their income tax filing
that would attract attention - and an audit!"

Yet another reason for lack of submissions has
implications for delay from both the contractor and
from the Government. From the contractor’s
perspective, the delay in submission is sometimes due
to their timidity, for lack of a better word. It has
been reported to me several times that a contractor
will forestall submission because it may be perceived
by the Contracting Officer as "a sandbag” - i.e., the
Contracting Officer will automatically assume that the
contractor had the idea before award and delayed
submission of it to "sandbag" the Government and get
a VE savings share. This, the contractor perhaps
feels, will prejudice the Contracting Officer against
them - and their VECP.

GOVERNMENT-CAUSED DELAYS

As discussed above, the misperception that the
contractor will withhold cost-saving ideas from the
Government until after award is not held by a
majority of Contracting Officers but it is nonetheless
pervasive enough to require addressing. There are
several reasons why this withholding doesn’t
commonly occur - besides the fact that 99 44/100
percent of government contractors are entirely too
honorable to do so - but if it does occur, I will
discuss some reasons why it does. There are very
few contractors in a competitive environment who
have enough slack in their bid prices to risk not
getting a contract by delaying the offering of a cost
reduction - they will incorporate the cost reduction in
their proposals to assure a winning bid. Most
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Government VE Program Managers will attest that
this withholding of VE ideas until after award almost
never, if ever, occurs. Why then, might it occur?

One reason why a contractor will not offer cost
savings ideas to the Government prior to award is
that the contractor is responding to an Invitation for
Bids (IFB) as the result of a Sealed Bid procurement.
For the contractor to submit a proposal other than
what is called for in the IFB will result in the
contractor’s proposal being considered
"nonresponsive" and subsequently rejected. If the
contractor has a cost-saving idea prior to bid
submission, the rules of the Sealed Bidding process
will preclude their proposing it before receiving the
award. As can be seen, the Government’s own
contracting rules may force the contractor to wait
until after award to submit any cost-saving ideas that
were considered before submission of their bid.

A very effective safeguard against potential
blindsiding is a review by Government personnel of
any proposal submitted by the contractor. If there is
a way to significantly reduce costs of performance,
Government reviewers will usually spot them and
raise the issue before award is made. Should they
not do so, and the contractor did, in fact, withhold
the idea until after the contract was awarded, then the
Government is as much at fault for its negligence as
is the contractor for its deception. By the way,
NASA has considered the possibility that a contractor
will withhold information in their bid and has
included the following statement in its NASA Federal
Acquisition Regulation Supplement clause 18-48.201-
70, subparagraph (d):

(d) Research and development. The
contracting officer may not insert either the
VE incentive clause (FAR 52.248-1, VE) or
the VE program requirement clause (FAR
52.248-1, VE, used with its Alternate I or
II) in an R&D contract where the statement
of work is essentially an incorporation by
reference of the prospective contractor’s
proposal.

As a sidelight, where then do contractor’s ideas
for VECPs come from and why can’t (absent an IFB)
they be incorporated into their proposals or proposed
as alternates to the Government’s specification? Bids
and offers to Government solicitations are typically
prepared in a time crunch by both Government
specification writers and prospective contractors!
Once the award has been obtained, there is then time
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for reflection and more detailed study - there is time
for that second look. Perhaps the contractor has time
to focus more on function - either through its own
initiative or through Government encouragement by
use of a Program Requirement clause. Due to the
relative leisure following the award, there is an
opportunity for more people than were involved in
the bid preparation to examine the performance of the
contract. Most VECPs seem to result not from faulty
specifications from the Government or a lack of
application of current technology to the contractor’s
bid - they occur because of changes in technology
that occur after award.

Imagine any specification dealing with
information processing that has been awarded in the
past five years. That specification was most likely
out-of-date even before the award could have been
made and certainly before the item could get into
production. The contract could likely be performed
at lower cost by using newer chips and technology.
Neither party could be faulted for not initially
proposing this new technology - it didn’t even exist
when the solicitation was prepared or when the
proposal was submitted!

Many times, the Government’s actions will
negatively condition contractors toward VECP
submission. Regardless of how much the
Government tells the contractor that its cost reduction
ideas are welcomed, if the subsequent actions of the
Government are not in conformance with those
requests, then the contractor soon learns that its
resources can be better spent where the reception is
more cordial and the returns greater. I am aware of
several instances where contractors were pleaded with
to submit VECPs and of several submitted as a result
of the plea, all were either subsequently rejected for
what the contractor considered to be insufficient
reason(s) or were allowed to languish until conditions
were changed so that the VECP was no longer viable
and that was the reason given for rejection. Imagine
the difficulty that VE program manager will have in
convincing his upper management to support any
further VE efforts!

Because of previous actions by the Government
(or simply because of a misperception), some
contractors assume that a VECP will take a
significantly longer time to process than will an
Engineering Change Proposal (ECP). There was an
informal, empirical study done by the VE Program
Manager with a major defense contractor. The
hypothesis of the study was that ECPs are processed
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faster than VECPs. The study, to the surprise of the
VE Program Manager who initiated it, showed that
there was no significant difference.

Another finding of this corporate researcher was
also quite significant - the time to process either
contract change was a function of the experience of
the Contracting Officer. When there was a new
Contracting Officer processing  the time from
submission to final supplemental agreement went up;
as that individual gained experience in his or her job,
the time to process both ECPs and VECPs came
down.

Another way to counter any delays in the
processing of VECPs is to direct command attention
to them. One Army installation processes VECPs
faster than they do ECPs primarily because there is
a 2-star General who has told the individuals under
his command that VECPs will be processed
expeditiously! The memo put out on December 10,
1993 by Dr. John Deutsch, Under Secretary of
Defense (at that time) in which the use of VE is
encouraged as an effective cost-reduction program
has not filtered down through the chain of command
and thus has not had its maximum expected impact.
One output of that memo that has had an impact was
the establishment of a VE Program Executive
Steering Group. When the full benefits accruing
from this "I like VE" message is felt, the effect on
DoD’s processing of VECPs should be substantial.

There is an unfortunate perception on the part of
many Government personnel who feel that VECPs
benefit the contractor to the detriment of the
Government. I have hcard numerous instances of
statements such as, "My goodness, the contractor is
getting a $4,500,000 Future contract share on an
Instant contract with a value of only $6,800,000!" or
"A contractor should not be permitted to get that
much share on that contract!" or "The contractor has
submitted another VECP; here they go again, getting
in our pockets!” What's wrong with all these
statcments?  The speaker (or even thinker) is
forgetting how much the Government gets from the
VECP! The Government’s share will in almost every
instance be more than the contractor’s share and we
need to refocus attention onto what the Government’s
benefit is.

The modification accepting the VECP must
contain the contractor’s share as the Government’s
disbursing office must know that number to pay the
contractor when they invoice for their share. What
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I suggest to everyone in my classes is that the
Government’s share be included in the modification
immediately after the contractor’s share is written -
this will immediately defuse the thinking that the
contractor is the sole beneficiary of the VECP.

Many individuals in the Government are in the
habit of looking at the "glass containing the VE
savings" and focusing on the amount the contractor
has taken out. [ suggest that attention be paid to the
amount remaining for the Government and, even
more importantly, consciously recognizing that
without the contractor, there would be no glass at
all!"  The contractor gave the Government the
"glass" containing the VE savings in the first place!
[As an aside, the pessimist looks at the glass and
concerns him or herself about how much has been
taken out; the optimist rejoices in how much is left in
the glass while the value analyst says that there is
entirely too much glass for the function you are now
attempting to accomplish!]

It was mentioned above that many Government
contracting personnel do not know what to do with a
VECP once it is received in the office. As is true of
most humans, what is not understood is ignored to
the extent possible, is gotten rid of in the easiest
manner available (e.g., rejection of the VECP) or is
put on the back burner until either the person is
forced to deal with the uncertainty or the savings are
eroded to the point that the VECP no longer has any
savings, at which time it can then be rejected due to
lack of savings. All of the admonitions in FAR
52.248-1(e)(1) about the Government shall do this or
that and shall process VECPs expeditiously are
defanged in the last statement in that subparagraph
which states, ". . . however, it [the Government]
shall not be liable for any delay in acting upon a
VECP." There are too many instances in the
experience of VE Program Managers where a VECP
lies around a contracting office for 120 days and
more and the contractor has not even been notified
that the Government has received it!

Many times, Government personnel are not
aware of techniques permitted in the FAR, of getting
a VECP on contract quickly and then negotiating the
final supplemental agreement later. By taking
advantage of this procedure, the benefits of the
VECP can begin to be captured early and the delays
inherent in negotiating a financial settlement will not
hold up that early capture.

Rather than attempting to accept the VECP as a

151

desirable thing to do technically and financially all in
one modification, enlightened contracting offices are
evaluating the VECP for technical acceptability and
a quick examination is made to determine that there
will most likely be savings. Once positive
determinations are made in both areas, the contractor
is instructed to proceed with what some term a "turn
on letter" or a "technical acceptability letter.”

Such a turn on without some limits being
established can be tantamount to opening up the
Government’s coffers to abuse. What is suggested is
that a "box" be drawn around the expected savings -
"savings will be not less than," "contractor allowable
development and implementation costs will be not
more than," and - let’s get the Government’s feet
close to the fire, too - "Government costs not more
than." If these limits are established with some
negotiation room in them, there should be no
problem. Both parties are agreeing on expected
savings and costs and both are then parties to any
deviation from those agreed-upon figures.

Where does the FAR authority to do this come
from? From FAR 52.248-1(h), which states:

(h) Contract adjustment. The modification
accepting the VECP (or a subsequent
modification issued as soon as possible after
any negotiations are completed) shall . . . .
[emphasis supplied}

This strongly suggests that there may be more
than one modification per VECP. It is advised that
contracting offices do what the clause clearly says -
i.e., accept the VECP using a modification and not a
letter (as many have indicated they do). Letters are
not serially numbered and can be taken out of the
contract file for reproduction, etc. and become
misplaced. Unless someone recalls that such a letter
should be in the file, it and memory of it may be
permanently lost. Modifications, on the other hand,
are serially numbered and their absence is
immediately apparent.

SOME SUGGESTED SOLUTIONS

Obviously, education and training is perceived by
me as one of the keys to solving, or at least
ameliorating many of the problems enumerated
above. The fear of the unknown keeps many
contractors and Government contracting personnel

-from expeditiously preparing or evaluating VECPs.

Students who have attended the CAVE course at the
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Air Force Institute of Technology are universal in
stating that they ". . . didn’t realize how simple the
process really is,” or "Bring on the VECPs; T think
I can handle one now!" The reason for their new-
found assurance is simply that the enlightenment from
an experienced guide has removed the fear of the
unknown.

Closely associated with training is the suggestion
that there be a cadre of VE experts within the
contracting office who have been trained in and are
comfortable with VE and how to contractually apply
it. There should be at least one individual in each
office but a core of three or more will increase the
likelihood that at least one will be available should
their assistance be required. This technique has been
proven to work - and work well - in those contracting
offices where a conscious effort has been made to
implement this plan.

Successful VECP  submitters (and their
Government customers) have discovered an excellent
device to reduce delay and improve significantly their
acceptance rate. That technique is called by various
participants "preselling,” "marketing," or "getting the
customer’s go-ahead before spending too much
money on this proposal.”

By using this technique, the contractor is only
devoting his resources on VECPs in areas in which
the Government has expressed an interest. Another
advantage gained is that the Government becomes a
participant in the VE process even before contractor’s
submittal. If this arrangement is entered into between
trusting parties, there is no indication from my
observations that any contractor has performed what
might be construed to be an unauthorized contractual
action nor has the Government been perceived as
making unauthorized changes in the scope of the
contract and not paying for them. Adequate caveats
can be put in the Government's responses to
contractor’s inquiries as to the Government’s interest
to avoid this happening.

Another factor that has been found to speed up
the processing of VECPs is having a well-presented,
complete package from the contractor. If the VECP
submission is complete, it will likely go through the
Government’s acceptance system with little problem
or delay; if it is not complete or if there are
inadequacies in the package, the VECP can bounce
back and forth between the contracting office and the
contractor.  Every time it comes back to the
Contracting Officer, it must work its way through the

queue again. A complete VECP submission is more
likely to keep the VE train running smoothly and on
the track to acceptance.

Something that is really stressed in the CAVE
course is that contractors must be provided a positive
experience - they did something that the Government
really wants and even if the VECP is rejected, the
contractor should still be left with the feeling that the
Government wanted the VECP to be submitted and
would liked to have accepted it.

How can the Government reject a VECP and still
leave the contractor feeling that it was really desired
and the Government only wished things had worked
out? By simply communicating with the contractor -
and maybe even going outside the formal loop,
picking up the telephone and explaining to the
contractor why the VECP was rejected and suggest
what the contractor might be able to do to strengthen
the VECP until it would be acceptable.

The Government should back up its pleas for
VECPs with positive actions when the VECPs are
received.

THE EFFECTS OF DELAY

It has often been said that VECPs should be
processed expeditiously or the benefits might be
reduced. We use a case in the CAVE course (the
Maysville Menagerie) that illustrates very well the
effects of delay in either submitting, processing or
responding to requests for additional information - on
the part of
either party to the VECP or anyone in the chain.

THE MAYSVILLE MENAGERIE

The Maysville Menagerie, an electronics firm, is
trying very hard to become an participant in the VE
arena and, as a result of extraordinary efforts on the
part of their engineering staff, have generated not one
but TWO potential VECP’s that they are considering
submitting to the Defense Electronics Supply Center
(DESC). The VECP’s involve possible substitutions
for an electron tube specified in their Firm
Fixed-Price contract for 1000 wave propagation units,

If the work on the wave propagation umit is
performed as specified, the cost per unit will be $60
and there is no requirement to do anything more than
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what has already been done - i.e., the contractor is
ready to perform the contract.

Proposal I involves substituting a solid-state
circuit for the electron tube in the specifications. If
that VECP is accepted, it will necessitate the
expenditure of $18,000 to develop, test and
implement the VECP and the per unit cost of the
wave propagation unit with the solid-state circuit will
be $30. There will be no Government costs involved
if the VECP under Proposal I is accepted.

Proposal II suggests the substitution of a
microcircuit for the specified electron tube. If the
VECP in Proposal II is submitted and accepted, that
will require $27,000 in development, testing and
implementation costs but the unit cost of the wave
propagation unit will drop to $20. As in the Proposal
I VECP, there will be no Government costs
necessitated by acceptance of the Proposal 11 VECP.

The clause that DESC chose to put in the
contract between themselves and Maysville is FAR
52-248-1 (MAR 1989).

Solutions. There are several ways to approach
this problem but the first suggested solution will
utilize a "traditional” VE approach and calculate the
savings that would accrue to Maysville under each
Proposal, assuming that «@// 1000 units will be
affected by the VECP. Once we complete that
analysis, a more generic solution will be sought that
will yield the proper solution for any quantity that the
VECP may be applied to, up to the maximum
number on contract (1000).

To apply the procedure set out in FAR 52.248-1,
we must first determine the "Instant Unit Cost

Reduction,” and then follow the algorithm from the
VE clause.

Proposal I (compared to Specified):

Unit Cost Reduction (UCR):

Cost of Specified per unit $ 60
Less: Cost of the unit as
modified by Proposal I < 30>
Unit Cost Reduction if
Proposal I is implemented $ 30
Instant Unit cost reduction $ 30
Times: "Number of Instant contract

units affected by the VECP" X 1,000
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"Gross VECP" savings $ 30,000
Less: Contractor development and

implementation costs < 18.000>
Instant Contract Savings (ICS) $ 12,000
Less: Government costs -0-
Net Acquisition Savings (NAS) $ 12,000
Times: Contractor share rate X 0.50
Contractor Share of VECP $ 6,000

Proposal Il (compared to Specified):

Unit Cost Reduction (UCR):

Cost of Specified per unit $ 60

Less: Cost of the unit as

modified by Proposal I < 20>
Unit Cost Reduction if
Proposal II is implemented $ 40

Instant Unit cost reduction $ 40
Times: "Number of Instant contract

units affected by the VECP" X 1,000
"Gross VECP" savings $ 40,000
Less: Contractor development and

implementation costs < 27.000>
Instant Contract Savings (ICS) $ 13,000
Less: Government costs -0-
Net Acquisition Savings (NAS) $ 13,000
Times: Contractor share rate X _0.50
Contractor Share of VECP $ 6,500

From this, it is apparent that Proposal II will
yield the greatest return to Maysville and, if the
assumption is made that the VECP will be applied to
all the units on contract, that proposal will be the one
submitted. An important point to consider is, "Sure,
Proposal 1II is better for the contractor; which one,
though, is better for the Government?" The answer,
of course, is "Proposal II." Since Value Engineering
is a win-win situation, what’s good for the contractor
is good for the Government; what’s "gooder” for the
contractor is "gooder" for the Government!

Now let’s see if a more generalized solution can
be found. We can either calculate, mathematically,
points of indifference or we can use the formulae
developed for the mathematical calculation and graph
those functions. For the mathematical solution, there
will be three break-even points (or points of
indifference) -Specified vs. Proposal I; Specified vs.
Proposal II; and Proposal I vs. Proposal II. We will
set the two alternatives you are solving for equal to
each other, fill in the known information on each side
of the equation, and solve for the number of units.






