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ABSTRACT
This Paper explores the advantages and
disadvantages of using the "no-cost” settlement

approach when implementing VECPs. This approach
is especially suited to major defense contractors with
large continuing procurement contracts. Cost savings
ideas generated within these contracts must be
adequate to make self-funding of the VECP
attractive.  This method eliminates a sometimes
tedious process of savings negotiation between the
Government and the Contract.

INTRODUCTION

Since the collapse of the Berlin Wall and the cold
war postures of the last four decades, the Department
of Defense procurement planners have echoed a
consistent theme of downsized budgets and an
emphasis on savings. Many defense procurement
programs have either been eliminated or severely
curtailed in comparison with the burgeoning
acquisition strategies embraced in the 1980’s.
Defense contractors for larger procurements whose
performance schedules stretch over many years have
been faced with a change in philosophy mid-stream in
the procurement cycle. This dilemma has created an
enormous opportunity for the use of the Value
Engineering Change Proposal (VECP) process as a
vehicle to incentivize contractor’s to suggest ideas to
save money on existing and future contracts as well
as equitably share in the savings generated by these
ideas.
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Traditionally, the VECP process has bogged
down in the negotiation of the sharing of savings
generated by VECP ideas especially when discussing
future and collateral savings. Contractors whose high
hopes in funding the development of great ideas have
become frustrated and disillusioned when dealing with
what appears to be a bureaucratic morass in
determining and negotiating the value of the savings
generated by an idea. The government procurement
activity is similarly frustrated and handicapped by a
process which may depend upon reduced price
change activity on programs outside of their
particular contracts to "fund" the collateral savings.
This "Catch 22" situation has stagnated an otherwise
exceptional process of cost savings generation. The
answer in some cases for defense contractors with
large backlogs and long construction cycles may be
utilizationof FAR Clause 48.104-3 "No Cost" VECP
settlement approach.

FAR Clause 48.104-3 states:

To minimize the administrative costs for both
parties when there is a known continuing requirement
Sor the unit, consideration should be given to the
settlement of a VECP submitted against the VE
Incentive clause of the contract at no cost to either
party. Under this method of settlement the contractor
would keep all of the savings on the instant contract,
and all savings on its concurrent contracts. The
Government would keep all savings resulting from
concurrent contracts placed on other sources, savings
Sfrom all future contracts and all collateral savings.
Use of this method must be by mutual agreement of
both parties for individual VECPs.

This type of an approach eliminates any
negotiation of shared savings between the Contractor






