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1. I nt roducti on.

a. The objective of the Departnment of Defense (DOD) Val ue Engi neering
(VE) Programis to notivate you, the defense contractor, to practice VE and
to exercise the Value Engineering Incentive (VEl) provisions in your
contracts by submitting Val ue Engi neering Change Proposals (VECPs). The
i ncentives are the nonetary anmounts you receive froma share of the cost
savings resulting from VE changes to your contracts.

b. The effectiveness of a contractor's VECP is dependent upon the
know edge, understanding, and care applied to its preparati on and processing.
The purpose of this guide is to provide information and suggestions that

contribute to the effectiveness of the contractor?s VE efforts. It is
designed to answer contractor questions concerning the Wat-Wy-Wen-Were-
Who- and How of contractual VE. It is not intended to make you an expert on

VE principles or techniques, but to encourage and assist you in preparing and
submi tting VECPs.

c. You can obtain additional guidance from several sources. The nost
important is the VE clause in your contract. Personal assistance can be
obt ai ned from your Governnent Procuring Contracting Oficer (PCO and the VE
poi nt of contact at your Defense Contract Management Area O fice (DCMAO) .
You can contact the cognizant 10OC VE Division as follows:

Commander

U S. Arny Industrial Operations Comrand
ATTN: AMVSI O RW

Rock Island, IL 61299-6000

(309) 782-3470 DSN 793-3470

VALUE ENG NEERI NG DI VI SI ON ( AMSI O RW)

Greg Zelnio DSN 793-3470
Ti m Kar cher 793- 4767
Joe Barron 793-6248

d. Appendi x A provides sone general gui dance on VECPs.
2. Wat is VE?

a. Value Engineering is a systematic and creative effort that anal yzes
the function of itens or systens to ensure required functions are achi eved at
| owest possible overall cost. It is distinctly different fromsinple cost
reduction techniques that nerely seek to | essen the cost of a function whose
continuing need is largely taken for granted.

b. Overall cost includes the cost of acquisition, and support of an end
itemor system Value Engineering is perforned to elimnate or nodify any
el ement that contributes to the overall cost that is not necessary for needed
performance, quality, maintainability, reliability, or interchangeability.

3. The VECP: Wat Is It?
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a. Wthin DOD a VECP is a proposal subnmitted by a contractor to the
Government in accordance with the VE provisions of the contract. |t proposes
a change which, if accepted and inplemented, provides an eventual, overal
cost savings to the Government. To nane but a few exanples, a VECP may be a
change whi ch updates an existing design to the current state-of-the-art,
sinmplifies conplex material by nodifying/elimnating conponents, or updates
speci fications/draw ngs providing i nproved data for future procurenents. The
VE provisions in a contract allows the contractor to share substantially in
t he savi ngs which accrue frominpl enenting the change. In other words, VECP
provi des the neans to | ower defense procurement costs while increasing the
contractor's rate of return on investnment. Thus, VE becones both a
contractor and a Gover nnent nanagenent t ool

b. In order to qualify as a VECP so that a savings can be shared, the
proposed change must neet two primary requirenments:

(1) It must require nodification of the contract under which it is
submi tted.

(2) It must provide an overall cost savings to the Governnent if
accepted and i nplenented provided that it does not involve a change:

(a) In deliverable end itemquantities only.

(b) In research and devel opnent (R&D) end itens or R&D test
quantities that are due solely to the results of previous testing under this
contract.

(c) To the contract type only.

4. Type of VE Provisions in DOD Contracts.

a. The basic VE provision is the VEI clause of the Federal Acquisition
Regul ation (FAR). (See the current FAR)

b. The basic VEI provision will be, in nobst contracts, for supplies and
servi ces when the contract price exceeds $100,000. The FAR provi des sone
exceptions where the VEI clause may be excluded. The VEI clause may be
included in contracts under $100,000 if the contracting officer believes that
a potential savings through VECPs exists. Wen the VEI clause is in your
contract, no action is required on your part; participation is voluntary.
However, when you do participate in the VEI Program by originating and
submitting VECPs, you will be rewarded for your ideas if they are adopted by
the procuring activity.

c. The percentage sharing rate you receive will be specified in the FAR
and will depend on the type of contract.

d. In addition to the basic VEl clause, the FAR contains alternative
provisions that allow the contracting officer to incorporate into a contract
mandatory VE activity. This is known as the Val ue Engi neeri ng Program
Requi rement (VEPR) Clause and it is a separately priced line itemin the
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contract. The VEPR will specify a certain level of VE activity and the
portion(s) of the contract work scope to which it applies. Usually, the VEPR
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provisions are used to identify certain high-cost itens or systens, to be
subjected to VE in an attenpt to reduce the cost of those itens or systens.
The sharing arrangenents for approved VECPs (which are originated under VEPR
provisions) are |less than the share provided for voluntary VECPs under the
basi ¢ VEI provisions.

e. In sone circunstances, a contract nay contain both VEI and VEPR
provisions. |If the VEPRis directed to well defined performance areas, then
t he basic VElI clause can be used to cover VECPs that are submitted on itens
not covered by the VEPR performance area. For VECPs subnmitted on contracts
contai ning both VEI and VEPR, the contracting officer decides if a particular
VECP applies to the VEI or VEPR provisions.

5. The Benefits of Submitting VECPs.

a. There are both direct and indirect advantages to be obtai ned from
submitting VECPs. O course, the npbst obvious is the fact that you, the
def ense contractor, share in the cost savings that accrue fromthe
i mpl enent ati on of VECPs. Value Engi neering, therefore, is a managenent too
for increasing your return on investnent in contractual performance through
proposed changes in el enents; such as contract specifications, purchase
descriptions, or statenents of work w thout degradation of quality,
reliability, performance, or mmintainability of the itens you are delivering.

b. In addition to the rewards received fromsharing of savings on
successful VECPs, contractors who practice VE in their day-to-day
engi neeri ng, manufacturing, and purchasi ng operations, obtain advantageous
conpetitive positions by producing inproved products at |ower costs. An
active VE Program al so hel ps to establish a reputation as a cost-consci ous
producer. This kind of reputation is beneficial to any contractor. For
those contracts which are negotiated, VE is a considerati on when determ ni ng
the fee for the contract.
Thus, a contractor with an active VE Program nmi ght obtain a |arger percentage
fee than a contractor wi thout a VE program all other things being equal

c. The end results of successful contractual VE are:
(1) An inmproved profit structure for the contractor

(2) The needed defense hardware with m ni nrum expenditure of tax
dol I ars.

6. Sharing of VECP Savings. DOD has been encouragi ng subm ssion of VECPs
since the Defense Acquisition Regulation (DAR) was first revised for VE in
1959. Many changes have been made over the years which have served to
sinmplify the FAR/ DAR | anguage and to increase the contractor's share of
savings. There are two basic types of savings that can be shared when a VECP
i s approved and inpl enmented; these are acquisition and collateral savings.
(NOTE: The sharing ratios used in the follow ng discussion are for Firm Fixed
Price (FFP) contracts.)

a. Acquisition Savings.
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(1) Acquisition savings may include savings obtained on the instant
contract, concurrent contracts, and future contracts. In other words,
acqui sition savings reduce the procuring agency's cost to procure the itemon
your contract (instant contract), other contracts for the same itemwth
ot her procedures (concurrent contracts), or future procurements of the sane
item (future contracts).

(a) The instant contract is the contract under which the VECP is

submitted. If the VECP is accepted and inplenented on itens delivered on
this contract, you will receive 50 percent of the net savings which accrue as
a result of your VECP. |In calculating these savings, your costs of

devel opi ng and i npl enenting the VECP, and the Governnent's cost of i npl enen-
tation are all taken into consideration. Therefore, it is inmportant that you
identify and record, for audit purposes, the costs you incur in the devel op-
ment and inplenmentation of the VECP. Devel opment costs are those costs
incurred after it has been determined a VECP will be prepared and prior to
acceptance of the VECP by the Governnent. Inplenmentation costs are those
costs incurred in inplementing the change after the VECP has been approved.

(b) Concurrent contracts are those contracts which you and/ or ot her
contractors have for essentially the same itemfromthe same contracting
of fice which accepted your VECP. |If the contracting office directs that your
VECP be incorporated into those other contracts, you will receive 50 percent
of the net savings which are obtained on those contracts. Your instant
contract total price will then be increased by this amount.

(c) Future contract savings can be shared in a few ways.

<1> |f the buying activity can predict with sone degree of certainty
t he nunber of these itens to be procured in the next 3 years, and this nunber
is not classified, the 'lunp sum nethod of settlement can be used if you,
the contractor, and the buying activity, so agree. The contract nodification
i ncorporating the VECP will specify the anticipated future procurenent
guantity. The cost savings per unit are then nultiplied by the expected 3
year procurenment quantity and your instant contract is increased by 50
percent of that amount.

<2> The second method of sharing savings, used when the savings in
the instant contract and current contract(s) of the submitting contractor
approxi mate the savings expected in the remaining 3 year sharing period is
called a 'no-cost' settlenent nethod. The contractor accepts 100 percent
savings on their contract(s) as full and final payment.

<3> The third nmethod of sharing on future contracts is known as the
‘royalty' method. Here, the nunmber of additional units to be procured is
unknown or uncertain. Under this nethod, you will receive 50 percent of the
savi ngs which the procuring office obtains by incorporating your VECP on its
future contracts. This sharing applies to itens schedul ed for delivery
within 3 years after acceptance of the first item which incorporates your
VECP. |If you have a |long-range contract that will run for nmore than 3 years
after this first itemis accepted, your sharing period will cover all itens
accepted prior to the originally schedul ed conpletion date of your contract.
It is your responsibility to naintain records for up to 3 years after the
date the first unit incorporating the VECP is accepted.
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(2) \Whenever the procuring office who approved your VECP issues a
new contract during this period for essentially the sane item and your VECP
has been incorporated into the contractual docunments, you should submt an
invoice to the procuring activity involved. Payment will be made to you
pursuant to the contract under which the VECP was originally accepted.

(3) Normally, the savings per unit that were calculated for the
original contract will be nultiplied by the nunber of units schedul ed for
delivery prior to the expiration of your sharing period. |[If your VECP is
submitted during the design or limted to the production phase, your future
sharing is based on the quantity of units equal to the highest 36 nonths of
antici pated production as based on the Five Year Defense Program (FYDP) or
ot her planni ng docunentation existing when your VECP is accepted.

b. Collateral savings are those neasurable net reductions in costs of
operation, maintenance, |ogistics support, shipping costs, or Government
furni shed equi pmrent (GFE), when these savings are a result of an accepted
VECP. |In sonme situations, a VECP mght increase the acquisition cost of an
itembut result in substantial collateral savings. For collateral savings,
the contractor is entitled to 20 percent of the savings which the purchasing
office estimates will be realized during an average one year period.
However, the contractor's share shall not exceed $100,000 or the value of the
i nstant contract, whichever is greater. The anpunt of collateral savings is
determ ned by the procuring activity, and its deternmination is not subject to
the 'disputes' clause of your contract. The collateral savings provision nmay
be excluded from some contracts at the discretion of the contracting officer.

c. As stated previously, the discussions and exanpl es above refer to
sharing percentages for FirmFixed Price (FFP) contracts. These percentages
will vary with other types of contracts. 1In addition, incentive contracts
may contain special provisions which provide that no adjustnents be made to
targets or ceilings when a VECP is approved. This results in instant
contract VECP savings being rewarded under the overall contract cost
incentive. |If your instant contract has 'design-to-cost' requirenents, the
future acquisi- tion savings nethod may al so be nodified by special clauses.
What ever the type of contract may be, it is the Government's intent to offer
a full range of notivation to contractors while precluding duplication of
i ncentives.

7. Sharing Procedures.

a. Settlement of the VECP at No Cost to Either Party. In this nethod,
the contractor would keep all of the savings on the instant contract and on
his concurrent contracts. The Governnment woul d keep all other concurrent
contract savings, all future savings, and all collateral savings. Use of
this method must be by nutual agreenent of both parties for each individua
VECP.

This method will normally be used only when there will definitely be
addi ti onal production quantities required.

b. Lunmp Sum Paynment. (A single paynent for instant and future savings.)
Under the | unp sum nethod, future savings are based on the PCOs estimate of
the nunber of units forecast for delivery during the sharing period. The
[ unp sum et hod shall be sel ected whenever both parties agree it is practica
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and equitable. It can readily be used if the program office has funds
necessary to nmake the |unp sum paynent.

c. Royalty Method. Paynment of savings on the instant contract and
paynment of future savings on future contracts as they are awarded.

8. Subnitting VECPs.

a. Wen should VECPs be subnitted? A VECP can be subnitted anytine you
have an active contract. The VECPs originated during the early stages of a
program normal Iy produce greater savings because they are applicable to a
| arger number of units and inplenentation costs (e.g., changes to tooling,
facilities, drawi ngs, and manuals) are not as great. As a program ages, the
potential for savings decreases, but this does not rule out application of VE
at later stages. As long as the potential for savings exceed the cost of
devel opi ng and i npl enenting a VECP, the VECP can be profitable. Potential
savings are thus a function of total quantity to be produced and the life
cycle cost structure of the item

b. Areas for VE

(1) Many itens in DOD inventory are procured in accordance with old
specifications and are procured in large quantities on a regular basis. Due
to advances in technol ogy, naterials, and processes, the applicable specifi-
ti ons beconme outdated and 'technol ogi cal regression' by a contractor nay be
needed in order to produce to the old specifications. Therefore, any itens
procured on a repetitive basis to old specifications are good candi dates for
VE.

(2) Another area that offers potential for VE is when you have an
itemthat was designed and devel oped on a stringent schedule to nmeet urgent
requi renents. Under these conditions, the designers would often incorporate
the '"old reliable conmponents or subsystens into the design sinply because
time would not permt qualification of an inproved substitute. However, at
the present tine, a newer, |ess expensive and nore reliable alternative may
have been devel oped and proven which can now be introduced into the itemby a
VECP. Wenever this kind of situation exists, submtting a VECP to
i ncorporate the newer, inproved conponent or subsystem shoul d be considered.

9. Preparing VECPs.

a. Basic Requirenents. Once the decision has been nade to subnit a
VECP, the individual (s) responsible for preparing it should realize the
I i kelihood
of the VECP being approved is largely proportional to the care and effort
applied to its preparation. Sufficient information nmust be present so a
t hor ough eval uati on can be conducted by the Governnment with mni num del ay.
Failure to provide adequate data will result in requests for additiona
i nfornmati on, or may possibly result in a rejection of the VECP. Your
preparation of a VECP should be done with the sanme careful approach that you
woul d use if you were subnmitting a proposal in response to a procurenent
solicitation. Following is the FAR description of the mninuminformation
that you nust submt on a VECP
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(1) Describe the difference between the existing requirenent; i.e.,
the basic contract, a specification, a drawing, or a Statenent of Wrk, and
t he proposed change. List the conparative advantages and di sadvant ages of
each nmethod. Provide justification when a function or characteristic of the
itemis being altered. Describe the effect which you believe the proposed
change will have on the perfornmance of the end item and include pertinent
obj ective test data.

(2) Make an analysis and item zation of each contractual requirenent
whi ch must change if the VECP is accepted and include any recomendati ons you
may have for changing specifications.

(3) Provide a detailed cost estimate for both the old and proposed
nmet hods. Make sure you account for your estinmated devel opnent and
i mpl enent ati on costs, and include any costs attributable to subcontractors.
Al so, you nust include a description and estimate of the cost the Government
may incur in inplenenting the VECP, e.g., test, evaluation, operating, and
support costs.

(4) Predict, as best you can, the collateral cost savings, or
i ncreases which the Governnent woul d experience if the VECP is inplenented.

(5) ldentify the point in time in which a contract nodification
i mpl enenting the VECP nust be issued in order to obtain nmaxi num possible
savings and note any effect on the delivery schedule or contract perfornance
time.

(6) ldentify any previous subm ssions of the VECP, giving the dates
submi tted, agencies involved, contract nunbers, and previous actions by the
CGovernment, if known.

(7) ldentify the unit; i.e., itemor task, to which your VECP
applies.

b. For mat .

(1) Although the FAR clause relative to VE does not specify a
particular format to be followed in preparing a VECP, it is highly probable
that ML-STD 973 is listed in your contract as being applicable. This
"Configuration Control' standard will govern the format to be followed in
submtting your VECP. If no format is specified in the contract, ask the
Contracting O ficer (CO or Adm nistrative Contracting Oficer (ACO what
format to use

(2) ML-STD 973, which replaced ML-STD 480 and 481, required the
use of DD Form 1692 until release No. 3, dated 13 Jan 95. Release No. 3 to
M L- STD 973, does not require the Forns 1692 t hrough 1692/6. The VECP can be
prepared in contractor format, however, the information required nust be in
t he sequence so ML-STD 973 is necessary for reference. Wether contractor
format or DD Form 1692 is used, it is very inportant to type the follow ng
phrase at the top of the page, VALUE ENG NEERI NG CHANGE PURSUANT TO THE
CONTRACT CLAUSE and to use 'V as a justification code, reference Appendix D
of M L-STD 973.
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(3) The Fornms 1692 and 1692-1 t hrough 1692-5 are used to submt
changes to conpl ex equi pment or systens where the contractor has participated
in the original design or devel opnent of the itemor system and could
reasonably be expected to be aware of the overall effect of proposed changes.
For | ess conpl ex VECPs and where the subnitter was not involved in the design
or devel opnment of the itenlisystem a single Form 1692 with attachnments (short
form should be adequate. Note the requirenents for a VECP in FAR 52. 248-
1(c), VECP Preparation

(4) Use of the short formis appropriate in contracts involving
either nulti-application itens not peculiar to specific systems, or a
procurenent froma contractor who cannot reasonably be expected to know al
of the consequences of a VECP. |In these situations, the major portion of the
anal ysis of the inpact of a VECP on associated items is transferred fromthe
contractor to the procuring activity.

(5) While ML-STD 973 illustrates the basic fornms used in submtting
VECPs, and the FAR |ists mninumrequirenents; it nust be renenbered that in
order to 'sell' a proposal, conplete information nust be supplied. This may
i ncl ude sketches or drawi ngs, test data, details of performance in a
conmer ci al application, proposed changes to specifications and/or draw ngs,
and any other applicable data which will aid the cognizant agency in
eval uating the proposal

c. Transmittal Letter. Preparation of a transmittal letter forwarding
the VECP to the PCO and the ACOis also a very inportant step toward
achi eving success in contractual VE. The transnmittal letter should state
that the VECP is being submitted pursuant to the VE provisions of your
contract. Also, the transmittal letter should serve as a sunmary of the
contents of a VECP; it should briefly state the estimted price changes and
nature of the proposed change, with the reference to where conplete details
can be found in the proposal. The transmittal letter serves both as a 'Table
of Contents' of the proposal and as a narketing docunent which brings out the
"highlights' of the proposal, both in the area of technical advantage and in
the area of overall cost reduction to the Governnent. The contractor shal
submt VECPs to the contracting officer unless the contract states otherw se.
If the contract is adm nistered by other than the contracting office, the
contractor shall subnit a copy of the VECP sinmultaneously to the contracting
officer and to the adnministrative contracting officer

d. Restricting Data.

(1) If your VECP contains information that you wish to restrict from
use prior to Governnent approval, you should include an appropriate | egend on
each page or sheet of the VECP. The FAR | anguage (see Part 52.248-1 of the
current FAR) for this legend is - 'These data, furnished under the VE cl ause
of Contract No. , shall not be disclosed outside the
Governnment or duplicated, used or disclosed outside the Government or
duplicated, used or disclosed, in whole or in part, for any purpose other
than to evaluate a VECP subnitted under the clause. This restriction does
not limt the Governnent's right to use information contained in these data
if it
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has been obtained or is otherwi se available fromthe contractor or from
anot her source without limtations.'

(2) However, if the VECP is approved, the Governnent then has the
right to use any and all data contained in the VECP and its supporting
docunents. If the VECP contains data which you wish to restrict, a statenent
to that effect must be included in the letter of transmittal and the
proposal. Details should be given in the proposal and you nust take
exception to the 'data' clause of the FAR to the extent consistent with the
restriction statement in the proposal. You should realize that a VECP which
results in a 'sole source' condition for future acquisitions may not be as
readi |y accepted as one which does not inpose this restriction on sources.

(3) In conclusion, make sure your VECP neets all of the above
requi renents. Review the VECP and ask the follow ng questions.

(a) Does the contract contain VE provisions? (If not, see 'Wat If
| Have A VE |Idea But Do Not Have VE Provisions in My Contract'?)

(b) 1Is this actually a VECP? |s Government approval necessary to
i npl enent this idea? |If so, will there be a reduction in cost to the
Governnent, on this or future contracts, or in the collateral area?

(c) Does the VECP contain all of the information required by the
FAR/ DAR?

(d) Does the contract specify ML-STD 973 as being applicable? If
so, has the format specified by the applicable standard been followed? |If DD
Forns 1962, DD 1692-1 through -5 have been used, have you changed the ' ECP
termto read ' VECP' ?

(e) Does the VECP contain any data which should be restricted prior
to approval? If so, has the 'Data' clause of the current FAR been narked on
all sheets containing such data? |If proprietary data are involved, has
exception been taken to the standard 'data' clause and has the proprietary
data been identified?

(f) Has the letter of transmittal been prepared? WIIl the letter
hel p or hanper selling the idea?

(g) Does the proposal contain answers to all questions the eval uator
m ght ask? |Is there any other supporting data which could be provided to
hel p t he eval uati on process al ong?

10. Keys to a Successful VECP. The probability of success for your VECP is
| argel y dependent upon the anpbunt of effort you expend in preparing it. The
proposal should contain sufficient information and support so it wll answer
al |l reasonabl e questions the evaluator might have. Keep in nmind that you are
trying to "sell' your idea. |If insufficient information is provided, the
eval uator may feel that you have not thoroughly investigated all areas or
that you may be withhol di ng negative aspects. You can keep this from
happeni ng by submtting a carefully prepared VECP. The follow ng keys should
ai d your success.
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a. Key 1 - Be Conplete. The VECP shoul d conmuni cate the proposal to the
eval uating officer in as clear a nanner as possible to avoid any ni sunder-
standi ng, be specific as to the proposed changes citing both what is present
and proposed, be accurate with respect to di nensions and tol erances, etc.
and thoroughly address all itens which are affected by this proposal. The
goal is to provide the technical nmanager with a set of yes or no decisions to
be made and not have a set of blank spaces to be filled in which nay require
further analysis.

b. Key 2 - Use the Proper CGovernnent Forns If Required. Use of the
format required by the Government will communicate the proposal in a nanner
famliar to the evaluator. This will ease the evaluator's burden as to where
to locate the data and further ease his burden of communication with the
techni cal advisor. The nore effort expended in comruni cating your proposa
t hrough the use of the required format, the greater your chance of having the
VECP accepted. The Engi neering Change Form DD Form 1692, is not required as
of Jan 95 but, the contractor's format nust present the information in the
sanme Bl ock Nunber sequence. The Notice of Revision, DD Form 1695, is also
not required, however, the contractor's format should convey the sane
i nformati on for ease of conmunication

c. Key 3 - Provide Back-up. You should consider the foll owi ng detai
itens as exanples of data which will be required for the eval uation
Benefits and risks to the Governnent, tol erance study, naterial study, inpact
on gages, mmnuals, interchangeability, test data, conpatibility with
expl osives, interface with nodernization projects, life cycles cost inpact,
and i npl enentation need date with inpact. This list is solely for sanple
purposes although it is appropriate for all configuration proposed changes.
Your own judgenent should be used for nonconfiguration proposals with respect
to what the technical evaluator will require in order to arrive at their
deci si on.

d. Key 4 - Testing Needed. Provide the results and description of the
test perforned to denonstrate the acceptabl eness of the proposed change.
Information regardi ng the adequacy of your test plan nmay be obtained fromthe
Government prior to submittal. Tests witnessed by the Governnent are highly
recomended. |f you believe additional Governnent testing may be required,
provide a sanple or, at |east, indicate whether a sanple is avail able.

e. Key 5 - Gve Oral Presentation. A presentation should be offered
t hrough the procuring contracting officer where the VECP is of a high dollar
val ue and/or presents a radical departure fromcurrent technology. The offer
shoul d be made to brief both the configuration/functional manager and their
board of advisors as well as the eval uating organization

f. Key 6 - Support the Configuration/Functional Manager. Do not assumne
a vast experience by the nanager with the subject of the proposal. Assist
the manager with infornation to both educate and provide evidence which wll
allow that a correct decision will be nade which will benefit both the
t axpayer and, nobst inmportant, the soldier affected by this proposal

11
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g. Key 7 - Provide Econonic Analysis. Address all of the potenti al
costs and benefits of this VECP. Do not hesitate to nmake estimates where
data is not available. |In addition to direct savings, address savings which
woul d accrue through operati on and nmi ntenance; i.e., collateral savings. Be
reasonable in your estinmates to enhance your credibility.

h. Key 8 - Develop Reputation. You will develop a good reputation by
adherence to Keys 1 through 7 above. Once this reputation is established for
successful VECPs, your future proposals will be greeted with greater
acceptance and | ess skepticism

11. Getting Assistance in Preparing and Processing VECPs. As a defense
contractor, your prinary point of contact is the cognizant ACO. \Wen your
contract is adm nistered by your local DCMAQ, you will find the ACO for your
contract in that office. Through the ACO you can obtain technical and

adm ni strative assi stance concerning preparing and handling VECPs. Wthin
each DCMAO region there is a VE specialist and nunerous ot her engi neers who
are trained in VE practices and procedures. These trained technical people
can advise you on all aspects of contractual VE. Also, assistance and

i nformati on are avail abl e through the procuring agency that generated your
contract and fromits supporting technical agency. They can al so be
contacted through the ACO

12. \Were Do | Send My VECP?

a. The VECP and appropriate copies should be sent to the addresses
stated in the configuration control clause and/or DD Form 1423 of your
contract. At IOC it is generally in Section C of your contract. Adherence
to the VECP distribution as specified in your contract will ensure all of the
appropriate organi zati ons are nade aware of your proposal simultaneously.
This will reduce processing tinme and naximnm ze the support of your proposal in
eval uati on.

b. The I ocal DCMAO office is responsible for periodic foll owup on al
VECPs during the evaluation process. Also, the ACOw Il assist in expediting
t he eval uation and support the accept/reject decision process by the PCO
Tinmely receipt of your VECP, as stated in your contract, allows all elenents
to maximze their support to both you and the PCO

13. The 'Prelimnary' VECP - What Is It? A prelimnary VECP is a vehicle
for submitting an idea to the Government Procuring Ofice which nmight result
in the subnmission of a 'full-blown' VECP. A prelimnary VECP can be
submitted to get an idea on whether or not a potential VECP should be
pursued. This action would be beneficial if the devel opnent of the VECP
woul d require risking significant funds. You would notify the PCO that you
believe a certain itemshowed potential for application for VE, indicating
t he approxi mate costs for devel opi ng the VECP and the estinated savi ngs which
m ght be achieved. The PCO would then indicate if the idea deserved
additional study, or if it should be dropped due to conditions known only by
the PCO  You should be aware that an indication fromthe Procurement O fice
that the idea has potential does not guarantee that your formal VECP will be
accepted. As with any VECP, there is the possibility that it mght be
rejected, and there is sone el enent of risk involved. However, the idea
behind prelimnary VECPs is to reduce this risk so that you do not expend
12
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significant funds on ideas that have little or no chance of being accepted.
Al so, your prelimnary VECP does not establish your right to the idea as a
formal VECP does.

14. What If | Have a VE lIdea But Do Not Have VE Provisions in My Contract?
It is possible that you have an idea for a VECP, but your contract does not
contain VE provisions. In this case, you have two nethods you can use to
subnit a VECP

a. The first method would be to notify the PCO that you have an idea and
would like to subnmit a VECP, and request that a contract nodification be
i ssued as soon as possible incorporating the applicabl e FAR DAR provi si ons.
When the nodification is issued, the VECP can then be submitted. Wile this
nmet hod i s acceptable, it consumes too nmuch tine.

b. The other method, which is preferred because it is faster, is to
prepare the VECP, or a prelimnary VECP, and subnit it to the PCO The
transmttal letter should state the applicable contract does not contain VE
provisions, that the right to use the idea is contingent upon incorporation
of the appropriate FAR/DAR VE provisions into the contract, and if the idea
is accepted, acceptance will be pursuant to the VE cl ause.

15. What If | Have A VE I dea But Do Not Have A Contract? Unsolicited VE
Proposals (UVEPs). Previously, ASPR 1-1708 made specific provisions for the
subm ssion of cost reduction proposals with regard to supplies and services
for which the proposer did not have a current contract. These proposals were
ternmed UVEPs. However, with publication of the Defense Procurenment Circular
#76-9, the use of UVEPs was elimnated. Likew se, they are not permtted
under the new FAR. The FAR still provides for unsolicited proposals outside
of the VE provisions. Section 15, Part 5, of the FAR states that it is the
policy of the Governnent to foster and encourage the subm ssion of
unsolicited proposals. However, the FAR restricts unsolicited proposals to
"uni que or innovative nethods or approaches which are proposed for the

pur pose of securing a contract for (i) research and devel opment of the

nmet hods, approaches, or ideas it contains, or (ii) the conduct of the
activity or services or the delivery of the itens it proposes'.

16. Subcontractor VE.

a. Prinme defense contractors are encouraged to extend VE provisions to
their subcontractors. The FAR requires prines to extend VE to their
subcontractors on contracts of $100,000 or greater; however, VE may be
extended to subcontractors on contracts of |esser value (See current FAR).

b. Prine to subcontractor VE arrangenments can be nmade by the prine
extending to the subcontractor a percentage of whatever anmpunt the prine
receives as their share, including "instant' or current contract share,
"collateral' share, and 'future acquisition' share. For exanple, a sinple
par agraph could be included in a subcontract which m ght provide a 50 percent
share of whatever dollar amount the prime mght receive in the three areas of
sharing on a successful VECP

c. The sharing between prinme and subcontractor can be a natter of
negoti ati on between them and shoul d provide notivation for the subcontractor

13
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to do VE and to subnmit VECPs to the prime. It should also provide a fair
share to the prinme who is responsible for putting a subcontractor's VECP into
proper fornmat and for 'selling? it to the Government. Any devel opnent and

i npl enentati on costs of the subcontractor, and the share of instant contract
savi ngs extended to the subcontractor, are considered to be part of the prine
contractor's devel opnent and inplenmentation costs. However, it should be
noted that the agreenent nmade between the prine and the subcontractor are not
permtted to reduce the Governnment's share of concurrent, future, or
col l ateral savings.

d. A subcontractor nust subnit his VECP to the prine contractor who in
turn submts it to the Governnent.

17. Settlenent of Approved VECPs.

a. |f the VECP settlenent terns are not definitized in the contract
nodi fication approving the VECP, the contractor will be required to subnmit a
new cost proposal reflecting any changes that nmay have occurred since the
VECP was submitted. The update should address the foll ow ng

(1) Incorporation Point. This is the date that the first item
i ncorporating the approved VECP was accepted by the Governnent.

(2) Cost Data. New infornation gathered fromthe inplenentation
shoul d be utilized.

(3) Quantity Affected. This is the nunber of itens produced by the
contractor on instant or concurrent contracts which incorporate the VECP

(4) Changes. Any changes or conditions made by the Government or
contractor; e.g., the VECP may be approved by the Governnent with
nodi fi cation.

(5) Variances/Rates. The unit price before and after the VECP
i mpl enent ati on should be |listed together with any other change in cost or
guantities.

b. The data nust be supported by hard evi dence wherever possible; e.g.
purchase orders, quotations, actual prices, price history, and when these
docunents are not avail able, provide estinmates based on good judgemnent
factors.

c. The updated cost proposal should then be subnmitted to the Government
acquisition officer (PCO through the ACOwith all the back-up data for fact
finding. At this point, the contractor can significantly aid their claim by
factual back-up to their cost data. Fact finding will then be perfornmed and
|l ead to a Government position. Upon conpletion of the fact finding, the
parties will then proceed to negotiate, in good faith, an agreement for
i ncorporation into the contract.

d. During the negotiation, particular enphasis should be focused on

sharing elements (unit cost, sharing period, Governnent and contractor
i mpl enentati on costs), instant contract savings, concurrent contract savings,

14
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future contract savings, collateral contract savings, and the type of
settlement, e.g., royalty.

e. Once the negotiation has been conpleted, the VECP is definitized by a
suppl enental agreenment to the instant contract. This supplemental agreenent
is very inmportant as it will be the reference docunment during the life of the
VECP. This agreenment should state the follow ng:

(1) Type of settlenent.
(2) Government's share of the Instant Contract Savings (ICS).
(3) Contractor's share of the ICS

(4) Governnment cost (those costs over and above nor nal
adm ni strative costs for the evaluation and inplenentati on of the VECP)

(5) Royalty share during the royalty period.
(6) Royalty period.
(7) Collateral savings and contractor's share.
(8) Contract line nunber for VE royalty and coll ateral payments.
f. It is inportant that the VECP be settled as soon after inplenentation
as possible to ensure accurate information is obtained and that personnel k
know edgeabl e of the VECP can participate in the negotiation. It is

advi sable to settle the VECP by the npbst advant ageous adm nistrative process.

18. Additional CGuidance for Practicing VE.

a. Renmenber - when you bid or price a contract and you have a VECP item
in mnd, do not set your price with the expectation that the Governnent is
required to accept any contenpl ated VECPs.

b. When you submit a VECP for Governnent approval, do not initiate
action to inplenment it until you receive a fornmal go-ahead fromthe
CGovernment, e.g., a contracting officer's letter or contract nodification
Until you are given a formal go-ahead, you are obligated to performin
accordance with the original contract.

c. Wen you submit a VECP, always set forth a specific tine period
wi t hi n which your VECP nust be accepted or rejected.

d. Wen you subnmit a VECP, always identify other similar or related
contracts to which your VECP nay apply.

e. Wen you undertake a VECP effort, be sure to keep records of your

devel opnent and inplenmentation costs and require your subcontractors to do
i kew se.
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f. Be as accurate as you can in calculating your inplementation costs
and insist the Governnent provide accurate and conplete data when it
calculates its own i nplenentation costs.

g. Wen your VECP is incorporated into your contract(s), maintain
internal records identifying the first delivered item containing the VECP and
place a note to that effect on the appropriate acceptance/ paynent docunent
(DD Form 250).

h. You need not be hesitant about submitting a VECP that involves a
CGovernment property right, but do exercise extrenme caution when data rights
of other parties mght be invol ved.

APPENDI X A
GENERAL | NFORVATI ON

Acronyns/ Abbr evi ati ons

ACO Admi nistrative Contracting Ofice
ARDEC U S. Arny Armanent Research, Devel opnent and Engi neering Center
CCB Configuration Control Board

CDRL Contract Data Requirement List

™M Confi gurati on Managenent

COTR Contracting O ficer's Technical Representative
DA Departnment of the Arny

DAR Def ense Acqui sition Regul ation

DCVAO Def ense Contract Managenent Area Office
DLA Def ense Logi stics Agency

DOD Depart ment of Defense

DOD- STD Depart ment of Defense Standard

ECP Engi neeri ng Change Proposal

FAR Federal Acquisition Regul ation

FFP Firm Fi xed Price

FYDP Fi ve Year Defense Program

GFE CGover nment Fur ni shed Equi prment

I CS I nstant Contract Savings

| OC U S. Arny Industrial Operations Comrand
M L- STD Mlitary Standard

PCO Procuring Contracting Oficer

Prime Prime Contractor

TDP Techni cal Data Package

VE Val ue Engi neering

VECP Val ue Engi neering Change Proposal

VEI Val ue Engi neering Incentive

VEP Val ue Engi neering Proposal

VEPR Val ue Engi neering Program Requi r ement
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VECP Definitions

Bef ore discussing a VECP, two other closely related terns, ECP and VEP, need
to be identified and defi ned.

An ECP is devel oped by either the contractor or Governnent personnel and
submitted in accordance with the ' Change Cl ause' of the contract to initiate
a change, a requirenments change, to correct an error, etc. An ECP nay be
cost saving or cost incurring. Any savings that result froman ECP belong to
t he Governnent because there are no provisions in the FAR (Part 52-243) under
' Change O ause' for sharing with the contractor

A VEP is developed internally by CGovernnent personnel which results in an
overal | program savings. Since the VEP is devel oped by Governnent personnel
the savings are not shared with the contractor. The Governnent may use a
third party contractor for the VEP effort.

A VECP is a proposal subnitted to the Governnent by a contractor in
accordance with the Val ue Engi neering provision of the contract. |t proposes
a change which, if accepted and i npl enmented, provides an eventual overal

cost savings to the Governnent. For exanple, a VECP may be a change to
update an existing design to the current state of the art design, sinplify
conplex material by nodifying or elimnnating conmponents, or update specifica-
tions/drawi ngs providing inproved data for future procurement. The Val ue
Engi neering provisions in a contract prescribe that the contractor shares
substantially in the savings which accrue frominplenenting the change. In
ot her words, the VECP provides the neans to | ower defense procurenment costs
whil e increasing the contractor's rate of return on investnent. Thus, the
VECP becones both a contractor and a Gover nnent nanagenent t ool

In order to qualify as a VECP so that a savings can be shared, the proposed
change nust neet two primary requirenments:

o It must require a change to the instant contract to inplement.

o It must result in reducing the overall projected cost to the
CGovernnment without inpairing hardware performance and attri butes.

There is not a requirenent that the VECP result froma scientific effort,
engi neering effort, or original thought. Any proposal that neets the
criteria listed above as a mni mum qualifies.

Potential VE Applications

Potential for VE may be found in al nost any aspect of a DOD contract or
program A general listing of these aspects (not all inclusive) foll ows:
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APPENDI X A (conti nued)

a. Contract Requirenents
Techni cal
Suppor t
Dat a
Del i very Schedul es
b. Hardware
Procurenents

Fabricati ons and Assenblies
Gover nrent Fur ni shed Equi prent

c. Manufacturing
Procedur es/ Processes
Tool i ng Phil osophy
Test Procedur es/ Equi prent

d. Installation

Equi pnent Requi renment s
Layout/ Procedur es

e. Operations

Pol i cy/ Procedur es
Staffing

f. Maintenance
Repair Policy/Procedure
Repair Level /Cycle
Test Equi prent

g. Software

h. Logistics

Factors Leadi ng to VE Changes

Per cent Per cent

of total of total Fact or
actions actions

13.9 23.2 Advances in

t echnol ogy

18
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of the previous design effort.
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APPENDI X A (conti nued)

Factors Leadi ng to VE Changes (conti nued)

Per cent Per cent

of total of total Fact or

actions actions

23.1 22.2 Excessi ve Cost
14. 4 17.7 Questi oni ng

27.8 14. 8 Addi ti onal

5.2 11. 8 Change In User's
6.8 4.0 Feedback From
4.6 3.8 Desi gn

4.2 2.5 M scel | aneous

VE Appli cations Checkli st

Definition

Prior design approved technically
adequat e, but subsequent cost
anal ysis reveal ed excessive cost.

User's specifications were
exam ned, Specifications
guesti oned, deternined to be

i nappropriate, out-of-date, or
over specified.

Application of additional skills,
Design Effort ideas, and infornma-
tion available but not utilized
during previous design effort.

User's nodification or redefinition
Need of m ssion, function, or
application of item

Desi gn nodi fication based on user
Test/Use tests or field experience
suggesting that specified

par amet ers governi ng previous
desi gn exagger at ed.

Prior designs proved inadequate in
Defici encies use; e.g., was
characterized by inadequate
performance, excessive failure
rates, or technical deficiency.

O her factors not included above.

Following is a suggested listing of specific questions that can be posed when
applying VE to your contract. This is offered only as a guide and should not
be considered a substitute for other proven VE techniques.

a. General.

Can the design be changed to elimnate parts?
Can the present design be purchased at | ower cost?

Can a standard part be used?

Wul d an altered standard part be nobre econom cal ?
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If the part is to inprove appearance, is its presence justified?

Is there a less costly part that will performthe sane function?

Can the design be changed to sinplify the part?

W1l the design permt standard inspection equi pnent be used?

Can a part designed for other equipnment be used?

Can a | ess expensive material be used?

Can the nunber of different materials be reduced?

Are there newWy devel oped naterials that can be used?

Can the design be nodified to pernit manufacture on automatic nmachi nery?

b. Machi ni ng.

Are all nachined surfaces and fini shes necessary?

W1l a coarser finish be adequate?

Does design permt the use of standard cutting tools?

Are tol erances closer than they need be?

Can anot her material be used that would be easier to nachine?
Can a fastener be used to elimnate tapping?

Can weld nuts be used instead of a tapped hol e?

c. Assenbly.

Can two or nore parts be conbi ned?

Can parts be made symmetrical ?

Is there a newy devel oped fastener to speed assenbly?
Are a mini num nunber of hardware sizes used?

Are stock conponents called for, if feasible?

Can roll pins be used to elimnate reani ng?

d. Specifications and Standards.

Can a M L-SPEC be replaced by a commercial part/application?
Can a M L-STD be replaced by a non- Governnent standard?

Is there a standard part that can replace a manufactured itenf
Can an altered standard part be used instead of a special part?
Can any specification be changed to effect a cost reduction?

I s standard hardware used?

Are all threads standard?

Can standard cutting tools be used?

Can standard gages be used?

Is there available material with tolerances and finish that will elimnate
machi ni ng?

e. Quality Assurance

Are inspection standards realistic?

Is the present level of testing necessary?

Can redundant inspections or tests be elimn nated?
Wul d redesign elinmnate a quality problenf

Can the design be nodified to sinplify inspection?
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f. Packagi ng.

Is the present |evel of packagi ng needed?

Can t he package be sinplified?

Coul d different packing material be used?

I's bul k packing possible? Palletizing?

Can packagi ng be redesigned for automatic nmachi nery?

I s packagi ng arranged for | owest cost total material handling?

g. Logistics.
Transportation
Fi el d Mai nt enance

| mprove Life Expectancy, etc.

A Contractor's Checklist for an Effective VE Program

Following is a suggested listing of questions to help you determ ne sonme of
the internal managenent attitudes and disciplines needed to have a viable
effective VE Programin your conpany.

a. Do you set conpany goals for VECP incone?

b. Are VECP goals established for line department and program managers?

c. Does top nmanagenent review VECP i nconme and approve VE operating goals and
budget s?

d. Does top managenment consult with key custoner personnel to agree on VECP
goal s and processing on major contracts and prograns?

e. Do personnel, such as nmarketing, work on the 'team and do they receive
credit for approved VECPs or are they 'penalized due to reduced credit for
reduced contract price?

f. Do your negotiators understand the VE provisions in the FAR DAR?

g. Do you place VE sharing provisions in your subcontracts?

h. |Is VECP inconme identified separately by accounting so that:

(1) Top managenent can recognize VE s contribution?

(2) Managenment can be kept abreast of expenditures and receipts in the
VE effort?

i. Do you assign resources to the devel opnent of specific VECPs?
j. Do you operate so that you nminimze time to
(1) Devel op a VECP?
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(2) Obtain internal conpany approval prior to submttal to the
CGover nnent ?

k. Do you conduct formal VE workshops to expand your in-house capabilities?

VECP Paynent/ Settl enent Requirenents

VECP

Paynent for savings generated as a result of the Governnent's acceptance of
an approved VECP will be contractually recognized by 1 of 3 settlenent

nmet hods: Lunp Sum Paynent, Royalty Paynent Method, or the Alternate No- Cost
Settl ement Met hod.

In order to provide settlenent of all VECPs in a tinely manner, the follow ng
specific information nust be furnished by the contractor to assist in the
determ nati on of the appropriate nethod of settlenent.

a. Nunmber of itens affected in the instant contract

b. Goss unit savings $

c. Contractor devel opnent and inplenmentation cost $

d. Estimate of average annual collateral savings (if applicable) $ .

e. Date of acceptance by the Government of the first itemincorporating the
VECP

f. Oiginally schedul ed delivery date of the | ast affected item under the

i nstant contract

g. Projected royalty period begi nni ng endi ng

h. Known future contracts (an option to instant contract, etc.) into which
the VECP has been or will be incorporated and the nunber of units schedul ed
for delivery during the royalty period:

CONTRACT NUMBER OF UNI TS
UNDER ROYALTY

TOTAL UNI TS UNDER ROYALTY

i. Applicable NSN
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Appl i cabl e Docunents

Regul ations: There are two major regul ati ons which govern the application of
val ue engi neering on Governnent contracts. The first s the Defense Acqui si -
tion Regul ation (DAR) which has two maj or changes; Defense Acquisition
Crcular (DAC) Nunber 76-26, 15 Dec 80 and DAC Number 76-39, Cct 82.

These two DACs are replacenment pages for the 1976 edition of the DAR The
DAR covers General Provision Part 17-Val ue Engi neering (1-01700 to 1-1707).
It also covers the contract clauses and solicitations provisions for VE in
par agraph 7-104. 44.

The entire DAR (as it relates to VE) was replaced by the Federal Acquisition
Regul ation (FAR) in Apr 84. The latest is the 1990 edition of the FAR which
repl aces the 1984 edition including Federal Acquisition Circulars 84-1

t hrough 84-58. The new VE General Provisions are covered in Part 48 - Val ue
Engi neering (48.00 to 48.105) and the contract clauses and solicitations
provi sions are covered in FAC 90-3, 22 Jan 91, in Paragraph 52.248-1.

Knowl edge of both the DAR and the FAR are required as |long as you have
contracts dating prior to Apr 84. Any contract awarded after Apr 84, by I|aw,
wi |l have the FAR as the applicable docunent.

Mlitary Standards M L-STD 973. This standard provides:

a. Requirements for nmmintaining configuration control of configuration
itens.

b. Requirements for the preparation and subnission of proposed engi neering
changes, deviations, waivers, and notices of revisions.

c. Requirements for submitting the infornmation necessary to maintain the
configuration identification in a current status.

M L-STD 1771. This standard establishes the nminimumrequirenents for a
contractor's VE program and prescribes a m ni mum standard of contractor's VE
per f or mance.

Arny Docunent s

Department of the Army Regulation (AR) 5-4. Chapter 4 in this regulation
identifies the scope, policy, objectives, and responsibilities for the VE
Programin the Arnmy.

O her Docunent s

DOD Handbook 4245.8-H.  This handbook is considered to be an excellent
docunent for identifying all of the functional areas involving VE studies and
VE applications in the contracts. How to nmanage a VE organi zation in DOD, VE
training and marketing VE ideas or other inportant tasks are outlined in the
handbook.
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