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Federal Acquisition Regulation 48.001

48.102 Policies. 
48.103 Processing value engineering change 

proposals. 
48.104 Sharing arrangements. 
48.104–1 Determining sharing period. 
48.104–2 Sharing acquisition savings. 
48.104–3 Sharing collateral savings. 
48.104–4 Sharing alternative—no-cost settle-

ment method. 
48.105 Relationship to other incentives.

Subpart 48.2—Contract Clauses

48.201 Clauses for supply or service con-
tracts. 

48.202 Clause for construction contracts.

AUTHORITY: 40 U.S.C. 486(c); 10 U.S.C. Chap-
ter 137; and 42 U.S.C. 2473(c).

SOURCE: 48 FR 42443, Sept. 19, 1983, unless 
otherwise noted.

48.000 Scope of part. 
This part prescribes policies and pro-

cedures for using and administering 
value engineering techniques in con-
tracts.

48.001 Definitions. 
As used in this subpart— 
Acquisition savings means savings re-

sulting from the application of a value 
engineering change proposal (VECP) to 
contracts awarded by the same con-
tracting office of its successor for es-
sentially the same unit. Acquisition 
savings include— 

(1) Instant contract savings, that are 
the net cost reductions on the contract 
under which the VECP is submitted 
and accepted, and that are equal to the 
instant unit cost reduction multiplied 
by the number of instant contract 
units affected by the VECP, less the 
contractor’s allowable development 
and implementation costs; 

(2) Concurrent contract savings, that 
are net reductions in the prices of 
other contracts that are definitized and 
ongoing at the time the VECP is ac-
cepted; and 

(3) Future contract savings, that are 
the product of the future unit cost re-
duction multiplied by the number of 
future contract units in the sharing 
base. On an instant contract, future 
contract savings include savings on in-
creases in quantities after VECP ac-
ceptance that are due to contract 
modifications, exercise of options, ad-
ditional orders, and funding of subse-

quent year requirements on a 
multiyear contract. 

Collateral costs means agency costs of 
operation, maintenance logistic sup-
port, or Government-furnished prop-
erty. 

Collateral savings means those meas-
urable net reductions resulting from a 
VECP in the agency’s overall projected 
collateral costs, exclusive of acquisi-
tion savings, whether or not the acqui-
sition cost changes. 

Contracting office includes any con-
tracting office that the acquisition is 
transferred to, such as another branch 
of the agency or another agency’s of-
fice that is performing a joint acquisi-
tion action. 

Contractor’s development and imple-
mentation costs means those costs the 
contractor incurs on a VECP specifi-
cally in developing, testing, preparing, 
and submitting the VECP, as well as 
those costs the contractor incurs to 
make the contractual changes required 
by Government acceptance of a VECP. 

Future unit cost reduction means the 
instant unit cost reduction adjusted as 
the contracting officer considers nec-
essary for projected learning or 
changes in quantity during the sharing 
period. It is calculated at the time the 
VECP is accepted and applies either (1) 
throughout the sharing period, unless 
the contracting officer decides that re-
calculation is necessary because condi-
tions are significantly different from 
those previously anticipated or (2) to 
the calculation of a lump-sum pay-
ment, that cannot later be revised. 

Government costs means those agency 
costs that result directly from devel-
oping and implementing the VECP, 
such as any net increases in the cost of 
testing, operations, maintenance, and 
logistics support. The term does not in-
clude the normal administrative costs 
of processing the VECP or any increase 
in instant contract cost or price result-
ing from negative instant contract sav-
ings, except that for use in 52.248–3, see 
the definition at 52.248–3(b). 

Instant contract means the contract 
under which the VECP is submitted. It 
does not include increases in quantities 
after acceptance of the VECP that are 
due to contract modifications, exercise 
of options, or additional orders. If the 
contract is a multiyear contract, the 
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term does not include quantities fund-
ed after VECP acceptance. In a fixed-
price contract with prospective price 
redetermination, the term refers to the 
period for which firm prices have been 
established. 

Instant unit cost reduction means the 
amount of the decrease in unit cost of 
performance (without deducting any 
contractor’s development or implemen-
tation costs) resulting from using the 
VECP on the instant contract. In serv-
ice contracts, the instant unit cost re-
duction is normally equal to the num-
ber of hours per line-item task saved 
by using the VECP on the instant con-
tract, multiplied by the appropriate 
contract labor rate. 

Negative instant contract savings 
means the increase in the instant con-
tract cost or price when the acceptance 
of a VECP results in an excess of the 
contractor’s allowable development 
and implementation costs over the 
product of the instant unit cost reduc-
tion multiplied by the number of in-
stant contract units affected. 

Net acquisition savings means total ac-
quisition savings, including instant, 
concurrent, and future contract sav-
ings, less Government costs. 

Sharing base means the number of af-
fected end items on contracts of the 
contracting office accepting the VECP. 

Sharing period means the period be-
ginning with acceptance of the first 
unit incorporating the VECP and end-
ing at a calendar date or event deter-
mined by the contracting officer for 
each VECP. 

Unit means the item or task to which 
the contracting officer and the con-
tractor agree the VECP applies. 

Value engineering proposal means, in 
connection with an A–E contract, a 
change proposal developed by employ-
ees of the Federal Government or con-
tractor value engineering personnel 
under contract to an agency to provide 
value engineering services for the con-
tract or program. 

[48 FR 42443, Sept. 19, 1983, as amended at 54 
FR 5057, Jan. 31, 1989; 55 FR 3887, Feb. 5, 1990; 
61 FR 39220, July 26, 1996; 64 FR 51847, Sept. 
24, 1999; 66 FR 2134, Jan. 10, 2001]

Subpart 48.1—Policies and 
Procedures

48.101 General. 

(a) Value engineering is the formal 
technique by which contractors may (1) 
voluntarily suggest methods for per-
forming more economically and share 
in any resulting savings or (2) be re-
quired to establish a program to iden-
tify and submit to the Government 
methods for performing more economi-
cally. Value engineering attempts to 
eliminate, without impairing essential 
functions or characteristics, anything 
that increases acquisition, operation, 
or support costs. 

(b) There are two value engineering 
approaches: 

(1) The first is an incentive approach 
in which contractor participation is 
voluntary and the contractor uses its 
own resources to develop and submit 
any value engineering change proposals 
(VECP’s). The contract provides for 
sharing of savings and for payment of 
the contractor’s allowable development 
and implementation costs only if a 
VECP is accepted. This voluntary ap-
proach should not in itself increase 
costs to the Government. 

(2) The second approach is a manda-
tory program in which the Government 
requires and pays for a specific value 
engineering program effort. The con-
tractor must perform value engineer-
ing of the scope and level of effort re-
quired by the Government’s program 
plan and included as a separately 
priced item of work in the contract 
Schedule. No value engineering (VE) 
sharing is permitted in architect-engi-
neer contracts. All other contracts 
with a program clause share in savings 
on accepted VECP’s, but at a lower per-
centage rate than under the voluntary 
approach. The objective of this value 
engineering program requirement is to 
ensure that the contractor’s value en-
gineering effort is applied to areas of 
the contract that offer opportunities 
for considerable savings consistent 
with the functional requirements of 
the end item of the contract. 

[48 FR 42443, Sept. 19, 1983, as amended at 54 
FR 5057, Jan. 31, 1989]
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