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Government Accounting Conference 
October 2. 1963 

A1.o on the p.n.1 in each c8.e war Col. Thybony who ir reqmnribto for ea- 
tablirhing appragrbte ccmtract bagurge in cmaectioa with *afw cmgbeering 
incentiver. Furthermore, the top auditor wae on the panel in each care and 
usually he bad in the audience four to lrix of hir head au(litors who he Sntroduced. 
H e  alwaycl advised the they were there 80 they would understand the fa krtent 
and help arecute this program rucceedully. There men rhored m]r8W d8u 
that while they lmor their orpanisatioaa atit1 contain hundred8 or thouuada 
who mu& also loam and change viewpoint, they expect to, urd fmm on 
are opedy dedic.ted to the taek of causing the value engineering ry6t.m to 
be used and craattng a propar framework ro  th.t it will achieve high 8uccear. 

A few extracts from theae men are am foffawe! 

Brig. Gen, Goehorn: 

Wurkrg mid- 1989 spacial coatractd prov&sions were negotiated reguirbg 
the ecltablhhrnent of value engineering groupa at selected contractor f l e a .  
Since that time there have been 8dciitionrt effort. in m i d l e r .  dectrodc .nd 
communiertionr itam., fire control equipment andweapon.. Withthe advent 
of the new pOlicy, we have been moving in support of that broad probrun. 
Latest iniorrnatian indicate8 that there are 137 active u m y  contract8 con- 
taining value engineering provisions. Approximately one-third involve pro- 
v i  sioas wherdn tbe contractor effort i 0  financially supportad by the m y .  
The remaining two-thirdr are of iacentive character. Effort curpeadad 
these contract8 is f b ~ c i & l l y  aupported by the contractor. Upon approval. 
the proceeds of a change are shared by the contractor and governmente 

Vhat does the record ahuw h a  been accompliahed in thi. conSr8ctu.l area? 
At Iateat count. 384 value engineering propornab havo ban raceivd --- 206 
bava been accepted, only two have been rejected, 178 are pending. 

"For the future, we in the army virnurlize tb.t more and more cmtractr 
will progrernsive~y contain value engineerring praviaionr --that your firms will 
be required to have a background and h ~ - h m  in the concept. urd appha- 

tion. of value engineering. 

"Cost in production murt aesume the rtature of a major parameter in 4.- 
8ign. 8 p U M e t e r  equal to the present attention @van to technical perform8aco 
and t o  urgency of delivery. 



"We d u o  have experiences on the other end of the ecale. )d*wgl 
Aircraft rubmittad thirteen proposals, tried to pu.h them throa@a the Bureau, 
rpent about $60,000. aventurlly had one approvJ, received 50% of $4000. . . 
gave up on v.lw engineering incentive contracts. 

r'W a muot refine i t  and make it a workable tool for contractoras as well 
r s  tho military. OSD b s  is rued i ts  valua engineariag policy directive. 
Contractual provision in the ASP% h.ve been refined. The Navy will  w r y  
out thasa order. in the beat way possible. 

Brig. Gm. Smith 

?I understand thS value engineering was originated by indurtry mme time 
around 1947, but it wasn't until 1958 that the Air M.terisl Commrad began 
orgadsing and defining the Air Borce d u e  engineering program. 

"We published Air Force Beplation 70-16 that provided policy guidance- 
S t  reatatad the mandatory requirement for value engineering drum. in uw 
developmeat, production, and modification contracts in axce.8 of $100,000. 
And to  minimise m y  reairstance to the program within our own cantrrcthg 
orgmiution, r e  tmpolred a requirement for m y  axcaptiona to ba fadry & ~ ~ ~ . d  
and approved by the head of the procuring command. F W y  we provided 
for vdua engineering in any contract ragardamii of dollar d u e  i f  it ~howed 
reasonable promiae of reductioaa. 
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"f want to anphadza that the Air Force wall contlwe to *upport th. *rlw 
engineering effort cm a top priority ks ic l ,  W e  consider out ourrent pohhs 
and procedures fundamentally sound. but will make such cbuge8 am required 
d e n  problem. are identified. W a  are depamding on industry to 1.t ~8 know 
what could or &odd be dona to improve these proceduree. r' 

R. Adm. &lick 

"kr a .upply operation such as ours, we feel that M. of the grea8eclt po- 
tentials for vdw engineering arvinps must come from you in ipdU~t~y .  
urunple. it  wa* found th.t r q u i  remeats tor a saw uaed ia Air Poru rurtl?ivd 
Lit# stated that the raw must be capable of c u g t i n g  through metah. wood, 
plasfrca, .nd glraa, The glrcrr cutting capability wra not eamantW. =mi- 
&on of it remalted in a maving d $69,565. Sciaaorr for Civil Def.nae rug- 
vivd kit. rpedfhd  hot forged steel. By dunging to cold forging, quivrl-t 
mciclsorrr and better deUvery resulted with co0t reduction of $177,2100. {The.. 
vendor action. are necemsary in b e  eupply businems if we we to obtain more 
value for the money apent,)" 

& exlrrniniq the rasulta ~ o f  reaesrch urd development work, we iiPd tb.t rome 
i a  extremely good but we also find that much is vary poor 6o far mi economic 
hctora dkpproprirte coat fretor. are concerned. For aurxllpXer uPd.~ the 
name of research md devebpmeat, a opedfic piece of aquipm.at w i a  de J p d  
and developed at iargs expanee to the tupsyesr  for the purpa8e of moving 
the reinforced concrete covert from fhe bdiautern~rr buried ailoa. The U e k  
than was bdcally thh. . . 

. . .to drag off or slide off a concrete cover 8 or 9 tC. In diameter, weighing 
a few ton.. from the top of a hole during puce time for wtuarmce (for 
firing, the cover im blaeted off). I I 
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Moat of u. would expect tha8 any coat above $10,000 ru ururccepb.bte r u t e .  
Hcnasver , the repetitive coat of this equipment which w.8 uaad in wery in- 
stallation was $550,000 each. This .bould make ctystJ clear the nature 
and amouat of ~ a c e s u r y  cort associatad with research and devsbpment 
work aa it i n  now conducted in substantial immunity from vrlw ea@mering 
coacepte. A e  General Smith pointed out, "fortunatelyH this equipment btd 
not perform s r t i d r c t o r ~ a n d  value d y e i s  study was ma.& on it which 
resulted ia r completety reliable equipma* for $80,000, with a $7,000, OQO 
saving. 

For another example, I held in my hand a fhn weeks ago, a box mode of 
tight metal 41~4x6" long. had a hole in one end and a rwitch on the dde. 
Z t  contained two flaahiight batteries and a flashlight bulb. It w- ured on 
a miaide rite for occasionally viewing through ttrmrparencia~. 1l colt $52 
each. Money war spent under the her- of research and &velopmd. 
rpeci.l drawing# and d q m r  ware designed m d  drawn, a p a u  t-1- W*. 
made to fabricate this $50 "fhhligbtU. Of eouraa, when i t s  fmctim 1. Wdi.d* 
i t  i s  seen that r high-grade $2 flashlight, readily 1vaiIrb1e. will perform the 
total €unction. better. This i a  the type of preaent 'rocbin'' of costa under 
the name "rerearch and dovdopmentu work. 

Now, with the new clauses, contractors can elimknats this and receive a 
eignificant additional profit while doing so. 

Although r e  might say, "this equipment was designed perhap. two years ago, 
we certainly aren't doing mytbkg of thfs nature now, " bch ie not the cme.  
W e  hava not chrngad much fn trRo yearts. At this very minuts, there m e  
probably 10,000 d.rignars ond drdt8m.n putting exactly $his type af dew1 
on the drafting b a r d  which will taka our tax dollar8 two years from now. 
The Department of Defense now sees i t ,  bows it, and is datermind to change 
the trend by maldng it prof able to ure value engineering in all 8trges of 
a8 sentially all types of contract a. 

You will want to accumulate apecific information for your @dance. X 
, review to you r few case. of questions and rpsweta~ from the DOIIINSU 

) meeting. The question was .&ed in the Lo. Angefem memtirrg, "Xow rhould 
! value engineering be charged. . . l a  it direct or indirect exp.a8*?" 
'\ 
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The queetion m s  mked ia each rereion, "What view will the re-nqptiotfon 
board take of these value engineering profits 1" Thio wae anawered by -A 
Colonel Thybony who in oeaence maid, I F ~ h e  purpaaa of the renegotiation board 
is to prevent unearned profit. and w M f & l r .  Value eagineerin~ i a  .rp e u n d  
profit which i 8  rpelled out by contract c~nditionr. W 6 hrva d;l.cur aed it 
thoroughly with them and they understand tho objective. wad the importrnce 
of it. Wa have had no problems of any kind of thir nature ~d don't arpact 
m y .  " He continued by aaying that with reference to the .tatutor]l limit of , 
10 per reat am fixed price contract. and 15 per cant on cost plus contracts. 
he did not foresee problemr. H e  &id the return of the contrrctors war 
usually considerably below this amount m d  that them statutory l imits would 
probably not affect the situation. Ha #.id that i t  ruch .xunpler they 
would have been w o r h d  out on their merita. 

The quartion wae always asked about the length of time to get approval8 ' 
for chon08 through the variou. military department.. The .p.ypers same from 
the vadou8 admirnle and paerala and were in the followiag tow. .  . 'we recog- 
nize W unlear we stteualine our cbnnsla for approvd of good suggeationu 
this whola operation would be a fare.. It must be and i a  kip rtrearnlhrd. 
We recognize that many of the procadurea in the paat have been mod. for the 
purpoee of dalaybg or preventing luge numberr of change* which imprave 
parformurce, if at dl ,  by only alight degrees. No*r the objective of thb 
program i. exactly the revurre and our operation will hu put b t o  gear with 
the objective of approving value mgineeriag changer at the n W u t  pordbla 
moment. W e  hove .oms uperience whore they are now being approved in 
five day8 md we hope that large numbers of the proposalr can b. derlt with 
in three weeks. '' 

Sn aummary, it i s  now cryat4 clear thpt the head. of dl of the milituy pur- 
charing arere have an attitude to promote the award of oontrrctu iido area. 
which have good value engineering, to f nclude contract slrures which rill 
make good value engineering profitable, to teach .ad activate thdr organisation# 
ao that tbi. type of results wilt be accomplished and to prompay find .n.rer8 
to  the problem areas which retard program toward more uae of valua enpinaering 
with more profit to the contractors. 


