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agency to provide value engineering
services for the contract 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]

EFFECTIVE DATE NOTE: At 64 FR 51847,
Sept. 24, 1999, section 48.001 was amended by
revising paragraph (c) of the definition ‘‘Ac-
quisition savings’’ and revising the defini-
tion for ‘‘Sharing period’’, effective Nov. 23,
1999. For the convenience of the user, the su-
perseded text is set forth as follows:

48.001 Definitions.
Acquisition savings, * * *
(c) Future contract savings, which are the

product of the future unit cost reduction
multiplied by the number of future contract
units scheduled for delivery during the shar-
ing period (but see 48.102(g)). If the instant
contract is a multiyear contract, future con-
tract savings include savings on quantities
funded after VECP acceptance.

* * * * *

Sharing period, as used in this part, means
the period beginning with acceptance of the
first unit incorporating the VECP and end-
ing at the later of (a) 3 years after the first
unit affected by the VECP is accepted or (b)
the last scheduled delivery date of an item
affected by the VECP under the instant con-
tract delivery schedule in effect at the time
the VECP is accepted (but see 48.102(g)).

* * * * *

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]

48.102 Policies.

(a) As required by Section 36 of the
Office of Federal Procurement Policy
Act (41 U.S.C. 401, et seq.), agencies
shall establish and maintain cost-effec-
tive value engineering procedures and
processes. Agencies shall provide con-
tractors a substantial financial incen-
tive to develop and submit VECP’s.
Contracting activities will include
value engineering provisions in appro-
priate supply, service, architect-engi-
neer and construction contracts as pre-
scribed by 48.201 and 48.202 except
where exemptions are granted on a
case-by-case basis, or for specific class-
es of contracts, by the agency head.

(b) Agencies shall: (1) establish guide-
lines for processing VECP’s; (2) process
VECP’s objectively and expeditiously;
and (3) provide contractors a fair share
of the savings on accepted VECP’s.
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(c) Agencies shall consider requiring
incorporation of value engineering
clauses in appropriate subcontracts.

(d)(1) Agencies other than the De-
partment of Defense shall use the value
engineering program requirement
clause (52.248–1, Alternates I or II) in
initial production contracts for major
systems programs (see definition of
major system in 34.001) and for con-
tracts for major systems research and
development except where the con-
tracting officer determines and docu-
ments the file to reflect that such use
is not appropriate

(2) In Department of Defense con-
tracts, the VE program requirement
clause (52.248–1, Alternates I or II),
shall be placed in initial production so-
licitations and contracts (first and sec-
ond production buys) for major system
acquisition programs as defined in DoD
Directive 5000.1, except as specified in
subdivisions (d)(2)(i) and (ii) of this sec-
tion. A program requirement clause
may be included in initial production
contracts for less than major systems
acquisition programs if there is a po-
tential for savings. The contracting of-
ficer is not required to include a pro-
gram requirement clause in initial pro-
duction contracts—

(i) Where, in the judgment of the con-
tracting officer, the prime contractor
has demonstrated an effective VE pro-
gram during either earlier program
phases, or during other recent com-
parable production contracts.

(ii) Which are awarded on the basis of
competition.

(e) Value engineering incentive pay-
ments do not constitute profit or fee
within the limitations imposed by 10
U.S.C. 2306(d) and 41 U.S.C. 254(b) (see
15.404–4(c)(4)(i).

(f) Generally, profit or fee on the in-
stant contact should not be adjusted
downward as a result of acceptance of a
VECP. Profit or fee shall be excluded
when calculating instant or future con-
tract savings.

(g) The contracting officer deter-
mines the sharing periods and sharing
rates on a case-by-case basis using the
guidelines in 48.104–1 and 48.104–2, re-
spectively. In establishing a sharing
period and sharing rate, the con-
tracting officer must consider the fol-
lowing, as appropriate, and must insert

supporting rationale in the contract
file:

(1) Extent of the change.
(2) Complexity of the change.
(3) Development risk (e.g., contrac-

tor’s financial risk).
(4) Development cost.
(5) Performance and/or reliability im-

pact.
(6) Production period remaining at

the time of VECP acceptance.
(7) Number of units affected.
(h) Contracts for architect-engineer

services must require a mandatory
value engineering program to reduce
total ownership cost in accordance
with 48.101(b)(2). However, there must
be no sharing of value engineering sav-
ings in contracts for architect-engineer
services.

(i) Agencies shall establish proce-
dures for funding and payment of the
contractor’s share of collateral savings
and future contract savings.

[48 FR 42443, Sept. 19, 1983, as amended at 51
FR 2666, Jan. 17, 1986; 54 FR 5057, Jan. 31,
1989; 55 FR 3887, Feb. 5, 1990; 61 FR 39221, July
26, 1996; 62 FR 51271, Sept. 30, 1997; 64 FR
51847, Sept. 24, 1999]

EFFECTIVE DATE NOTE: At 64 FR 51847,
Sept. 24, 1999, section 48.102 was amended by
revising paragraphs (g) and (h), effective
Nov. 23, 1999. For the convenience of the
user, the supersed text is set forth as follows:

48.102 Policies.

* * * * *

(g) In the case of contracts for items re-
quiring an extended period for production
(e.g., ship construction, major system acqui-
sition), agencies may prescribe sharing of fu-
ture contract savings on all future contract
units to be delivered under contracts award-
ed for essentially the same item during the
sharing period, even if the scheduled delivery
date is outside the sharing period. For engi-
neering-development and low-rate-initial-
production contracts, the future sharing
shall be on scheduled deliveries equal in
number to the quantity required over the
highest 36 consecutive months of planned
production, based on planning or production
documentation at the time the VECP is ac-
cepted.

(h) In the case of contracts for architect-
engineer services, the contract shall include
a separately priced line item for mandatory
value engineering of the scope and level of
effort required in the statement of work. The
objective is to ensure that value engineering
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