CHAPTER FIVE

Design Period Cost Control

5.1. Overview.  It is the Project Manager's responsibility to ensure Design Period Cost Control, i.e., that a project's total cost remains within the congressionally approved budget amount, while producing a project, which meets the needs of the client.  The PM should review CHAPTER ONE of this handbook for more information concerning budget formulation.  Some essential PM tasks to be undertaken upon assignment of a project include ensuring that the Budget Prospectus estimate is accurate (during the prospectus formation stage), instructing the client facility about budget facts and informing the AE of budgeting requirements, limitations and terminology.  PM tasks during project development include tracking project cost during design; and intervening when necessary, to guarantee compliance.  The PM can also control costs by establishing a cost effective project (construction) procurement approach and schedule 
(see Chapter 6).

5.2. Develop Project Approach.  Design-Bid-Construct, Design-Build, and “Best Value” (Design Negotiate Construct) are contracting methods (competitively bid and negotiated) used in securing a qualified construction contractor to perform the work.  Single Phase, Multiple Phase (multiple contracts) and Contract Phases (phased construction within a single contract, see paragraph 5.10) are project execution methods FM uses to complete all of the work included in the full scope of the project.  See PM Handbook paragraph 7.2., Small Business Program Review, for the cost effect of policy-driven participation restrictions including: Unrestricted (both large and small businesses may participate); Restricted to certified Hubzone and 8(a) small disadvantaged businesses (SDB) and restricted to small business (set-aside).  The choice or requirement to use any one of these over the other can affect impact costs, contractor overhead, inflation costs, procurement costs, bid alternate development, etc.  Very early in project development, the PM can “game” the project using MSProject scheduling to assist in selecting the various aspects of the approach to be used.


A. Develop/ Maintain Running Current Total Cost Accounting.  The PMDRI (Project Manager Data Retrieval & Integration) document shows the allocation of all funds related to the project, i.e., "Project Funds", Hazardous Waste, Asbestos, APF, etc., the particular sub-accounts that the funds have been placed in, and their "status" in terms of a TDA, obligation, and payment.  The data is extracted from FMS on a daily basis.  PMDRI is the source for current financial information.  The PM sets up a schedule for distribution of current copies to the Medical Center Director/Construction Coordinator and VISN, if requested.  The PM periodically reviews the availability of funds (in Central Office and at the Medical Center, not obligated) to assure that the amount of the current estimate can be supported by the construction contract funding plus contingencies and other costs that will be needed when the contract has been awarded..  The PMDRI figures should be the basis for the Design Period Cost Control reports.  The PMDRI shows where the funds are and what has been obligated to date.  The Cost Control Report shows what is projected for future obligations and indicates what has been obligated.
5.3.

Control/Distribute/Advise Funding.  During Pre-design, the PM will obtain and review a copy of the Capital Investment Proposal once it is submitted by the Medical Center.  The PM will review and discuss the estimate with an estimator from the Office of Facilities Management, Facilities Quality Service (181A) and the VAMC Chief of Facilities Management Service or project coordinator.  Some specific things to check the estimate for include:

A. Is it based on an established space plan?

B. Is the cost per square foot reasonable?

C. Have phasing or impact costs been considered?

D. Is the schedule & cost escalation reasonable?

E. Have all technical/infrastructure issues been investigated. (e.g.: is additional chiller capacity needed?)
F. Are all of the applicable mark-up factors included?
G. Is there other related scope work such as asbestos and hazardous waste that needs to be identified and included in the estimate?
5.4.
Estimate/Funding Information Distribution.  At the Schematic Design Kickoff Meeting (See Design Period Quality Control, Chapter 4 of this Handbook), the PM distributes the Budget Prospectus (if available), General Construction Project Cost Estimate, Funds Project Cost Summary, local facility estimate (if available), and PMDRI Cost Accounting.  If the project has not gone through the budget cycle (i.e., it is a “congressional add-on”), it will not have a prospectus.  Explain the need for the entire project team to constantly be aware of how decisions can affect the budget and the implications of running out of funds.  Review the AE estimate (with FM staff or design review consultant) at schematic design review.  This review should include a check that all project elements are accounted for.  If costs exceed or are close to the budget amount, the PM should propose strategies for resolving the (potential) problem.  Examples of strategies could be to consider reducing space (net to gross factors); to consider bid alternatives; to consider other project approaches; to consider alternative contract phasing or type.  It should be realized that some of these approaches may affect the scope and could require higher-level approval.


During the remainder of the Design Stages, the same Estimate/Funding Information Distribution is necessary, but as more refined estimates for all project costs become available, the more likely cost problems will probably develop.  Impact Item Cost Estimates must be developed and refined as early as possible in the project development.  “Impact Funds” are a part of the Project Funds and are a part of the “Construction” budget.  The client must be aware of this.  See 5.9 for more on Impact Items.

5.5.
Funds Distribution.  Project funds of any type will be distributed at your request (electronically, by e-mail) if the transfer request is within the limits indicated on the General Funds Authority Limits.  An e-mail request should be sent to VA’s Office of Allocation and Control (172B3).  State where funds are to come from and where they should moved into (i.e., Medical Center .13 (Contingency) to Medical Center .18 (Ground Breaking).  You will get an e-mail back stating the TDA (Transfer Dispersing Authority) number.  If the requested amount is above your authority level, prepare an e-mail to the approving higher-level authority  (cc intermediate levels) requesting the funds be transferred.  That office will forward the e-mail request to 172B3.  If asbestos funds have previously been “set up” on the project, a cost limit increase will be needed to increase the amount previously approved.  If Asbestos funds have not been previously set up on the project, a Cost Limit Notification will be needed.  If no account for that type of fund exists on the project, (look for it in PMDRI) the Program Resource Office (182A) will set it up at your request after approval.  The PMDRI will indicate the Availability of Asbestos (etc.) Funds.
5.6.
Develop Equipment List.  the AE contract should include a task item requiring the preparation of a complete Project Equipment List, developed from interviews with VAMC "Users".  Users must be prepared for these interviews with manufacturer’s cut sheets for equipment they want, if possible.  The Medical Center (MC) coordinator schedules the sessions and coordinates the equipment requests at the MC.  The Equipment List provides information by space (room).  Not all the information included in this database needs to be published in the documents issued for bidding/proposal purposes (do not include cost).  The PM must make this clear to the AE.  Advanced Planning Funds (APF) should be utilized for the equipment list preparation, in the DD stage.  The completed list should include all furnishings and equipment, both fixed and portable that will go into each room.  Each item should be noted and have a designation as to it's funding source, procuring office, and installation method, i.e., funding source may be medical care or construction; procuring office may be construction contract or medical center; installation responsibility may be construction contract or medical center (staff labor or installation contract).  Additionally there may be relocated equipment items that should have installation responsibility and the funding source designated.  If the project or contract is phased, the scheduled phase completion date should also be included.  All the information is usually in a database and various lists (by fund type, procurement office or delivery date) are “reports” retrievable for the database.  These lists help you and the MC acquisition staff keep track of funds to be made available to each other for the purchase/installation of various pieces of equipment (i.e., if we are making construction funds available for the MC purchase /installation of the signage, this amount must be indicated on the funding statement at construction award - see Chapter 7 Construction Procurement).  Additionally the information on the equipment list may be further developed for inclusion of a Room Data Sheet Document for Design Build projects.  This information will help the Design Build firm with their production of construction documents.  This volume of the RFP documents includes a room data sheet for each room and cut sheet for equipment.  This sheet identifies and defines specific criteria for each room and it’s contents.  It is included to show design intent and provide utility interface information. 

5.7.
Develop Medical Care Funds List.  See Task "Equipment List" above.  A list of the equipment to be procured/installed by the Medical center can be produced from the overall equipment list. The Medical Center acquisition staff finds this to be extremely useful and is a major client satisfaction tool.  The PM may need to direct the Medical Center acquisition staff and construction coordinator to this document.
5.8.
Develop Impact Funds List.  The Impact List is interrelated with the phasing development and both should be started during DD or sooner. Impact funds are project funds.  Impact funds are defined by policy:  Impact Items are those TEMPORARY conditions resulting directly from the construction of a major construction project.  They may be accomplished either prior to or during construction to allow the medical center’s activities to continue functioning.  Excluded from the category of construction funded impact costs are other medical care funded impact items such as purchase of medical care services (lab, radiology, food), FTEE and VAMC operating costs.  Examples of Impact Items are: temporary warehouse, general purpose and office space (medical and administrative), temporary bed and clinical space, site preparation and restoration for temporary space, utilities to temporary space, renovation of existing space for temporary (swing) space, temporary parking, shuttle service to off-site temporary parking, temporary signage, and temporary telephone service and labor to relocate functions to temporary space (but not to permanent space).  If you think that a request for (project) impact funds by the Medical Center is for a questionable use, discuss it with the coordinator and if you still feel it is questionable, discuss it with a higher-level authority.  There is no Impact Funds Review Board as there once was.  Be aware that most renovation projects' phasing-related impact costs are very high.  If they have not been taken into consideration at the time of project application, budget issues will be a problem throughout the project.  Projects with non-phased contracts can require Impact Items.  An example would be the paving of a vacant parcel of VA land to be used as a temporary parking lot by the VAMC during the construction of a new building on an existing parking lot.
5.9.
Telecommunications/Acquisition Plan.  Policy indicates that the availability of telephone service at activation is the responsibility of the PM.  A recent policy change has made the installation of all telecommunications cabling a construction funds line item.  However, the installation of the cabling itself may be a Medical Center contract task, i.e., the funds will be made available to the Medical Center for the installation of the cable in the cable path system that was previously installed under the construction contract.  (This cable path system must be sufficiently defined in the construction contract specifications as some existing Medical Center telecommunications contracts require a specific method [i.e., conduit, rings, etc,]).  Likewise, the Medical Center may opt to have the construction contractor install a new switch, which is funded by the Medical Center (the medical Center makes those funds available to the PM for contract award).  These items should all be indicated (with funding sources) on the draft and final versions of the Funding Statement.  See Chapter 6.6 for Design Period Schedule implications.

5.10.
Phasing.   The Medical Center Director must approve the final phasing plan.  See Chapter 6.8- Phasing. 

5.11.
Develop Bid Items.  It is OFM policy that the contract price, as estimated at the time of bidding, should be 10% below available project funds for the award.  This can be accomplished by having several Bid Items along with alternates, which may be additive or deductive, but must include a base bid item.  By correctly defining several bid items and alternates, the base bid Item estimate should be 10% below available funds.  (This may mean that your base bid item is less than the full scope of the project).  Available funds are PM "estimated" by preparing a funding statement and seeing what is available for construction contract award.  The inclusion of several Bid Items helps to assure the award of a contract within available funds, however, if the award will be for less than the full scope of the project, a scope change or reprogramming (OMB/Congressional notification) will be necessary.  Deductive alternates are not the preferred choice because of the following logic:  The estimator preparing the proposed bid price estimates all labor and materials, and then adds the appropriate markups (taxes, profit, etc.) to the bottom line.  Then the price of the deductive alternates is estimated, however, the markups may not be included in the deduct amount, as it is a bottom line function.  If this is the case, the government never realizes the full value of accepting the deductive alternate. 

5.12.
Establish Liquidated Damages (LD).  Prior to completing the bid documents the LD costs must be established (justified).  (Refer to FAR  11.5 Liquidated Damages).  Be sure to include impact costs such as rental of storage space and other temporary facilities in addition to salary costs.  This justification must remain in the official project files for future reference. 

5.13.
Manage Value Engineering.  FAR 52.248-2 requires value engineering, which may be defined as any task that allows for responsible monetary expenditures.  If the PM budget review indicates that costs must be cut, a Value Engineering Initiative may be undertaken. The PM can issue an AE SA or IDIQAE Task Order for the development of Value Engineering Initiatives.  Present comments to the MC, lead discussion, and proceed based on sound technical and financial judgment.  An annual report is required by the Office of Facilities Management (181A) on all value-engineering initiatives undertaken for each project.  These initiatives need to demonstrate a cost savings or a cost avoidance.  The report is not required for a negative response, although the Project Director should be notified of the negative response via e-mail.  The PM should continually analyze the project for potential cost savings and cost avoidance issues as the work progresses during design and construction.  When a VE issue is finalized, the PM should obtain the template from the web and save it to Project Management Services electronic filing system.

5.14.
AE Estimate Management and Review.  The AE estimate will include all work in the construction documents.  This is not the total project cost.  The AE may include construction-funded items to be purchased/installed by the MC in his estimate.  However, once the final funding statement is compiled, these figures will have to be added as separate lines (funds to be made available to the MC) in the funding statement.  The PM must manage the funding amounts so that there are no duplicated costs or costs left out of the total project cost calculation.  However, if the estimate submitted by the AE exceeds the funds available according to the Funding Statement or Total Project Estimate, something must be done.  If there is a difference of opinion between the AE and Office of Facilities Management Estimators, the IDIQAE may be directed to develop an independent estimate.  If alternates cannot resolve the problem, redesign must be considered.  Seek help!  The AE contract requires a design within certain limits, which are referred to as the AE Cost Target or Limiting Construction Cost.  If the cost target is exceeded, the AE is responsible for the burden of redesign within the cost target.  The cost target is appropriately applied only to the scope of work from which it was developed.  The AE cannot be held accountable for increased cost if the original scope of work has increased.

5.15. 
Reportables.  VA projects, which are authorized and funded from VA’s Major Construction appropriation, are subject to certain General Accounting Office (GAO) reporting requirements (time frames).  It is a PM goal to make awards within the established time frames. The Operating Plan (see Chapter 6.2) is developed based on the time frames, which are described below.
Design:

The AE CONTRACT for Construction Documents must be awarded by the end of the first fiscal year following the project’s “construction “ budget year, i.e., if a project is budgeted in FY 2000 starting on October 1, 1999, and an AE contract for construction documents has not been awarded by September 30, 2000, it then becomes a reportable project.

Construction:

The CONSTRUCTION CONTRACT must be awarded by the end of second fiscal year following the project’s “construction” budget year, i.e., if a project is budgeted in FY 2000 starting on October 1, 1999, and a construction contract has not been awarded by September 30, 2001, it then becomes a reportable project.  

Generally, for a multiple phased (more than one contract) construction project, the contract award for the first significant phase must be made by the end of the second fiscal year following the project’s construction budget year.  For Design-Build projects, the project must achieve a Design-Build contract award by the end of the first fiscal year following the project’s construction budget year.

All projects with awards scheduled within these time frames will be monitored (on the “Reportables” spreadsheet) as a possible Reportable in the appropriate FY, UNTIL the contract award is made.  See Chapter 13 for monitoring requirements.
5.16. 
Design Period Cost Control Worksheet.  This form is used to document the evolution of the approved project funding.  Funding documentation starts with the original funding information obtained from the project prospectus.  The funding is then tracked through construction award.  This information is used by the PM and Project Management Service (183B) to track the changes in the funding for potential problems.  This worksheet should be named using the facility location and project name and filed appropriately in 183B’s electronic filling system.  Once named, begin filling out the worksheet with project funding information obtained from the estimate completed by (181).  Maintain the worksheet for each step of the project through design.  This report should be reviewed and updated as necessary on a monthly basis.
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