CHAPTER TEN 

Construction Period Cost Control


10.1.
Overview.  As the construction phase of the project begins, the Senior Resident Engineer has primary responsibility for controlling the project costs.  It should be recognized from the outset that the ability to control costs during construction is somewhat more difficult to achieve than during the design phase.  The VA and the contractor rely significantly on the quality of the construction documents produced during the design stage.  If particular items, areas, conditions, etc., are not shown clearly and accurately in the documents, the contractor will challenge the condition and potentially be entitled to additional compensation.  Issues involving differing site conditions, uncoordinated drawings, ambiguous requirements, VA Medical Center (VAMC) changed work, etc., thwart the RE’s ability to control cost.  A multi-phased project, particularly one involving intensive renovation with a tight schedule and/or multiple phasing requirements, can also be a formidable challenge to maintaining not only cost but the schedule and quality of the workmanship as well.  On occasion, the client may request revisions to the work.  This, too, may have a significant impact on the cost and timeliness of performance.  The PM may be required to work closely with the SRE to meet the client needs without “breaking the bank”.  There most certainly will be situations requiring resourcefulness, tact and creativity on the part of the PM and the SRE to safeguard the project budget while satisfying the client.

The following topics have been selected to assist the PM in managing the cost related aspects of the project during construction.

10.2.   Maintain Running Current Total Cost.  Following the bid opening or receipt of proposals, (See Chapter 7, Construction Procurement) a determination is made as to whether or not there are sufficient funds available in the project to proceed with a contract award.  A favorable determination will prompt the preparation of a Funding Statement by the VHA Finance Office as part of the award process.  In order to initiate this process, the PM will prepare a Draft of the Funding Statement and forward it via email to the VHA Finance Office.  Information used for the Draft Funding Statement is obtained from the Bid Abstract and the Design Period Cost Control report.  The Funding Statement will establish the monies being allocated to each of the project point accounts.  Following award of the contract, funds will be set up for obligation in each of the VA Central Office and VAMC point accounts.
10.3.   Distribute Current Funding Information to Client.  The simplest approach to doing this is to provide copies of the latest version of the PMDRI to the Medical Center Director, staff and VISN if requested (See Chapter 5 “Design Period Cost Control”, sections  5.3 thru 5.5).  This format is the most comprehensive and comprehensible of any of the information electronically available that can be accessed via PC with data that is current from the Financial Management System (FMS) – within one or two working days – on the project.  The status of funds should be a part of the weekly/monthly briefing to Medical Center management.
10.4.  Offer Cost Advice- Client-requested Change.   The Medical Center has the prerogative to make changes to the project while it is under construction.  Some changes may be minor but others may have significant impact on cost and/or time.  Once aware of this, the PM must develop the scope and schedule of the change with the client.  Only after this happens can the PM assess the direct cost of the change in addition to indirect costs (those incurred as a result of disruption to the ongoing contract).  The schedule must consider the Network/VACO approval process, which can take two months or longer.   AE design time must also be considered.  In order to fully assess all costs, the PM may need the services of the project AE, IDIQAE, an independent scheduler/claims consultant, and/or any other party having the required expertise.  After compiling all costs the PM will determine if sufficient project funds can be made available.  All of this information should then be provided to the client in a meeting.

10.5
Offer Cost Advise - Completion Items.   The Medical Center may also consider preparing and submitting completion items. Once approved the medical center may accomplish completion items using available project funds to contract for work apart from the “construction contract”.  A cost and schedule analysis similar to the client requested change procedure could be initiated to determine the effects on the project budget and/or schedule.  Completion Items may either be approved by the CIRB (Completion Item Review Board) individually or authority may be given to the Medical Center Director to approve and implement completion items.

Occasionally, the client will want to incorporate a bid alternate that was originally deleted or not accepted as an “additive” alternate at the time of contract award.  The timing of this change should be discussed with the client well in advance if there is any possibility of this occurring during the course of construction.  Again, a determination of funding availability needs to be made at the earliest possible time in preparation for this work to be added at a later date.
10.6. Distribute/Control Asbestos/Hazardous Waste Funds.  At the time of contract award, the successful bidder will have separate pricing listed for the abatement of ACM (Asbestos Containing Material) and/or other hazardous waste that was previously identified and shown on the DD’s and CD’s.  These items must be represented as separate bid item(s) on the solicitation/RFP because the funds are drawn from the “ASBESTOS” and/or “HAZARDOUS WASTE” budget line item (separate from project funds) and are aggregated with all other bid items to form the contract award amount.  These costs are “known” costs and will be identified in the RFP/Bid documents and on the AE’s estimate prior to issuing the RFP or the Solicitation for Bids.

After construction commences, the contractor may encounter the existence of ACM and/or another hazardous waste material as a differing site condition.  In these instances, it is customary to enlist the services of a Certified Industrial Hygienist (CIH) either through the project AE, the VAMC, the VISN, or, in some instances, the IDQAE firm.  Funding for these services are provided from the ASBESTOS or HAZARDOUS WASTE line item.  After the CIH completes the sampling, testing and the areas and approximate quantities of ACM/hazardous waste have been identified on the contract documents, the contractor will prepare a cost proposal for the abatement work.  The CIH and/or AE will also provide a cost estimate and a time analysis to the SRE for the abatement and any associated work for use by the SRE in negotiating the Change Order/Supplemental Agreement.  In some states and municipalities, there may be a requirement for the contractor to obtain a permit prior to commencing any of the abatement work.  The cost and time for obtaining this permit should also be included in the AE’s estimate and in the contractor’s proposal.  Funding for the contract modification will be drawn from the ASBESTOS or HAZARDOUS WASTE line item.  These costs are “unknown” costs prior to the discovery of the ACM/hazardous waste and will necessitate preparing a request for additional asbestos funding.  This request is usually in the form of a COST LIMIT NOTIFICATION / INCREASE and will require the approval of the Chief Facilities Management Officer (18).  Subsequent discovery of ACM/hazardous waste on the project site may require requesting additional funds from the line item.
10.7.
Distribute/Control Project Funds.  As in Chapter section 10.2., when the construction contract is awarded, a Funding Statement is prepared which allocates project monies to the various Job Number accounts within the project.  The PM is responsible for determining the amount of funding that will be allocated to each of the Job Number accounts based on information that was developed during the Construction Document phase, i.e., impact costs, utility agreements, CF equipment, testing lab, etc.  Once the Funding Statement is approved and the contract is awarded, the funds are set up in FMS and are accessible for tracking as obligations and payments are made within each of the Job Number accounts.  The Project Manager’s Data Retrieval & Integration (PMDRI) report, which is a “snapshot” of the project’s latest funding status, is a key document for monitoring and controlling the funds.  
10.8.
Final Settlement.  Prior to considering the Final Settlement of the construction contract, a review of all outstanding issues relating to costs should be done.  Some of these issues may involve Field and Central Office Change Orders that haven’t been settled; requests for contract time (with or without monetary compensation); unanswered requests for Contracting Officer Final Decisions; disputes; retainage for liquidated damages, defective/incomplete work, post contract maintenance services, warranty and punchlist items; and unsolicited proposals yet to be resolved.  Every effort should be made to settle the contractual issues relating to change orders, time extensions, disputes, COD’s, and unsolicited proposals (see section on “Construction Procurement”).  Monies being retained against the contractor should be based on pre-established costs, i.e., liquidated damages, contractor’s schedule of values, and post contract maintenance services, and on reasonable estimates for remaining work, i.e., defective/incomplete work and warranty and punchlist items.

At the time of Final Settlement, all issues regarding cost and time should be resolved with the contractor.  If there are liquidated damages to be assessed, there should be sufficient documentation in the record to support the exact amount being assessed, particularly if the project was inspected and accepted in phases.  In this case, there should be calculations made showing the prorated share of the phase(s) that was (were) accepted and the daily L/D rate adjusted accordingly for remaining work.  If the contract contains post contract maintenance services required to be performed beyond the one-year general construction warranty period, Final Settlement may be delayed until such services are performed completely and satisfactorily.  There should be no change orders issued to the contractor after VA takes custody and receipt of the project prior to Final Settlement.  When the determination is made to execute Final Settlement of the contract, forward an e-mail request to the project’s Contracting Specialist in (182A) who will prepare and process the actual documents for the Contractor and the Contracting Officer.
10.9.
Prepare/Process Cost Limit Increases (CLI).  A Cost Limit Increase (the term “CLI” will be used for simplicity) is a request for additional funding to be approved for the project when the project’s current funding levels are not sufficient to assure completion of the full scope of work.  In the past, at the time of bid opening, there may not have been sufficient funds in the project to award at the low bid price, even after acceptance of the deductive alternates, a CLI was needed to secure the additional funds for contract award.  When this happens now, however, the procurement is converted to competitive negotiations under FAR 15 and the CLI approach is not needed.

During the course of construction, there may occur a situation where additional funds will be needed to cover a changed condition under the contract.  Most notably would be a differing site condition; however, there are a variety of causes that could trigger the need for the additional funds.  The CLI approach would be considered only after other remedies were exhausted such as deducting or trading off other contractual work, transferring monies from unobligated balances available in other Job Number accounts within the project, value engineering initiatives, etc.

The format of the CLI is illustrated by a sample document  (available in Project Management Service (183B)) and is fairly self-explanatory.  Funding being requested by the CLI is usually secured from either the project reserve or the working reserve.  VHA Budget Office (172B3) should be contacted to check and verify the availability of funds before any paperwork is prepared and executed.

The Chief Facilities Management Officer (18) has the authority to approve transfers of funds from the project reserve or the working reserve up to a total of $250,000 following approval by the Working Reserve Board.  The Assistant Secretary for Management (004) approves a transfer of funds from the project reserve exceeding $250,000.  A transfer of funds exceeding $250,000 from the working reserve requires approval from the Secretary of Veterans Affairs and the Office of Management and Budget (OMB) with the concurrence from Congress. 

10.10.
Contract Close Out.  See Chapter 12 – Post Construction Period Services.

10.11.
Reportables: Reference.  See Chapter 5.15
10.12.
Value Engineering.  Reference Chapter 5.13.  An annual report is required by Facilities Quality Service (181A) on all value engineering initiatives undertaken for each project.   These initiatives need to demonstrate a cost savings or a cost avoidance.
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