Design-Build Industry Forum on 2 Oct 07

Minutes

Agenda Item - Discussion of Stipends in US Army Corps of Engineers design-build solicitations

Presenter - Chris Tew, Chief of Contracting

The COE is moving primarily towards Design-Build type of contracting. Stipends have been used in the past however not very successfully.

Mr. Tew is drafting an implementation document concerning stipends to go to HQ USACE for consideration.  It essentially describes a 2-phase selection process.  The 2nd phase would allot stipend money based on risk. Example - A $10M less complex project might get a .001% stipend ($10K) whereas a $30M complex project might get a .003% stipend ($90K).

Stipend money currently comes from P&D funding which is limited.  The District is going to try to apply this to FY08 projects to improve competition which hopefully would help with difficulties on MILCON transformation type projects, and in Alaska's challenging constrained market.

Questions/Comments from industry representatives.

Are stipends being used because we don't have enough competition, and where else is this being used?

Response:  Competition is not as robust as we want.  Other areas using stipends are Hawaii, Omaha, and Savannah(?).

You made the statement that the use of stipends hasn't been successful?

Response:  I was speaking anecdotally.  For instance, we used a stipend on an Air Force project which was viewed by the Air Force as a windfall because there were only two contractors which were identified to move on to phase 2 of the selection process and as such they each received a stipend although one of the proposals was not selected.  This was definitely viewed by the Air Force as a windfall and poor use of funds.

Comment:  Normally on a big project a couple hundred thousand dollars is spent to develop proposals.  Your clients don't understand what it takes to develop proposals.

Response:  The District needs to continue to inform and teach the client.  We need to specifically address the value to the client to invest funding into stipends.

Comment:  It appears that the government is shifting larger risk from the "client" (Air Force, Army, etc.) to the designer (designer of record).  Some smaller firms are not in a financial position to be able to participate in D-B, and stipends would make it easier for them to participate.  Construction pricing of course increases significantly with less information and confidence in the design.

Comment by Chris Tew:  D-B hasn't been shown to save as much money as originally anticipated, however it has success in other areas such as schedule compression, and less contract administration.  The government has no control of how the stipend is distributed.  There have been instances it seems where the Construction contractor eats up the entire stipend and design firms don't get any stipend.  This of course needs to be spelled out in the contractual agreement between the Contractor and A-E.

Comment:  Recommend that the government state the purpose of the stipend in the RFP e.g. "The intent of the stipend is to be reimburse the designer for costs incurred ___________________________".  10% on the dollar reimbursement by the stipend is not enough incentive for firms to invest their time in competing for D-B contracts because it appears that firms need closer to a 50% design in their proposal to be awarded the job.

Comment:  The government either pays some of the fees for preparation of the proposal in the stipend, or this financial burden is shifted to fees the contractor puts in their proposal or after award.

Comment:  The way the government does D-B is not the "standard of the industry".

Mr. Tew asked the participants to give us ideas in the breakout sessions on how we should defer costs.

Comment:  A proposal investment cost on the order of $200K is at the low end of expenditures on a major project.

Comment:  Limiting competition in D-B would help.

Response:  The MATOC type of contract helps in that arena.

Comment: Will stipends be used in the MATOC?

Response: Don't believe this will be used in the MATOC contract.

Comment:  Are RFP's in the future going to be less restrictive or what will be the level of participation?

Response:  The government wants to get to strictly "site adaptation" of a proven standardized design, and less prescriptive information in the RFP.

Phil Hunt:  The government hasn't figured out a way to show stipends as a cost on 1391's, so now it is essentially identified on the 1391 for P&D funds which eats into P&D funding.

Comment: Late building location changes on the Air Force customer's part presents significant problems and causes increased costs to be identified in succeeding proposals to make up for it.  There is a significant amount of wasted money in a prescriptive RFP when the site location is changed just before construction begins.

Comment:  Propose telling the customer the following to enlighten them;

There are 44 processes in the life of a project.  60% of these are in project planning.  30% of projects are successful.  Which means that the less money that is spent in project planning phase means a significant risk that the project will be "successful".  So, it is very beneficial to the client that money is spent in good planning and detailed site information such as geotechnical.

Comment:  Risk is a function of confidence in what, why, and how.

Response:  The COE is moving away from the "defined box" of information which increases risk.

Comment:  Recommend asking contractor for a "schedule of values" in the proposal which would be a way to help identify costs associated with risk.  A-E's would be happy to share information on their costs to prepare proposals for those that failed to be selected if the COE is interested in that type of information.

Comment by Phi Hunt:  The HQ USACE view is that typically it takes 3/4 of 1% of the ECC to prepare a proposal.

Comment by Trish Opheen (Chief of Engineering COE):  Referencing information dated in 1996; costs can range up to 20% for proposal preparation.

Comment by Industry:  20% seems a little high.

Comment:  A stipend has a benefit of retaining the existing firms that are currently participating in D-B proposals.

Comment:  Recommend a qualification based selection only on D-B contracts.

Response:  There is little likelihood that that situation will ever happen in the future. 

