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(Recommended Change in the Pricing of General Services Administratics Cisdit
Change Orders). LCD-77-326-339; B-118623, April 7, 1977, 3 pp. Report to
Sen. Charles H. Percy; Sen. Lowell P. Weicker, Jr.; Sen.Harry F. Byrd, Jr.:
Sen. William L. Scott; Rep. Samuel L. Devine; Sen. Moward W. Cannon; Sen Paul
Laxalt; Sen. Orrin G. Hatch; Rep. James D. Santini: Rep. Caldwell Butier; Rep.
Gunn McKay; Rep. Dawson Mathis; Sen. Gary Hart; Sen Jake Garn; by Fred J.
Shafer, Director, Logistics and Communications Div.

Issue Area: Facilities and Material Management: Design and Construction of
Federal Facilities (707)

Contact: Llogistics and Communications Div.

Bgdget Function: General Government: General Property and Records Management
(8ok)

Organization Concerned: General Services Administration

Congressional Relevance: Rep. Samuel L. Devine; Rcp. James D. Santini; Rep.
Caldwell Butler; Rep. Gunn Mckay; Rep. Dawson Mathis; Sen. Charles H. Percy; Sen.
Lowell P. Weicker, Jr.; Sen. Harry F. Byrd, Ji-.; Sen. William L. Scott; Sen.
Hcward W. Cannon; Sen. Paul Laxalt; Sen. Orrin G. Hatch; Sen. Gary Hart; Sen.
Jake Garn.

The intent of a GAO report to the Gene~al Services Administration (GSA)
on the pricing of cuntract change orders was to have such construction contract
adjustments negotiated. |t was noted that allowances for overhead, profit, and
commission on subcontract work were routinsly included in the negotiated price
for change orders that adde. work. but no price deductions were made for change
orders that deleted work. It was recommend=d that construct.on contract provisions
be amended to provide that overheacd, profit, and commission be applied on all
change orders which either add or delete work. Findings/Conclusions: GSA plans
to take steps to recover unexpenied mrcunts of overhead, profit, and commission
to credit change orders to construction contracts. !n developing language equit-
able to both Government and its contractors, GSA will take into -zcount overhead
costs that may not be reduced as a result of deleted work, such as equipment
rental, salaries, and temporary plant costs. GSA's statements are responsive to
the recommendations in the GAO report. (RRS)
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548 |

Wuﬂcs AND COMMUNICATIONS

-

B-118623 APR 7 W77

The Honorable Charles H. Percy
United States Senate

Dear Senator Percy:

By letter of January 11, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which raduce the regquired scope
of work.

Your constituent's letter and those received from
nurerous others in nrivate industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 1876, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontructed work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77-326
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended thzt he amend
construction contract provisions to provide that overhead,
profit, and commission be applied om all change orders
which either add or delete work. .

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and eguitable that in nrego’ ating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a veduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage tc allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveved to0 some readers.

By letters dated January 31, 1977, the Adeministrator
of General Services informed us, the House Committee on
Government Nperations, ard %‘ne Senate Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. Ay we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November 23.
1976, report to GSA is enclosed. .

We have received similar requests from other Congress-
men based on their constituents' inguiries, and we are
providing them a similar response. As you requested, the
correspondence enclosed with your letter is returned.

Sincerely yours,

‘*;J%;;afség§£%7é’z*
F. J. Shafer
Director

Enclosures - 2



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 24543

LOGISTICS AND COMMUNICATIONS
DIVISION

APR 7 1977
B-118623

The Honorable Lowell P. Weicker, Jr.
United States Senate

Dear Scnator Weicker:

Bv lett:r of January 28, 1977, you asked us to
responu to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's futur~
treatment of change orders which reduce the requir:d scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downwurd adjustments for overhead, profit, and commissions
wheneve:r a change order deletes work covered by a contract.
This was not the intent. Ra“her our intent was to have
such adjus‘ments "negotiated."

As discussed below, GSA officials interpreted our ruoc-
ommendation as intended. To assure here is no misunder-:
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copv of this letter.

On November 23, 1975, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the arav Corps of Enginecers is
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77~327
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We expressed tv the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negctiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisiorns to provide that overhead,
profit, and commission be applied on all change orders
which c.ther add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that ailowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowan 35 were being
considered in the case of additive change or.:rs but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and eguitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbit:arily reducing the contract price by a certain
percentage te allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts"® of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable tc both the Govern~
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhezd costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November 23,
1976, report to GSA is enclosed.

We have received similar requests from o.her Congress-
men bhased on their constituents' inquiries, and we are
providing them a similar response. As you requested, the
correspondence enclosed with your letter is returned.

Sincerely yours,

s

F. J. Shafer
Director

Enclosures - 2

o



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTOR, D.C. 20348

LOGISTICS AND COMMUNICATIONS
DIVISION

APR 7T 1877
B-11RE23

The Honorable Harry F. Lyrd, Jr.
United States Sznate

Dear Senator Byrd:

By letter of January 28, 1977, you atked us to
respond to your constituent's letter about our report to
the General Services Administration (GS2Z) on pricing of
construction contract change order:;. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the required scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in thic matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 197€, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which Geleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtain a credit for overhead and profit when the scope
of worx is reduced.

LCD-77-228
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions tc provide that overhead.
profit, and commission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract proviusions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and equitable tuat in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure i3 quite different, for example,
from arbitrarily reducing the ccntreact price by a certain
percentage t> allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed to some readers,

By letters dated January 31, 1877, the Administrator
of General 3ervices informed us, the House Committee on
Government Operations, and the Serate Committee on Bovern-
mental Affairs that he adgrees with our recommendation and
that GS2 will take steps to promulgzte suitable contract
language tc¢ recover "unezpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that ir
developing contract language equitable to both the Govern-
ment and its contractors GSA must take int» account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.



B~118623

GSA intends to solicit commeits from the private sector
as it develops proposed contrac: provisions, and estimates
that revised contract p.ovisions will not be issued before
December 1977.

We consider GSA's statemente responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contracto: to receive unearned overhead, pro-
fit, or commission applicable to deletcd work.

For your further reference, a copy of our November
23, 1976, report to GSA is =nclosed.

We have received similar requests from other Congress-
men based on their constituents' inquiries, and we are
providing them a similar response.

Sincerely yours,

F. J. Shafer
Director
Enclosure



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

LOGISTICS AND COMMUNICATIONS
DIVISION

B-118623
APR 7 W77

The Honorable William L. Scott
United States Senate

Dear Senator Scott:

By letter of February 4, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the reguired scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change orcer deletes work covered by a contract,
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in tnis matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. Or the other hand, we
noted that the practice of the Army Co.ps of Engineers is
to obtain a credit for overhead ard profit when the scope
of work is reduced.

LCD-77-329
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we r2commended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all rhange orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
., being excluded in the pricing of deductive change orders.
It s2ems to us reasonaktle and eguitable that in negotiaving
charige orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducirng the contract price by a certain
percentage to allow for estimated applicabie overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed t0O some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recormendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit chante orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result cf deleted
work, such as equipment rental, salaries of supervisors
and clerical employezs, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed con%ract provisions, and estimates
that revised contract provisions will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar reguests fro. other Congress-
men based on their constituents' inquiries, and we are
providing them a similar response.

Sincerely yours,

‘:ﬂf‘/ﬁ- T J@W

F. J. Shafer
Director
Enclosure



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

LOGISTICS AND COMMUNISATIONS APR 7 1977

B-118623

The Honorable Jake Garn
Unitad States Senate

Dear Senator Garn:

By letter of February 8, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GS&'s future
treatment of change orders which reduce the regquired scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."”

-

As discussed below, GSA officials interp:eted our rec-
ommendat:ion as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter,

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which decleted work. On the other hand, we
noted that the practice of ihe Army Corps of Engineers is
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77-330
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes a3
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders,.
It seems tO us reasonable and egquitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed t¢ some readers.

By letters dated January 31, 1977, the Administratoc
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take steps to0 promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrater also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical emplorees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
wOr«.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
. December 1%77.

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be egquitable to the Govern-
ment for the contractcr to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar requests from other Congress-
men based on their constituents' inquiries, and we are
providing them a similar response.

Sincerely yours,

T eyt

F. J. Shafer
Director
Enclosure
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The Honorable Samuel L. Devine
House of Representatives

Dear Mr. Devine:

By letter of February 8, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with cur recommendation regarding GSA's future
treatment of change o.ders which reduce the required scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSa make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have

such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overnead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work., On the other hand, we
noted that the practice of the Army Corps of Engineers isg
to obtain a credit for overhead angd profit when the scope
of work is reduced.

LCD~77-331



B-118623

We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered ir negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and eguitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change or ‘ar
should reflect the extent that a reduction in the scope
of the work can be expected tc reduce the contractor's
estimated costs, including overhead.

Such a p.ocedure is quite different, for example,
from arbitrarily reducing the contract. price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our repo:c apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House (ommittee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language eqguitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
vell as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be eguitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commissjon applicable to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar reguests from other Congress-
men based on their constituents' inguiries, and we are
providing them a similar response.

Sincerely yours,

F. J. Shafer
Director
Enclosure



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

LOGISTICS AND COMMUNICATIONS
DIVISION

B-118623 APR 7 1977

The Honorable Howard W. Cannon
United States Senate

Dear Senator Cannon:

By letter of February 15, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the reguired scope
of work. :

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting thct GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work.,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77-332
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, ard we recommended that he amend
construction contract provisions to provide that overhead,
profit, and ~ommission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders,
It seems to us reasonable and equitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in SCope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure s quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to aliow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Se .te Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take Steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as -it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued befonre
December 1977.

We consider GSA's statemasnts responsive to our rec-
cmmendation. AS we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work., However, neither would it be equitable to the Govern-
ment for the coniractor to receive unearned overhead, pro-
fit, or commission applicakble to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar requests from other Congress-
men based on their constituents' inquiries, and we are
providing them a similar response.

Sincerely yours,

F. J. Shafer
Director ~
Enclosure
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The Honorable Paul Laxalt
United States Senate

Dear Senator Laxalt:

By letter of February 15, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSaA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change crders which reduce the required scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
Preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered bv a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
ar= sending the Acting Administrator a copy of this letter. .

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. .Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price foi shange orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtain a credit for overhead and profit when the scCope
of work is reduced.

LCD-77-333
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which ecither add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and equitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed tO some readers.

By letters dated January 351, 1977, the Administrator
of General Services infctmed us, the House Committee on
Government Operations, and the Senate Committee on Govern~
mental Affzirs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment reatal, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it davelops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977,

We consider GSA's statements responsive to our rec- .
ommendation. As we have stated above, we do not advocate
tha* contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be egquitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November 23,
1976, report to GSA is enclosed.

We have received similar requests from other Coigress-
men based on their constituents' inquiries, and we are
providing them a similar response. As you requested, the
correspondence enclosed with your letter is returned,

Sircerely yours,

A e g

F. J. Shafer
Director

Enclosures - 2
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The Honorable Orrin G. Hatch
United States Senate

Dear Senator Hatch:

By letter of February 17, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
~oncerned with our recommendation regarding GSA's future
treatment of change orders which reduce the required scope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted cur rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 1976, we reported to GSA on a survey

of its method for establishing prices for change orders to
construction contracts. Allowances for overhe=d, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which ‘deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is

- to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77-334
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We expressed to the Administrator of General Services
our opinion that estimatel overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and eqguitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with cur recommendation angd
that GSA will take steps tc promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to onstruc-
tion contracts., The Administrator also stated t-at in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977,

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work, However, neither would it be equitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November 23,
1976, report to GSA is enclosed. ~

We have received similar requests from other Congress-
men based on their constituents' inquiries, and we are
providing them a similar response. As you requested, the
correspondence enclosed with your letter is returned.

Sincerely yours,

F. J. Shafer
Director

Enclosures - 2
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The Honorable James D. Santini
House of Representatives

Dear Mr. Santini:

By letter of February 17, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the required scope
of work. ’

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter,

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted@ work. On the other hand, we
noted that the practice of the Army Corps of Erocineers is
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD~77-335
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which either add or delete work.,

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems toO us reasonable and equitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of Gene¢ral Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental 2ffairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover “unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head costs that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deletad
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisicns will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be eguitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have r+ —~ived similar requests from other Congress-
men based on the constituents' inquiries, and we are
providing them a similar response.

Sincerely yours,

A A

F. J. Shrafer
Director
Enclosure
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The Honorable Caldwell Butler
House of Representatives

Dear Mr. Butler:

Your Office asked us to respond to your constituent's
inguiry about our report to the General Services Administra-
tion (GSA) on pricing of construction contract change orders.
Your constituent was concerned with our recommendation
regarding GSA's future treatment of change orders which
reduce the reguired scope of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."”

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter,

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcon:iracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtaia a credit for overhead and profit when the scope
of work is reduced.

LCD-77-336
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
consilered in the case of additive change orders but were
being excluded in the pricing of deductive change orders,
It seems to us reasonable and equitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort : { impression
our report apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over-
head cos*s that may not be reduced as a result of deleted
work, such as equipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977, :

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to pe incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work. y

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar requests from other Congress~-
men based on their constituents' inguiries, and we are
providing them a similar response.

Sincerely yours,

\::JZ;§).E:§2%E%XQ’§—~’“

F. J. Shafer
Director
Enclosure
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The Honorable Gunn McRay
House of Representatives

Dear Mr. McKay:

By letter of February 28, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
Construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the required SCope
of work.

Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
vhenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSa officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting Administrator a copy of this letter.

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and .ommission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were macde for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers ig
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77-337
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We expressed ‘' the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that .overhead,
profit, and commission be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and equitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the sccpe
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report appareatly conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recommeadation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into acccunt over-
head costs that may not be reduced as a result of deleted
work, such as egquipment rental, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.



B-118623

GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contractor to receive unearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November 23,
1976, report to GSA is enclosed.

We have received similar requests from other Congress-
men based on their constituents' inquiries, and we are
providing them a similar response. As you requested, the
correspondence enclosed with your letter is returned.

Sincerely yours,

F. J. Shafer
Director

Enclosures - 2
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The Honorable Dawson Mathis
House of Represer -itives

Dear Mr., Mathis:

By letter of February 28, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the required scope
of work.

* Your constituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change nrder deletes work covered by a contract.
This was not the intent, Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this mattes, we
are sending the Acting Administrator a copy of tlhis letter.

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were routinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtain a credit for overheai and profit when the scope
of work is reduced.

LCD-77-338
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commissioa be applied on all change orders
which either add or delete work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions which state that allowances for
overhead, profit, and commission shall be negotiated for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but were
being excluded in the pricing of deductive change orders.
It seems to us reasonable and equitable that in negotiating
change orders appropriate consideration should be given to
the effect of reductions in sCope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the ex*ent that a reduction in the scope
of the work can be expected to reduce the contractor's
estimated costs, including overhead.

Such a procedure is quite different, for example,
from arbitrarily reducing the contract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impression
our report apparently conveyed to some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-~
mental Affairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govern-
ment and its contractors GSA must take into account over~
head costs that may not be reduced as a result of deleted
work, such as equipment rantal, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incuvrred for the deleted
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
December 1977.

We consider GSA's statements responsive to our rec-
ommendation. As we heve stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or like:, to be incurred in connection with deleted
work. However, neither would it be equitable to the Govern-
ment for the contractor to receive vnearned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar requests from other Congress~
men based on their constituents' inguiries, and we are
providing them a similar responge.

Sincerely yours,

\t:giéa_;?égﬂéggﬁzL,r

F. J. Shafer
Director
Enclosure
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The Honorable Gary Bart
United States Senate

Dear Senator Hart:

By letter of March 1, 1977, you asked us to
respond to your constituent's letter about our report to
the General Services Administration (GSA) on pricing of
construction contract change orders. Your constituent was
concerned with our recommendation regarding GSA's future
treatment of change orders which reduce the required scope
of work.

) Your eonstituent's letter and those received from
numerous others in private industry apparently have inter-
preted our report as suggesting that GSA make arbitrary
downward adjustments for overhead, profit, and commissions
whenever a change order deletes work covered by a contract.
This was not the intent. Rather our intent was to have
such adjustments "negotiated."

As discussed below, GSA officials interpreted our rec-
ommendation as intended. To assure there is no misunder-
standing between this Office and GSA in this matter, we
are sending the Acting 2lministrator a copy of this letter.

On November 23, 1976, we reported to GSA on a survey
of its method for establishing prices for change orders to
construction contracts. Allowances for overhead, profit,
and commission on subcontracted work were -cutinely included
in the negotiated price for change orders that added work,
but no price deductions for these allowances were made for
change orders which deleted work. On the other hand, we
noted that the practice of the Army Corps of Engineers is
to obtain a credit for overhead and profit when the scope
of work is reduced.

LCD-77-339
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We expressed to the Administrator of General Services
our opinion that estimated overhead, profit, and commission
should be considered in negotiating deductive changes as
well as additive changes, and we recommended that he amend
construction contract provisions to provide that overhead,
profit, and commission be applied on all change orders
which either add or delets work.

Our recommendation was aimed at getting GSA to clarify
its contract provisions whicu state that »)lowances for
overhead, profit, and commission shall be negoiiztiad for
contract changes. As mentioned, such allowances were being
considered in the case of additive change orders but wzre
being excludad in the pricing of deductive change orders.
It seems tC us reasonable and eguitable that in negotiating
change ord~rs appropriate consideratfon should be given to
the effect of reductions in scope as well as to the effect
of increases, and to changes in indirect as well as direct
costs of the contractor. Thus a negotiated change order
should reflect the extent that a reduction in the scope
of the work can be expected to reduce tne.contractor's
estimated costs, including overhead.

Such a procedure is guite different, for example,
from arbitrarily reducing the c>ntract price by a certain
percentage to allow for estimated applicable overhead,
profit, and commissions, which is the sort of impressicn
our report apparently conveyed %:: some readers.

By letters dated January 31, 1977, the Administrator
of General Services informed us, the House Committee on
Government Operations, and the Senate Committee on Govern-
mental Affairs that he agrees with our recommendation and
that GSA will take steps to promulgate suitable contract
language to recover "unexpended amounts" of overhead, pro-
fit, and commission for credit change orders to construc-
tion contracts. The Administrator also stated that in
developing contract language equitable to both the Govesn-
ment and its contractors GSA must take intoc account over-
head costs that may not be reduced as a result of deleted
work, such as equipment ra2ntal, salaries of supervisors
and clerical employees, and temporary plant costs, as
well as contractor costs already incurred for the deleted
work.
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GSA intends to solicit comments from the private sector
as it develops proposed contract provisions, and estimates
that revised contract provisions will not be issued before
Lecember 1977.

. We consider GSA's statements responsive to our rec-
ommendation. As we have stated above, we do not advocate
that contract prices be reduced for overhead costs already
incurred or likely to be incurred in connection with deleted
work., However, nejther would it be equitable to the Govern-
ment for the contractor to receive t-=arned overhead, pro-
fit, or commission applicable to deleted work.

For your further reference, a copy of our November
23, 1976, report to GSA is enclosed.

We have received similar reguests from other Congress-
men based on their constituents' inquiries, and we are
providing them a similsr response. .

Sincerely yours,

F. J’. Shafer
Director
Enclosure





