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VA CONSTRUCTION POLICY: FAILED PLANS

RESULT IN PLANS THAT FAIL
Tuesday, May 7, 2013

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON VETERANS’ AFFAIRS,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, D.C.

The Subcommittee met, pursuant to notice, at 2:00 p.m., in Room
334, Cannon House Office Building, Hon. Mike Coffman [Chairman
of the Subcommittee] presiding.

Present: Representatives Coffman, Huelskamp, Benishek,
Walorski, Kirkpatrick, Kuster, and O’Rourke.

OPENING STATEMENT OF CHAIRMAN COFFMAN

Mr. COrFFMAN. Good afternoon. I would like to welcome everyone
to today’s hearing titled “VA Construction Policy: Failed Plans Re-
sult in Plans That Fail.”

I ask unanimous consent that several of our colleagues from the
Committee join us at the dais today to hear about construction de-
velopments affecting facilities that serve their constituents. Hear-
ing no objection, so ordered.

Providing veterans medical care is a core function of the VA.
When the VA does health care right, it can be second to none. How-
ever, the process VA employs to build its health care facilities is
abysmal and the results lead to delays for much-needed care to vet-
erans.

The Government Accountability Office’s recent report noted that
VA’s four largest medical center construction projects have had an
average of cost increase of $366 million and an average delay of 35
months. One of the most distressing items in the VA report is that
VA failed to learn from its mistakes as it went from project to
project. I must add that many of these same issues have been iden-
tified by GAO in the past, and we seem to be no closer to a better
result.

Ultimately, it is not just major facilities that epitomize why VA’s
construction policy is a debacle. A little more than a year, ago this
Subcommittee held a hearing on VA’s failure to perform due dili-
gence and failure to inform Congress of project increases regarding
the proposed clinic in Savannah, Georgia. Based on subsequent cor-
respondence with VA over the past year, I am not quite certain VA
is getting the message that its construction program is dysfunc-
tional and not in keeping with industry best practices or veterans’
expectations.

Not only is VA building facilities over budget and late, but it is
also failing to pay the contractors for the work in a timely manner.
While ensuring taxpayer dollars are properly spent is of utmost im-
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portance, VA must pay its bills on time. Last week, I visited the
Denver project and spoke directly with VA about prompt payment
to contractors and subcontractors and was alarmed by VA’s re-
sponse in the issue, and I will monitor their commitment to im-
proving the process.

Under the Prompt Payment Act and OMB’s guidance, a Federal
agency is expected to, quote, “to ensure that prime contractors dis-
burse the funds that they receive from the Federal Government to
their small business subcontractors in a prompt manner,” unquote.
The Prompt Payment Act also requires that the contractor certify
that his or her subcontractors are receiving payment commensu-
rate with the work performed. But as evidence shows, some con-
tractors and subcontractors in these four projects have been wait-
ing for months to be paid.

Moreover, the Small Business Act explains that it is, quote, “the
policy of the United States that prime contractors establish proce-
dures to ensure the timely payment of amounts due pursuant to
the terms of their subcontracts with small business concerns,” un-
quote. VA’s failure to abide by the laws governing payment to its
contractors is unacceptable and is a problem in need of an imme-
diate fix.

Given the number and variety of facilities VA has built over the
last several years, it is disturbing to me that VA continues to em-
ploy policies and techniques that have repeatedly fallen short. I
look forward to hearing from today’s witnesses regarding VA’s con-
struction policies and how we can move forward to effectively and
efficiently build medical facilities for our veterans.

Mr. CorFMAN. I now yield to Ranking Member Kirkpatrick for
her opening statement.

[THE PREPARED STATEMENT OF CHAIRMAN COFFMAN APPEARS IN
THE APPENDIX]

OPENING STATEMENT OF HON. ANN KIRKPATRICK

Mrs. KIRKPATRICK. Thank you, Mr. Chairman, for holding this
hearing.

The focus on the construction program of the Department of Vet-
erans Affairs is one that needs to remain a top priority for this
Subcommittee and necessary to ensure that veterans’ needs are
being met. Hundreds of millions of dollars are authorized and ap-
propriated every fiscal year to ensure that veterans are cared for
in the safest, most state-of-the-art buildings to be built. The other
priority, of course, is that, along with the building, there is in place
quality and timely health care delivery to those who have earned
it.

Today’s hearing focuses on a recently released Government Ac-
countability report on construction that is very concerning. GAO re-
ports that some of the biggest construction projects have increased
in cost by over 140 percent, while others have experienced delays
in construction for up to 74 months. While I may understand the
reasons for some of this, clearly there is a need for VA to scrutinize
their construction program processes and make improvements
where it may be necessary to do so.
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I understand that just a few years ago, the VA put in place the
Strategic Capital Investment Process, or SCIP. I look forward to
hearing from the VA about how this process is working. Addition-
ally, the Subcommittee has been informed that the Secretary, in an
effort to improve the construction process, created a Construction
Review Council to serve as the single point of oversight and per-
formance accountability for the planning, budgeting, execution, and
delivery of the VA real property capital-asset program. I look for-
ward to hearing from the VA on how this Council’s report has been
beneficial to the VA.

This Committee has held numerous hearings on the VA’s con-
struction process, and efforts have been made to improve and
streamline construction projects. Having said that, I also believe
the VA still struggles to effectively manage the program. From the
Capital Asset Realignment for Enhanced Services to the recently
implemented SCIP, problems and challenges remain.

Mr. Chairman, I stand ready to work with my colleagues and
with the VA as we tackle these issues in front of us today.

Thank you, and I yield back.

Mr. CorFrMaN. Thank you, Ranking Member Kirkpatrick.

I would now like to welcome the panel to the witness table,
which you are there. On this panel we will hear from Lorelei, did
I say that right, St. James, Director of Physical Infrastructure
Issues for the Government Accountability Office; Raymond Kelley,
Director of Legislative Services for the Veterans of Foreign Wars;
Mr. Glenn Haggstrom, Principal Executive Director, Office of Ac-
quisition, Logistics, and Construction for the Department of Vet-
erans Affairs; and accompanying Mr. Haggstrom, Ms. Stella Fiotes,
Executive Director, Construction and Facilities Management, Office
of Acquisition, Logistics, and Construction, for the Department of
Veterans Affairs.

Ms. St. James, you are now recognized for 5 minutes.

STATEMENTS OF LORELEI ST. JAMES, DIRECTOR OF PHYS-
ICAL INFRASTRUCTURE ISSUES, GOVERNMENT ACCOUNT-
ABILITY OFFICE; RAYMOND KELLEY, DIRECTOR OF LEGIS-
LATIVE SERVICE, VETERANS OF FOREIGN WARS; AND
GLENN D. HAGGSTROM, PRINCIPAL EXECUTIVE DIRECTOR,
OFFICE OF ACQUISITION, LOGISTICS, AND CONSTRUCTION,
U.S. DEPARTMENT OF VETERANS AFFAIRS, ACCOMPANIED
BY STELLA FIOTES, EXECUTIVE DIRECTOR, CONSTRUCTION
AND FACILITIES MANAGEMENT, OFFICE OF ACQUISITION,
LOGISTICS, AND CONSTRUCTION, U.S. DEPARTMENT OF VET-
ERANS AFFAIRS

STATEMENT OF LORELEI ST. JAMES

Ms. St. JAMES. Chairman Coffman, Ranking Member Kirk-
patrick, and Members of the Subcommittee, I am pleased to be
here today to discuss VA’s construction of major medical facilities
and actions it should take to decrease the time and cost of these
projects. My testimony today is based on our report published a few
days ago.

VA has an important mission of caring for over 6 million vet-
erans. Right now, VA has 50 major medical facilities that it is ei-
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ther building or renovating, at a cost of more than $12 billion. This
is a huge undertaking. Since before the Las Vegas facility was con-
structed, VA had not built a project of this size in over 15 years.

GAO has reviewed VA’s approach to planning and building major
medical facilities. These are facilities that cost over $10 million.
VA, however, has struggled to match its aging infrastructure with
the changing needs of veterans. It must also contend with a wide
array of stakeholders, including Congress and veterans organiza-
tions.

In our report, we found problems around two fundamental con-
struction issues: time and money. But to be fair, most construction
projects, private or public, change from design to opening day, and
events, sometimes beyond anyone’s control, can easily add time and
money. Even given this, for the VA facilities we reviewed, we re-
main concerned about the amount of time and the amount of cost
increases from the time projects are to be finished and the time
they are expected to be completed. Why is it taking so long to com-
plete these facilities and why have costs increased so much?

These answers are important. Over the next 10 years, VA plans
to construct or renovate projects that have an estimated value of
over $21 billion.

Of the 50 projects in our review, we reviewed in detail four major
medical facilities, in Denver, Orlando, New Orleans, and Las
Vegas. So far, Denver is 18 percent complete, but it has taken 10-
1/2 years from the selection of the design firm to VA’s recent esti-
mated completion date. It also experienced a 144 percent cost in-
crease from the initial cost estimate. In Las Vegas, the project took
slightly more than 10 years. In contrast to VA, we found that the
Naval Facilities Engineering Command, who builds similar medical
facilities under similar regulations, designs and builds such facili-
ties in about 4 years. Similar to Denver, Orlando has experienced
a 143 percent cost increase, and New Orleans a 59 percent in-
crease.

While each facility has unique circumstances, we found several
reasons for these increases, including some that were beyond VA’s
control. For example, due to Hurricane Katrina, construction costs
in Las Vegas skyrocketed. In Denver and New Orleans, political
pressure, including pressure from some veterans groups, moved VA
to change from shared facilities to stand-alone facilities. In Or-
lando, the site changed three times from 2004 to 2010, once be-
cause VA didn’t move quick enough to secure needed land. Lastly,
unanticipated events, such as undetected underground storage
tanks, as we saw in New Orleans, can impact estimates.

In VA’s November 2012 Construction Review Council report it
acknowledged several management problems and stated that,
among other actions, it would submit initial designs to Congress
that were 35 percent complete, beginning with its 2014 budget sub-
mission. These estimates are important. Congress uses them to
make funding decisions and veterans use them to measure when
medical services will be available.

Lastly, in VA’s management of all major facilities, we rec-
ommended that VA issue guidance on when to use medical equip-
ment planners and they should issue procedures to clarify to con-
tractors the roles and responsibilities of all VA personnel involved
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in projects. They should also streamline its change order process.
VA and contractor officials all cited this as a fundamental manage-
ment problem. VA agreed with our recommendations, and we are
encouraged by its planned actions, but believe these actions should
be implemented and monitored to ensure that real change occurs.

Mr. Chairman, this concludes my statement. I am happy to an-
swer any questions that you have.

[THE PREPARED STATEMENT OF LORELEI ST. JAMES APPEARS IN
THE APPENDIX]

Mr. COFFMAN. Ms. St. James, thank you so much for your testi-
mony.

And I am going to go ahead and recess the Committee for votes
and then we will reconvene right after voting.

[Recess]

Mr. CorFrMAN. The Committee is called to order.

Mr. Kelley, you are now recognized for 5 minutes.

STATEMENT OF RAYMOND KELLEY

Mr. KELLEY. Mr. Chairman, Ranking Member, Members of the
Subcommittee, on behalf of the 2 million members of the Veterans
of Foreign Wars and our auxiliaries, thank you for the opportunity
to testify today.

I know everyone has heard these statistics, but they are worth
repeating. VA’s infrastructure is, on average, 60 years old. Utiliza-
tion has risen from 80 percent to 121 percent in a matter of 6
years. In that same time period, the facilities have eroded, the con-
ditions of those facilities have eroded from 81 percent to 71 per-
cent. The VA currently holds 50 major construction contracts and
has identified a total of 130 major construction projects that need
to be addressed, all at a cost of about $25 billion. VA has a monu-
mental task of expanding and replacing its medical facilities, and
they must maximize every dollar and implement processes that will
expedite the construction process.

The VFW has identified four major areas that need to be ad-
dressed to ensure the construction projects are done in a more effi-
cient and cost-effective manner. First, VA must fully integrate the
Electronic Contracts Management System. Second, VA needs to
stop using the design-bid-build contracting practice. Third, VA
must adopt a comprehensive facility master plan. And fourth, they
should use medical equipment planners during the construction of
all medical facilities.

Due to time constraints, I will limit my remarks to just two of
these areas of concern.

VA has historically relied on the design-bid-build project delivery
system when entering into contracts to build major facility projects.
Of the 50 current VA major facility projects, 43 of them are design-
bid-build. With this model, an architect is selected to design the fa-
cility, the design documents are used to secure the bid, and then
the successful contract bid-holder builds the facility. Design-bid-
build projects often encounter disputes between the consumer—in
this case VA—and the construction contractor. Because these con-
tracts are generally firm fixed price based on the completed design,
the construction contractor is usually responsible for cost overruns
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unless VA and the contractor agree on any needed or proposed
changes that occur with change of scope, unforeseen site condition
changes, or design error. VA and the contractor negotiate these
changes through change orders. This process can become adver-
sarial because neither party wants to absorb the costs associated
with the change and each change order can add months to the
project completion date.

The flaws of design-bid-build projects have become apparent,
highlighted by the delays in Orlando, Florida, with the new med-
ical facility that has been delayed 39 months, due in part to change
order disputes. This contract must be followed through to comple-
tion, but VA must use this as a lessons learned and change their
contracting model to an architect-led design build model. A design-
build project teams the architect and the construction contractor
under one contract. This method can save VA up to 6 months of
time by putting the design phase of the construction and the con-
struction performance metric together. Placing the architect as the
lead from the start to finish and having the construction contractor
work side by side with the architect, allows the architect to be an
advocate for VA. Also, the architect and the construction contractor
can work together early on the design phase to reduce the number
of design errors, and it also allows them to identify and modify the
building plans throughout the project.

The VFW also believes VA would benefit from the use of medical
equipment planners. Using these planners, which is an industry
practice used by the Army Corps of Engineers and other Federal
agencies, places an experienced medical equipment expert at the
disposal of the architect and the construction contractor. When
used properly, the medical equipment planner can work with the
architect during the design phase and then the construction con-
tractor during the build phase to ensure that needed space, phys-
ical structure, and electrical support are adequate for the pur-
chased medical equipment, reducing change orders, work stop-
pages, and the demolition of newly built sections of a facility. Using
the Orlando facility as an example again, issues with the purchase
of medical equipment caused cost overruns of more than $10 mil-
lion and construction had to be suspended until these issues were
resolved.

Mr. Chairman, this concludes my remarks, and I look forward to
any questions you or the Committee may have.

[THE PREPARED STATEMENT OF RAYMOND KELLEY APPEARS IN THE
APPENDIX]

Mr. COFFMAN. Thank you, Mr. Kelley.
Mr. Haggstrom, you are now recognized and have 5 minutes,
please.

STATEMENT OF GLENN D. HAGGSTROM

Mr. HAGGSTROM. Thank you, Mr. Chairman.

Chairman Coffman, Ranking Member Kirkpatrick, distinguished
Members of the Committee, I am pleased to appear here this after-
noon to update the Committee on the Department of Veterans Af-
fairs’ continuing efforts to improve construction procedures and
planning processes to ensure timely execution of major construction
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projects. Joining me this afternoon from the Office of Acquisition,
Logistics, and Construction’s Office of Construction and Facilities
Management is Ms. Stella Fiotes, the Executive Director. I will pro-
vide a brief oral statement and request that my full statement be
included in the record.

Through the Department’s capital-asset programs, which include
major and minor construction, nonrecurring maintenance, and leas-
ing, we are delivering the infrastructures necessary to fulfill our
mission to care for and memorialize our Nation’s veterans. Our
continuing goal in the Office of Acquisition, Logistics, and Con-
struction is to improve construction procedures and planning proc-
esses to ensure timely execution of major construction and leasing
projects to provide state-of-the-art facilities for our veterans.

VA continues to make significant improvements in its real prop-
erty capital-asset portfolio. Implemented with the fiscal year 2012
budget, the Strategic Capital Investment Planning process, or
SCIP, is a Department-wide planning process to track and
prioritize the Department’s capital investment needs. Using this
approach, VA has visibility across its entire property portfolio and
is able to synchronize the projects we undertake in our major infra-
structure programs to address our most critical needs.

Some of the steps that we have taken to improve the manage-
ment and oversight of major construction projects include imple-
menting the recommendations of the 2009 GAO report and under-
taking the VA Facilities Management transformation initiative, or
VAFM, which works to improve planning processes, integrate con-
struction and facility operations, and standardize the construction
process.

Last April, as a follow-on to the VAFM, Secretary Shinseki estab-
lished a Construction Review Council to serve as the single point
of oversight and performance accountability for the planning, budg-
eting, execution, and management of the Department’s real prop-
erty capital-asset program. Chaired by the Secretary, the Construc-
tion Review Council identified four major findings to improve per-
formance. Actions have been identified and are currently being im-
plemented to address these findings.

Finally, we are in the process of reviewing the GAO final report,
which was released on May 3, 2013, and plan to take immediate
actions to implement their recommendations.

In the past 5 years, VA has also accomplished and delivered a
significant number of projects for veterans. Most recently, in fiscal
year 2012 and 2013 to date, VA has delivered nearly $1 billion
worth of facilities. This includes 16 medical facilities, including the
new Las Vegas hospital, and five new cemeteries or cemetery ex-
pansions, the vast majority of which were delivered without con-
struction delay and within the appropriated funds. VA continues to
work to complete 52 major construction projects to provide the
much-needed facilities for our veterans and their families.

I am pleased to update you that since I last appeared before the
Committee to brief you on the construction of the new VA medical
center in Orlando, the project has advanced from approximately 50
percent completion to approximately 80 percent completion today.
After issuing Brasfield & Gorrie a show cause notice in February
of 2013, the Department has notified them that they will continue
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as the contractor on the project. They have provided to VA a com-
pletion date of April 2014. We will continue to work closely with
Brasfield & Gorrie to ensure they adhere to their projected
timeline.

The lessons we have learned from Orlando and other past major
construction projects is guiding us in our management of the Den-
ver and New Orleans replacement hospitals and future projects.

In closing, VA has a strong history of delivering facilities to ac-
complish our mission to serve veterans, and we are committed to
meeting our responsibility to design, build, and deliver quality fa-
cilities to meet the demand for access to health care and benefits.
The lessons that we have learned from our past projects will con-
tinue to lead to improvements in the management and execution
of our capital program as we move forward.

Thank you for the opportunity to testify before the Committee
today, and we look forward to answering any questions the Com-
mittee may have.

[THE PREPARED STATEMENT OF GLENN D. HAGGSTROM APPEARS IN
THE APPENDIX]

Mr. CorFFMaN. Thank you, Mr. Haggstrom.

Mr. Haggstrom, the VA has 11 projects with a range of cost in-
creases from 4 to 59 percent. In all but two of these projects the
cost increases are over 10 percent. Has VA officially informed Con-
gress regarding all of these increases?

Mr. HAGGSTROM. Mr. Chairman, I don’t know specifically which
projects you are referencing. But to the best of my knowledge, we
are very diligent in notifying the Congress if there are cost over-
runs, and the amount of those costs, we must notify Congress. If
you would provide me a list of those projects, I would be happy to
supply the record for those.

Mr. CorFMAN. It is the projects that are listed in the GAO re-
port, the 11 projects listed in the GAO report. Do you need us to
go over those?

Mr. HAGGSTROM. No, I don’t. I am in receipt of the GAO report.
And we will certainly look at those and will reply to the Com-
mittee.

Mr. COFFMAN. So to the best of your knowledge, you don’t know
whether or not Congress was informed?

Mr. HAGGSTROM. To the best of my knowledge, we have fulfilled
all our requirements in the notification of process.

Mr. CoFFMAN. So Congress was informed?

Mr. HAGGSTROM. As far as I know, sir.

Mr. CorFMAN. Mr. Haggstrom, does VA believe that their obliga-
tions for payment of construction completed extends only to the
prime contractor?

Mr. HAGGSTROM. Mr. Chairman, our contractual relationship is
with the prime contractor and only the prime contractor. We do not
have privity of contract with the subcontractors. However, as you
had mentioned in your openings remarks, that we do require cer-
tification of the prime contractor to the VA to ensure that they are
paying their subcontractors.

When you look at what we do, go through the change order proc-
ess, the pay application process, all those things are to be resolved
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with the prime contractor in terms of what payments they are due
and the payments that they would subsequently make to their sub-
contractors.

I would like to add that the Miller Act, which was passed in
1935, if you will, is really a safety net for subcontractors. The Mil-
ler Act specifically requires that for Federal projects over $150,000,
that there is both a performance bond and a payment bond that is
held by the prime contractor so that in the event if the prime con-
tractor has a contractual relationship with that subcontractor for
a certain amount, the subcontractor performs the portion of the
project for that amount and the prime contractor does not pay that
subcontractor, the subcontractor has recourse against the prime
contractor through Federal court.

Mr. CoFFMAN. But doesn’t current law go above that, go beyond
that in the Prompt Payment Act in terms of defining VA’s respon-
sibilities to ensure that subcontractors are paid?

Mr. HAGGSTROM. Absolutely. And we adhere to that as closely as
we can. Once a month, we have what we call a pay application re-
view with our prime contractor. And during this, the prime con-
tractor will provide to VA the portions of the projects that have
been executed between the last pay application meeting and the
current pay application meeting. It is our goal and requirement
that once we receive that information, to process that and make
payment within 15 days to the prime contractor.

Mr. COFFMAN. Let me just say that I think all of you referred to
the VA facility that is being constructed in Denver, and I think
that is well within the boundaries of the city of Aurora, which is
in my congressional district. I think there has been a history of
those subcontractors not being paid, and that is of concern to me.

Ms. St. James, did contractors submit excessive or unwarranted
change orders to drive up costs or cause delay?

Ms. St. JAMES. That wasn’t a central focus of our review. We un-
derstood that the Committee was looking into that. But in Orlando,
we did hear of instances like that, and we are aware of the show
cause notice. But we did not verify independently whether or not
any of those charges were excessive or unwarranted.

Mr. CoFrFMAN. Ranking Member Kirkpatrick.

Mrs. KIRKPATRICK. Thank you, Mr. Chairman.

Ms. St. James, in our briefing book, we have four major hos-
pitals: Las Vegas, Orlando, Denver, and New Orleans? And staff
just gave me a list of just the Orlando problems with the con-
tracting officer, with cure notices, show cause notices that really
have delayed the project. Did you find that that was the case with
the other three facilities?

Ms. StT. JAMES. I think out of the four that we looked at, it was
that the relationship between VA and the prime contractor was not
as favorable, let’s say, as the other contracts that were out there.
There seemed to be more problems in Orlando with the prime con-
tractor than we saw in the other sites.

Mrs. KIRKPATRICK. Thank you. Do you agree with Mr. Kelley’s
recommendation that they go to an architect-design-build rather
than just a regular design-build model?

Ms. ST. JAMES. We looked at the different kinds of contracts, as
you just mentioned, and quite frankly, if you have your require-
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ments set up and agreed to and you have a contractor and you
have a good relationship with that contractor, it doesn’t really mat-
ter the vehicle that you choose. A lot of it depends upon the rela-
tionships, requirements being defined, and the relationship be-
tween the sub and the prime as well.

Mrs. KIRKPATRICK. So why is that relationship a problem at the
VA?

Ms. ST. JAMES. In Orlando?

Mrs. KIRKPATRICK. In Orlando.

Ms. ST. JAMES. It is a big project. There are lots of change or-
ders. When subcontractors put in for the change orders, we saw
that the prime would agree with those change orders, but VA
would not agree with them, and therefore you have a disagreement.
And when you have a very large project, you have lots of change
orders. It is just natural to the construction. So we found that that
was a major problem in Orlando, was the difference views of the
cost information being provided in the change orders. Neither VA
or the contractor agreed.

Mrs. KIRKPATRICK. Thank you.

Mr. Haggstrom, on these projects do you have somebody on the
site who can review change orders who has the authority to ap-
prove them rapidly at each one of these facilities?

Mr. HAGGSTROM. Yes, Congresswoman, we do. We have a resi-
dent engineering staff, we have a project executive, we have con-
tracting officers assigned to all of these projects to help facilitate
and move the change order process along.

Mrs. KIRKPATRICK. So how would you explain the bad relation-
ship that apparently exists between the contractor and the VA that
ends up with these show cause hearings and orders to cure?

Mr. HAGGSTROM. Well, if I could, the show cause and cure notices
do not necessarily delay a project. Those are two contracting vehi-
cles that the Federal Government uses as part of the procurement
process to ensure our rights are protected with regard to the con-
tract that was consummated between ourselves and the prime con-
tractor and oversight and fiduciary responsibility for the money
that you have provided us to construct these particular facilities.

With regards to the Orlando project, early on in my previous tes-
timony before the Committee, clearly VA had some problems in
terms of errors and omissions when we started this project. Those
errors and omissions were corrected through working with our AE
and with our contractor. Those drawings were corrected and put
back into place approximately a year ago, and we moved forward
on those.

There is a continuing, I think, discussion and issue with the
prime contractor over the cost of these things. Whether or not per-
haps the cost that they estimated were underestimated with re-
gards to the subcontractors performing this work, again, I don’t
know. But these are all possibilities that drive the relationship be-
tween ourselves and that prime contractor.

Mrs. KIRKPATRICK. My time is almost expired, but I want to ask
one other question, and that is, where does the CRC then fit in the
whole scheme of things? You have somebody on site who can ap-
prove the change orders and then you have got the CRC. So what
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is their role in terms of direct review and oversight of the construc-
tion on the site?

Mr. HAGGSTROM. The Secretary has made it very clear when we
formed the CRC that certain elements of the project would have to
come before the CRC and himself in terms of any change orders,
significant change orders that would drastically affect the cost or
the schedule of completion.

Mrs. KIRKPATRICK. My time is almost up. Does that delay then
the decision on the change order?

Mr. HAGGSTROM. It does not.

Mrs. KIRKPATRICK. I yield back my time, but I would like another
round of questioning if we have time.

Mr. CorrMAN. We will have a second round.

Mr. Huelskamp.

Mr. HUELSKAMP. Thank you, Mr. Chairman. I am going to read
what you have read once already from the GAO report. And I am
quoting here. It notes: “Cost increases for these projects range from
59 percent to 144 percent, representing a total cost increase of
nearly $1.5 billion and an average increase of approximately $366
million per project. The schedule delays range from 14 to 74
months, with an average delay of 35 months per project.”

And I have a question for Mr. Haggstrom, if I might. The GAO’s
report makes clear that for a number of years—and you referenced
the 2009 report—VA’s construction arm has not been doing a good
job. Yet according to records I have, in 2009 you received a $20,470
bonus, in 2010 you received an $18,022 bonus, and in 2011 you re-
ceived a $16,300 bonus, all on top of your base pay. Given this
GAO report and what we have heard here, do you really think you
deserved these bonuses?

Mr. HAGGSTROM. Congressman, those bonuses were not deter-
mined by myself. Those bonuses were determined by my super-
visors in the senior leadership at VA. And with all due respect, I
would ask you to take that up with them.

Mr. HUELSKAMP. My question is with you. Do you think you de-
serve those bonuses in light of these GAO reports and these cost
overruns and delays in construction?

Mr. HAGGSTROM. Congressman, I believe I have answered your
question.

Mr. HUELSKAMP. Sir, let me re-ask it. Do you believe you de-
served these bonuses? It is either yes or no or I refuse to answer
the question.

Mr. HAGGSTROM. I will answer one more time. Those bonuses
were not by my own doing. Those were from my superiors.

Mr. HueLskaMP. Did they indicate to you, Mr. Haggstrom, why
you deserved these bonuses when they gave them to you?

Mr. HAGGSTROM. Congressman, I have answered as far as I can
answer.

Mr. HUELSKAMP. Did they indicate to you why you deserved
these bonuses? Surely they told you. They didn’t tell you at all why
you were given a $20,000 bonus in 2009, an $18,000 bonus? They
didn’t tell you why you were given a bonus?

Mr. HAGGSTROM. Those bonuses, I presume, were based on my
performance plan and my performance that they viewed and how
I did my job during those particular years.
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Mr. HUELSKAMP. I wish you would answer that question. Appar-
ently they didn’t tell you, then, why you deserved a bonus?

Mr. HAGGSTROM. No. The bonus came down in my paycheck.

Mr. HUELSKAMP. Just magically appeared, I guess, for no reason.
And I would appreciate perhaps you might visit with your superi-
ors, in light of the GAO report. I mean, we are talking about $1.5
billion of cost overruns on four projects. Are you proud of these par-
ticular projects?

Mr. HAGGSTROM. I am not, but I think you need to put those cost
overruns in context.

Mr. HUELSKAMP. I am putting it in a bonus context.

Mr. HAGGSTROM. No, I am putting it in the fact that when you
looked or when VA looked at these projects and they costed them
out, many of these projects started out as nothing more than large
health care centers when we started the requirements definition
process. Those matured sometimes into full-fledged inpatient med-
ical facilities, based on emerging needs. So you have got to look at
ultimately what the VA planned to build as opposed, in the end,
to what they started to build in the beginning.

Mr. HUELSKAMP. Mr. Haggstrom, the VA for here is you.

Mr. HAGGSTROM. Pardon me?

Mr. HuELskaMP. The VA today is you. It wasn’t somebody else,
some other agency determined what they should be. It was based
on your estimates, what you described to Congress of the money
you needed for this project. And they come in at an average of $366
million per project cost overrun. And you can’t blame it on the DoD
made you do these. I mean, these are the VA estimates coming out
of the GAO report. And that is what we have here.

Mr. HAGGSTROM. These are VA estimates based on what we
started with.

Mr. HUELSKAMP. Did you have any—

Mr. HAGGSTROM. When you move from a health care facility of
several hundred thousand square feet to build a full-fledged med-
ical inpatient care facility at sometimes 1.5 million square feet, you
are going to have a change in the cost of that project.

Mr. HUELSKAMP. Absolutely. Obviously, we were wrong on the
first estimate. Obviously, you are going to have a massive change
because you made a mistake at the beginning. And what bothers
me is you are in charge of these, you are the gentleman sent here
to represent why this wasn’t too bad, and these same folks give you
a very, very big bonus, multiple years in a row, in light of these
GAO reports, and you claim not to know why you got a bonus.

That to me, Mr. Chairman, is very disappointing. Bonuses are
not given just because. They are given for performance. And if I
was giving a bonus here, we would actually dock your pay. And
that 1s what most of my constituents say.

One last thing I want to note, and you might indicate to your su-
periors as well. I have sent multiple letters to the VA that they
have ignored on other budgetary issues. In particular, I sent a let-
ter on September 23, 226 days ago, and the VA just says we don’t
care what Congress thinks. And that is why you wonder why we
get upset when you have cost overruns and you try to explain to
us that your estimates initially were wrong and then you get mas-
sive bonuses. This is not a proper way to run an agency.
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And I yield back, Mr. Chairman.

Mr. COFFMAN. Thank you, Mr. Huelskamp.

Ms. Kuster.

Ms. KUSTER. Thank you very much.

Mr. Haggstrom, my question is with regard to the change in
scope of these projects. What were the factors that led to the
change to a more complex facility? Did it have to do with the num-
ber of veterans that were coming back from Iraq and Afghanistan
and the complexity of their issues? And where in the Veterans Ad-
ministration is that type of decision-making made?

Mr. HAGGSTROM. Certainly. When you look at the requirements,
the requirements that we work to in construction and facilities
management are determined by the administrations. Principally,
we build for Veterans Health Administration, the medical facilities,
and the National Cemetery Administration, our national ceme-
teries. Those are the folks who provide to us, the engineers, what
they require in order to be built. They use multiple factors. They
use the demographics. We use the databases that VA has main-
tained through the year. And all those things are subject to change.

Let’s take a look, if you will, just at the Denver facility as an ex-
ample. As we talked before, Denver started out as an outpatient
community health center when we started to build that. Then
through the years we went back and forth at the senior level in VA
to decide is it going to be that or is it going to be an inpatient facil-
ity with bed towers or are we going to use shared facilities with
the University of Colorado to handle our inpatient loads.

Ms. KUSTER. Excuse me for interrupting, but was the Congress
kept apprised as these decisions were made?

Mr. HAGGSTROM. I am sorry, I can’t answer that. I was not a
part of VA when those major decisions were being made. When
Secretary Shinseki came in, one of the first things he directed as
the Secretary of Veterans Affairs is directing us to build a full in-
patient medical facility. And that is where I essentially pick up.

All those things previous, though, until those decisions are made,
you can’t design a facility. You may be able to look at pieces of it,
but in terms of designing a full medical complex, the relationship
of how all these clinics work, the inpatient, the diagnostic and
treatment, all those can’t be completed until a decision is made on
what is going to be the final scope of this facility.

Ms. KUSTER. Thank you. I wanted to say I had a tour during our
district work period of the VA facility in White River Junction,
Vermont, New Hampshire being the only State that doesn’t have
a full-service VA hospital, but my constituents go to Vermont. And
I was very impressed, actually, and I understood the complexity,
given the age of the building. But one of the things that was par-
ticularly impressive was the opening of a new women’s health facil-
ity. And I just would love to have you comment on the changing
types of issues that you are dealing with and some of these issues
that1 are coming back from the Iraq and Afghanistan war in par-
ticular.

Mr. HAGGSTROM. Certainly. And while I am not a clinician, our
involvement in working with the VA staff, the emerging require-
ments in health care today are so different from what our veterans
faced from World War II and Korea and even Vietnam. When you
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look at today, I believe almost 15 percent of our armed forces are
women. And so years ago, when you walked into a VA hospital you
would probably not find very many facilities that were equipped to
handle women veterans and the special needs they have. These are
all things that the Department is making very focused attention on
in terms of modifying and modernizing our facilities to cope with
these new requirements—traumatic brain injury, mental health,
post-traumatic stress syndrome.

All of those things are, if you will, perhaps they were present in
previous conflicts. It is only now during our last two engagements
that these are really coming to the surface and having the clini-
cians look at how we can better treat our veterans to help overcome
these disabilities.

Ms. KUSTER. Thank you. And just one quick question—my time
is almost up—for Ms. St. James.

How do you believe the VA can better communicate within their
own organization and with contractors to improve upon this process
so that we are not facing cost overruns and delays?

Ms. ST. JAMES. In this regard, we noted that in the Council, the
VA’s Council, Construction Review, that they plan to take action on
this. And basically what is needed is a matrix which indicates who
in VA has responsibility for what, so that the contractor knows the
direction that they should follow. We did find in Orlando there was
confusion there, and the contractor was directed in one case to go
ahead and build a room, a part of the facility, and then was later
directed, redesign it.

So it is really common sense when you have a project that is as
large and complex as these are, we are talking over a million
square feet in some of these and 31 acres in some of these facilities,
you absolutely must have clear communication.

Ms. KUSTER. Thank you very much.

I yield back the balance, which I do not have.

Mr. CorrMAN. Mr. O’Rourke.

Mr. O'Rourke. Thank you, Mr. Chairman.

I am interested in the context of the projects that have been
highlighted today within the SCIP list, or the Strategic Capital In-
vestment Planning list. And my understanding is there are 3,900
projects that have been identified on that capital list that need to
be at some point built in order to fill the gaps in service to our vet-
erans.

When these projects go over these many months or these many
dollars, what does it do to the projects behind them?

Mr. HAGGSTROM. In terms of the time, it has no effect. When you
look at—when you say “cost overruns,” what are we talking about
in terms of a cost overrun? When you look at the projects that are
under construction today, we are within the appropriated amounts
that Congress has provided to us to construct those facilities, and
so if a cost overrun could have two different meanings, the cost
overrun vis-&-vis what the original project was bid at and—

Mr. O’'ROURKE. That is what I am trying to get at. So, if you are
spending $366 million more than you originally budgeted, where is
that money coming from if not from projects that would have been
funded further down the list, or did you have a contingency of $366
million for that project?
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Mr. HAGGSTROM. No, there is not a contingency of $366 million.
Conceivably, under what you are talking about, if those cost over-
runs were in fact correct, it would, of course, push the program out
to the right and projects would not be funded as quickly as perhaps
we would have liked them to be.

Mr. O'ROURKE. And I see, you know, I am obviously most con-
cerned about El Paso, the community I represent and the veterans
there, who today have to go to Albuquerque for the nearest full
service veterans hospital, which is a 10-hour roundtrip, and these
are veterans, whose service extends as far back to World War II,
going for cortisone treatment, for example. And so we desperately,
in my opinion, need a full service VA hospital in El Paso, and I see
we are number 79 in that list, and the 2014 request is zero dollars.
A few projects up, there are dollar requests for those projects.

So I can’t help but read into this that, but for these overruns or
whatever the term of art is for spending more than we originally
anticipated, we would have been able to get to these projects soon-
er.
I don’t know, Ms. St. James, if in your analysis of the VA’s con-
struction projects you were able to correlate, you know, these over-
runs in time and dollars to what it did to our ability to construct
other projects further down the list.

Ms. ST. JAMES. No, we really did not look at that. I would hope,
though, that VA’s implementation of providing better estimates
where the design is 35 percent complete at the time they submit
it to you, that you would have a better idea of what the project
would cost and that is what we would hope to see.

When VA comes back to you for money, with having 35 percent
complete done at the initial asking, you should have a better idea
and a better knowledge of how much more it could actually in-
crease. But a lot of things happened that are unanticipated as well,
but we are aware of the SCIP process. It is relatively new, and we
have looked at that in the past and within the last couple of years.

Mr. O'ROURKE. And I guess, for Mr. Haggstrom again, in El
Paso, it seems like we have a number of opportunities for a new
VA facility, full service VA hospital. One is to co-locate it with the
new William Beaumont, the DoD active duty hospital, which is
moving forward now. Another is to find a partner within the public
health community with Texas Tech, for example. What do those op-
portunities do in shortening construction time and reducing costs
when we are co-locating with other facilities? Does that offer a com-
munity like El Paso an opportunity to jump up a little bit on the
list since we have a partner with whom we can construct that facil-
ity with?

Mr. HAGGSTROM. Congressman, with all due honesty, that is a
very difficult question to answer with regards to how you put it be-
cause there are so many other factors that are taken into consider-
ation when we look at the SCIP process and the planning and pro-
gramming, and many of that goes to the demographics of the areas,
what the needs of those veterans are and how they can be best
served.

If you would like to, for me to take that back as a question, I
will certainly be more than happy to do that and try to provide
that for the record.
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Mr. O'ROURKE. I appreciate that. Thank you.

Thank you, Mr. Chairman.

Mr. CoFFMAN. Thank you, Mr. O’'Rourke.

Ms. St. James, when we talk about say the facility in Aurora,
Colorado, and the cost overrun issue and the time delay, it did
start out as a—or I think there was discussion at least of being a
joint facility and then it was a standalone facility, VA facility. How
much did that contribute to the cost overruns or to the—that
delay? But I understand, obviously, when it went to bid, it was sent
out to bid as a standalone facility. I don’t think it was sent out to
bid as a joint facility, so I don’t know how you can contribute that
as it was contributed to the cost overruns.

Ms. ST. JAMES. That is actually a good question. There are four
cycles from beginning to end for a construction project, and we look
at it from the very beginning, from the planning aspect, and so we
felt that if you do not include that planning aspect in looking at
how long it takes, then you are not really looking at the full picture
of how VA manages this entire process, and in our report, we know
that VA really wanted us to look at from the construction point on,
but I think you have to realize that that—the risk is on the con-
tractor from that point. Prior to that point, the risk is on VA. So,
I think their estimates for these projects done decades ago were not
done as well as they could have been, which is why they are look-
ing at doing the 35 percent design to be complete in submitting it
to you in the very beginning.

Mr. CorFMAN. Is that normal to have a certain percentage of the
design done before they go out to bid, because I know that is their
practice. Is that also the practice in say the private sector?

Ms. St. JAMES. What we found in VA actually had an industry
forum and the industry recommended to VA that they have a 35
percent design complete.

Mr. CorrMAN. Okay. Mr. Haggstrom, what is—now, I under-
stand, first of all, I just want to commend you on putting—in our
visit to Aurora, Colorado last week, at the facility, I think you or
somebody associated with you has said that you-all, 2 months ago,
put more resources in terms of personnel to process the change or-
ders so that the prime gets paid and hopefully the subcontractors
get paid in a more timely manner. And I will certainly be moni-
toring them, but I want to commend you on that. But obviously not
having adequate resources on the ground has contributed to these
delays, and so where—where—do the other facilities have the same
problems that Aurora, Colorado, has in terms of the delay—a delay
in payments and problems with subcontractors?

Mr. HAGGSTROM. We experienced that with Orlando, Mr. Chair-
man, and we took the same steps to remedy that by putting addi-
tional resident engineers on staff and construction management
support. I believe we certainly have taken our lessons learned from
both Orlando and Denver in that we are staffing our project in
New Orleans, which is currently on cost and schedule, to make
sure that those same issues are not encountered.

Mr. COFFMAN. Ms. St. James, other facilities of the Federal Gov-
ernment, I think, are managed by the GSA. Should that be the
same case with the VA? Are their practices better? I mean, would
the taxpayers and the veterans be better served if in fact the proc-
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ess of constructing facilities like health care facilities were man-
aged by the GSA instead of the VA?

Ms. ST. JAMES. That is a good question. We actually have not
looked at, GSA doing that, but I know that VA has reached out to
GSA in terms of some of its management issues in the report that
we have been referring to that they put out November 2012. But
I can say that when you look at these four facilities, it really
doesn’t matter the type of contract you have. The relationship that
exists between a contractor, the prime or the subcontractor, taking
8 to 10 years to build a facility, at the end of the line is the vet-
eran, and that is where our concern also is.

Mr. COFFMAN.—And, I just want to say as a Gulf War veteran
and Iraq War veteran, I am very disappointed and I think that
when there are delays in these projects and these projects are de-
signed to meet the capacity needs of our veteran population, then
I believe, and maybe let me refer to Mr. Kelley, I believe that care
is ultimately delayed. Mr. Kelley.

Mr. KELLEY. I agree with your statement that care is delayed. 1
want to commend VA for using the SCIP process. It really does out-
line what the needs are. They need to put processes in place to be
able to achieve those. They understand that demographics change.
If they were to use a master planning in the Las Vegas facility,
they would have known that adding onto Nellis wasn’t going to cut
it. They knew the demographics had changed. They knew the med-
ical equipment and the processes that took place needed to change,
and they needed a larger facility.

So I think having a full master plan at each facility early on
would provide them the insight to know, when we start this plan-
ning process, what do we really need, and then you don’t have a
small facility turning into a large facility and you get quicker ac-
cess to the veterans.

Mr. CoFrFMAN. Ms. Kirkpatrick.

Mrs. KIRKPATRICK. Thank you, Mr. Chairman.

Mr. Haggstrom, I have over 20 years experience as a health care
hospital attorney. In that time period, we completely remodeled the
hospital, project started and completed, then we built a huge new
addition. That project was started and completed. Then we built a
cancer center, and that project was started and completed.

In all fairness to you, can you identify differences in your proce-
dure between the private sector and the VA that would explain
these huge delays in construction?

Mr. HAGGSTROM. Congresswoman, I have never served in the pri-
vate sector construction industry. My entire, almost 40 years in
public service has been with Air Force civil engineering. I was a
civil engineer for 28 years in the Air Force and subsequently with
the Department of Agriculture here and VA. So, in all honesty, I
am not that familiar with private sector developments and how
they go about it, but I will tell you that there are different require-
ments when you deal with Federal contracting in terms of the con-
tracting process, in terms of the due diligence, in terms of how we
do our design and construction laws that have to be applied, per-
haps like Davis-Bacon, the Miller Act, all those kinds of things.
Those are not necessarily applied in the private sector.
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When you look at it, I believe, when you look at the Federal sec-
tor and how we complete construction projects, we exercise signifi-
cantly greater oversight in terms of what our contractors are doing,
the quality of what they are doing, and the fact of the matter is,
just because they tell us there is additional money required to fin-
ish this out does not necessarily mean that we will agree with
those contractors. And we do our due diligence to ensure that what
they are claiming is in fact the truth and the fact that they deserve
payment. So there are a lot of—

Mrs. KIRKPATRICK. Well, let me just interrupt you there. I can
tell you, in the private sector, we do due diligence also and it
doesn’t cause these kinds of delays, so I have a big concern about
that. But let me switch to a different line of questioning. You men-
tion that one of the reasons the Denver project took so long is
that—the needs of the veterans were changing and you had to
change the scope of the project and the design, but are you looking
down the road at new delivery systems in health care, for instance,
using technology. Do we still need these large medical facilities
when we are entering an age of telemedicine?

Mr. HAGGSTROM. I think that is an excellent point, and Dr.
Petzel, who heads Veterans Health Administration, clearly is look-
ing at the various ways of delivery and not necessarily sticking to
infrastructure or bricks and mortar, if you will, in terms of care for
veterans. Telemedicine, home telehelp, in-home health care, all
those kinds of things I know are on the VHA’s plate in order to do
better delivery and provide better care for our veterans.

Mrs. KIRKPATRICK. One last question, and I direct this to Mr.
Kelley. You know, it seems to me that when you have a 10-year
delay in a completion of a project, by the time that project is com-
plete, it is already obsolete. Do you see that in what you have in-
vestigated? Do you see the VA trying to come back to Congress ask-
ing for authorization to then remodel these facilities that have been
10 years in the construction?

Mr. KELLEY. I don’t know the facility becomes obsolete. I do
know that the demographics change, that veterans have an expec-
tation when VA comes out into the community and says, we are
going to build a facility, this is what we are going to build, and
here is the timeline we are going to build it. Now the veterans are
invested in this, they are waiting, they have marked their cal-
endar. And when that doesn’t come through, they start getting
very, very anxious: Are we not going to get our hospital? Is it going
to have the full services that we were promised? Where am I going
to get my medical care? Now that the population has grown, the
wait lines are getting longer where I am at. I have to travel further
to receive this care. I have to do contract care with a doctor I don’t
know. So, there are a lot of implications. I don’t know if it nec-
essarily makes a facility obsolete, but it—quicker delivery would
provide better care to our servicemembers and vets.

Mrs. KIRKPATRICK. No question about it. You know, delayed care
is denied care. I thank the panel. I thank the Chairman for having
this hearing.

Mr. CorFMAN. Thank you.

Ms. Kuster.
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Ms. KUSTER. Thank you very much, Mr. Chairman, and I, too,
thank you for having this hearing. I think it is an important topic,
anything that we can do to meet the needs of the veterans, but I
also can appreciate the complexity in the health care delivery
model throughout. And my experience, 25 years in the private sec-
tor on the legal side with health care delivery is that it is far more
complex now than it certainly was.

My question is along the lines of Representative O’Rourke in
terms of those who are waiting for facilities, and I am looking at
much, much smaller facilities. I don’t represent an urban area. I
represent a very rural area in New Hampshire. We also have long
distances to travel, mountains and weather and such, and so what
we are looking at is a much smaller clinic model, and I am just
wondering, this is just a question as to how you build facilities, do
these big projects hold up a small clinic in a rural area?

Mr. HAGGSTROM. I don’t believe so because the way the appro-
priation is structured and the way you provide us resources comes
down in two different programs. Well, actually several different
programs, but the two that focus on construction is the Major Con-
struction Program, which are facilities at $10 million or greater.

Ms. KUSTER. Right.

Mr. HAGGSTROM. Those are line item appropriations where it
very specifically says we will build X at Y. When you look at the
Minor Construction Program, that is an appropriation. It is not a
line item appropriation, and so it is much more flexible in terms
of responding to the needs of our veterans and where those monies
are placed to meet those critical needs.

When you look at the third scenario and one that we have relied
on very heavily, and that is usually with our community-based out-
patient clinics and our health care facilities, we use a build-to-suit
model, and there are several break points in that leasing process,
if you will. The clear break point being that if we have an annual
rent in excess of $1 million, we must attain approval from the
Committee to move forward with that. For less than a million dol-
lars on service rent during the course of a year, the Secretary has
the authority to make those decisions for those facilities.

So when you look at it, because when we do a build-to-suit model
in putting these facilities on the ground, those leasing costs are
borne by the medical facilities accounts or through the annual ap-
propriations process.

Ms. KUSTER. Trust me, where I am talking about, the rent will
be significantly less that be a million dollars, so—and my other
question, and if you have this information or if not, if you could get
back to the Committee, I am very focused on serving women vet-
erans, and in particular, those who have experienced military sex-
ual trauma or assault. And I was so impressed by this White River
Junction facility with a separate facility for women, separate en-
trance, very, very well thought through with a task force that in-
cluded veterans in the planning and the architecture and the de-
sign to make women feel safer when they come to the hospital for
treatment. Do you know, or any of the panel members, the number
of facilities or the percentage of facilities nationwide that are now
equipped to deal with the increasing numbers of women veterans
separately from being mixed in the general population?
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Mr. HAGGSTROM. Right off the top of my head, I don’t, but I
would be happy to take that question and get the answer for you
as a matter of record.

Ms. KUSTER. Yeah, I would be very interested, and also, just as
my time runs down, just for planning purposes, looking forward,
whether that is something that is being included in the planning,
and I see you nodding your head, if you would like to respond.

Ms. F10TES. Yes, it is, Congresswoman. I recently attended my
first SCIP board meeting and was introduced to the process, and
among the very many large number of projects and plans that were
presented by the various medical centers and veterans integrated
service networks, there was specific reference in several cases, in
numerous cases, to the specific needs of women veterans, and they
are considering that, and they are planning it in their program-
ming going forward.

Ms. KUSTER. Excellent. Thank you very much.

I yield back my 2 seconds.

Mr. CorFrMAaN. Mr. O’Rourke.

Mr. O'ROURKE. Thank you. Mr. Kelley offered some suggestions
to address some of the findings made by Ms. St. James and the
GAO, and I wonder, Mr. Haggstrom, if you could give us your
thoughts or your reaction to his suggestions.

Mr. HAGGSTROM. Certainly. I fully agree that medical planners
are a crucial part of these large projects, and we have already
taken steps to include professional medical planners on both the
Denver and the New Orleans project, so we are moving forward
with that.

With regards to eCMS. ECMS is a contract writing system.

Mr. O’ROURKE. Right.

Mr. HAGGSTROM. It is not a program management system, so we
are in the process of fielding a new program management system
which is specifically tailored to manage construction projects. What
we will do, though, is look to interface the contract writing system
with the program management system so that we do have a seam-
less process for contractual record and all the change orders or
what goes on, on a project.

When you look at an AE-led design build, to be honest with you,
I have never been involved in a project with an AE design build,
but when we looked at it and we talked about it because we did
see that you mentioned it, we will take a look at it, but one of our
initial reactions was bonding capacity of the AE firms. So, that
could be somewhat problematic in terms of who is the lead, the
bonding capacity that that particular firm may be able to attain,
where typically you would probably see a much larger bonding ca-
pacity on the construction side as opposed to on the AE, but these
are all things that we will certainly take a look at.

Mr. O’'ROURKE. I appreciate that. We in our office would be inter-
ested in hearing your answers to the specific recommendations
made by Mr. Kelley.

And then I want to follow up on something that Congresswoman
Kuster brought up and I tried to address in my earlier questions,
but essentially learning from what has gone less than ideally, I
guess, in some of these projects that have been highlighted in this
report, what can communities like ours who need new facilities and
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need investment from the VA to serve veterans who currently are
not able to get service in our communities and have to travel for
that service, what can we do to improve that process, whether it
is through a co-location, I talked about DoD, or through a univer-
sity system, whether it is providing land and leasing opportunities,
give us some guidance in El Paso on how we can partner with you
todbe able to service these veterans who aren’t getting that service
today.

Mr. HAGGSTROM. I think the things that you said are very rel-
ative to looking at the future needs. I know VHA, we are in many,
many communities across the United States, sit down, talk with
your medical center directors, talk about the requirements that you
need in your community, make sure they are aware of those things,
and those things can be put forth as we go into the planning and
programming process. They can come up through the SCIP process,
all those kinds of things.

So, I think you are on the right track. I will tell you, as you
noted, the number of projects that are in the queue as require-
ments, there is a substantial list, and certainly as part of the SCIP
process, we do our best to ensure that the most critical needs that
serve our veterans are first in the queue to make sure that they
happen.

Mr. O'ROURKE. And are the criteria you use to determine rank-
ing within that SCIP process, are those published along with—

Mr. HAGGSTROM. They would. In fact, I would like to ask Ms.
Fiotes if she can go through that, having just—

Mr. O’'ROURKE. That would be great.

Mr. HAGGSTROM.—been on the SCIP process. She is a board
member, so she participates in that planning process.

Ms. F1oTES. Thank you for the opportunity.

Actually, the criteria are very well defined, and the entire proc-
ess is very deliberative, comprehensive and integrated, and it
starts with a 10-year planning horizon where all the VISNSs, the
networks, present their gaps and their proposals how to address
these gaps, and by the way, in many cases, they also talk about
non-capital ways to address the gaps, which goes to the Congress-
woman’s question earlier about other, other than just building fa-
cilities, solutions.

Mr. O’'ROURKE. And those come from the local VHA directors or
the regional?

Ms. F10TES. They come from what we call the Veterans Inte-
grated Service Networks, there are 23, I believe, across the coun-
try, and they—those plans are presented to the SCIP board. Along
with this 10-year planning horizon, we then do, subject matter ex-
perts then do a review of the proposed projects and the business
cases for those projects, and this forms the basis for the annual
budget request.

So we go from the 10-year horizon to what should we be looking
at for the upcoming year. The criteria, to get to your initial ques-
tion, again, are defined and are used for the ranking, it includes
improving safety and security, fixing what we already have, in-
creasing access to veterans, right sizing the inventory, ensuring the
value of the investment, then, of course, the department’s initia-
tives, so they've —and each criterion has sub-criteria that, again,
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the entire process is data driven to allow us to do the most objec-
tive assessment and prioritization.

Mr. O’ROURKE. Thank you. Appreciate that.

Thank you, Mr. Chairman.

Mr. CorrMAN. We will do one last round for anybody that has
any clean-up questions.

Mr. Haggstrom, I think you mentioned the electronic contract
management system, and tell me what that is supposed to do
again.

Mr. HAGGSTROM. The eCMS or Electronic Contract Management
System is a contract writing tool that we use in VA to put in place
the various contracts, whether they be service contracts, construc-
tion contracts or commodity contracts. They are used by the con-
tracting workforce to do this, and what it does is, it is an electronic
repository for the contract files in terms of what the terms and con-
ditions are, the standard clauses are, what the costs are, when it
is gone out to bid, what those bids were, all those kinds of things.
It is the electronic file for contracts.

Mr. COFFMAN. Is it designed to make the system more efficient?

Mr. HAGGSTROM. It is designed to make the contracting work-
force more productive. It gets us out of the paper business. It is
transportable so that multiple contracting officers can use the same
file at different times. We can do our risk assessments electroni-
cally as opposed to having to go out to the contracting offices and
look at the paper copies. So it 1s what we are moving to in the de-
partment in terms of our contracting records.

Al\gr. COFFMAN. Ms. St. James, is that system being utilized by
VA?

Ms. ST. JAMES. I am sorry. Say again.

Mr. CorFrFMAN. Is the Electronic Contract Management System
being currently utilized, to your knowledge?

Ms. St1. JAMES. That is a recommendation that again is coming
out of their report, and I would wholeheartedly push VA to do that.
Particularly when we were asking questions about the change or-
ders and how long things were taking, they couldn’t really tell us.
There was no system to do that. So for accountability and for track-
]iongdand for metrics, it certainly is something that I think needs to

e done.

Mr. COFFMAN. So it is not being currently used?

Ms. St1. JAMES. Not that I am aware of.

Mr. HAGGSTROM. Well, it is being used. When you look at the
contracts that we are putting in place, the vast majority of—all the
new contracts are in fact going through the Electronic Contracting
System and into the Federal Procurement Data System.

Ms. ST. JAMES. For the four that we looked at as well?

Mr. HAGGSTROM. Yes.

Ms. St. JAMES. Okay. We just know that for the change orders,
we couldn’t get that information easily. There was no real good sys-
tem in order to give that to us.

Mr. CorFMAN. Mr. Haggstrom, how long has this system been in
place and been used? Apparently, there was a mandate in 2007.

Mr. HAGGSTROM. That is correct.

Mr. CorFrmMAN.—for this system. How long has it been utilized
now?
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Mr. HAGGSTROM. I believe the system was established, it was
prior to my arriving there, back around 2006 or so. It was not well
received. Our OIG did an audit on the usage of the system. At that
particular time, it was down in the low 40s, the percentage, even
lower than that. Through the years, this is one of the metrics that
we track internally to the goal, and I believe we are now up in the
high 70s to mid 80 percent usage of electronic contract writings.

Mr. CorFFMAN. Is this a mandate by Congress? I mean, is it the
law?

Mr. HAGGSTROM. No, it is a mandate of the department, sir.

Mr. COFFMAN. It is a mandate by the—and you put out a memo
two years ago for everybody to use it and not everybody is using
it now?

Mr. HAGGSTROM. There are pockets of folks that still have not
fully developed their contracts within the system. We go through,
we find those. We provide education. We provide learning engage-
ments to those folks.

Mr. CorFrMAN. Well, I mean, you were in the United States Air
Force. If you gave out a mandate—I mean, you should put a memo,
we have got a copy of the memo 2 years ago that said everybody
has got to use this system, and you are saying now people decide
whether or not they want to use it. That is under your leadership?
You are saying that that is the way things work?

Mr. HAGGSTROM. There are cases where people have not used the
system to the full capability that they should be using it to. We go
out, we do audit reviews, we find those, we talk with the heads of
the contracting agency. There is a hierarchy within the department
from me as the acting chief acquisition officer to the heads of con-
tracting authority within the various administrations and/or staff
offices. These are the people that need to enforce through their
leadership the use of these. I do not have administrative authority
over all of the people who do contracting in the department. I just
have functional authority.

Mr. CorFMAN. Well, it sounds like you have got a real organiza-
tional problem. If you have got a system that is designed—you
know, if you are—the problem is, you have got delays; you have got
cost overruns; the system isn’t working; you are not utilizing the
system that is designed to make it work; you are not able, in your
position, to get people to use the very system that Congress man-
dated in 2007. I think that is problematic.

Mr. Haggstrom, on another issue. Is VA requiring surety bonds
of construction contracts currently?

Mr. HAGGSTROM. Yes, they do.

Mr. CorFMAN. Okay. Why is the VA making what appears to be
arbitrary last minute cuts to monthly payments to the prime con-
tractor, who then passes the cuts down to subcontractors?

Mr. HAGGSTROM. It would be helpful to have a specific issue that
that surrounds, but that could range from the work was not per-
formed—

Mr. CoFFMAN. Specifically to Aurora, Colorado.

Mr. HAGGSTROM. In those particular cases, we have encountered
areas where the work was in fact not performed but was being
asked payment for. We found that, in some cases, the work was
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performed years prior, and the time for the request for those
change orders and payments had been exceeded.

And we have also found that, in Colorado, there is a request for
payment above what the budgeted cost, but what that is absent of
is any rationale of why it was budgeted at X dollars and now why
it is at Y dollars.

The contract that we have in place is not a cost-plus contract. It
is a firm target price contract, where the contractor is to adhere to
those budgeted amounts. In the case where there is clearly a rea-
son, such as a change in scope or complexity or something like
that, they are well within their rights to submit those changes to
the VA, and we will respond to them. And if they are due addi-
tional payments, we will make those, based on what our govern-
ment cost estimate is.

Mr. CoFFMAN. Why is the VA pushing the prime in subcontrac-
tors—in what project would this be? In Aurora, Colorado, to com-
plete work without an approved change order?

Mr. HAGGSTROM. Congressman, we, over the past two months,
we just sat down with Kiewit Turner and worked to resolve 111
change orders that Kiewit Turner provided to us as the greatest
needs to come to resolution on. That was completed back in mid
April. As a result of that, VA has issued to Kewitt Turner $4 mil-
lion in change orders that Kiewit Turner can now invoice the VA
for, for payment.

Mr. CorrMAN. I will take a look at that.

Mr. Kelley, does the VFW conduct any field work to evaluate
VA’s construction program?

Mr. KELLEY. No, we do not.

Mr. CoFFMAN. Very well. Mrs. Kirkpatrick.

Mrs. KIRKPATRICK. Thank you, Mr. Chairman.

I want to follow up on your line of questioning regarding the
change orders. It appears that the CRC made a recommendation,
actually looked at the process for change orders, and they made a
recommendation that the VA examine the authority levels of con-
tracting officers in the field to execute change orders without addi-
tional reviews and that the VA consider support for hiring three
additional attorneys to review change orders.

Mr. Haggstrom, where are we in terms of those recommenda-
tions?

Mr. HAGGSTROM. The authority for the change or the change or-
ders for the contracting officers in the field has been increased from
$100,000 to $250,000 per change order. That is in effect, and we
are working with our general counsel to hire four additional attor-
neys that we—would be dedicated to helping us manage the con-
tractual requirements required by these large contracts.

Mrs. KIRKPATRICK. My last question is, does SCIP apply to these
four major projects that we are looking at in Las Vegas, Denver,
Orlando and New Orleans?

Mr. HAGGSTROM. They do not. This is pre-SCIP.

Mrs. KIRKPATRICK. And why is that?

Mr. HAGGSTROM. SCIP was not, I guess, not envisioned when we
started the planning and programming and ultimately requesting
funds for these projects. It was not until fiscal year 2012 that the
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SCIP came into being. All these projects were developed and appro-
priations requested prior to that.

Mrs. KIRKPATRICK. Mr. Kelley, would the processes in SCIP help
speed up completion of these projects?

Mr. KELLEY. Appropriations at a level that would fund these
would speed up the process. I don’t—I think SCIP can be used for
part of the planning, but as soon as the contract is written, then
that is where the delays begin, in my opinion. There is some delay
in the planning of that because I think there is some long-term
master planning that needs to happen that would allow them to
have a better understanding prior to planning, but SCIP, SCIP lays
out some of that. I think they can go in a little deeper, but I don’t
think that—SCIP, in the process of determining need, affects the
way the contracts are—in the end, are done or completed.

Mrs. KIRKPATRICK. Ms. St. James, could you prioritize for us the
top three changes that you think the VA needs to make to speed
up completion of these projects?

Ms. St. JAMES. Well, we made three recommendations in our re-
port that really were ran or systematic—systemic issues through-
out, and one of them was on the medical planners. You absolutely
need the medical planners to be involved up front and to have
guidance on when they should be used and particularly in these
very large complex medical facilities. The communication, that
needs to be clearly laid out so that you don’t have delays in what
the contractor understands that they need to do. And then the
change order process, that change order process was really sys-
temic throughout. And when you have delays, sometimes up to 6
months, it doesn’t work well, and if they don’t get the process
changed with the change orders and streamline that, then you are
going to continue to see delays, and that is within the construction.

VA needs to get their planning to go away from, and I under-
stand that they are, from rough orders of magnitude and giving
Congress what they think they need. They need to put that plan-
ning effort up front, which I believe they are trying to do, and then
to manage that construction process, including correcting the
change order.

Mrs. KIRKPATRICK. Thank you.

I yield back.

Mr. CorrMAN. Thank you. My thanks to the panel. You are now
excused.

The obstacles facing VA construction are disheartening, but I
look forward to working with the VA to improve its construction
practices and to create a system that is both fair to the veterans
who have served this country and to the taxpayers who foot the
bill.

With that, I ask unanimous consent that all Members have 5 leg-
islative days to revise and extend their remarks and include extra-
neous material.

Without objection, so ordered.

I want to thank all Members and witnesses for their participa-
tion in today’s hearing. This hearing is now adjourned.

[Whereupon, at 4:12 p.m., the Subcommittee was adjourned.]



APPENDIX

Prepared Statement of Hon. Mike Coffman, Chairman

Good afternoon. I would like to welcome everyone to today’s hearing titled “VA
Construction Policy: Failed Plans Result in Plans That Fail.”

Providing veterans medical care is a core function of VA. When VA does health
care right, it can be second to none. However, the process VA employs to build its
health care facilities is abysmal and the result leads to delays for much needed care
to veterans

The Government Accountability Office’s recent report noted that VA’s four largest
medical-center construction projects have had an average cost increase of $366 mil-
lion dollars and an average delay of thirty-five months. One of the most distressing
items in the GAO report is that VA failed to learn from its mistakes as it went from
project to project. I must add that many of these same issues have been identified
by GAO in the past and we seem to be no closer to a better result.

Unfortunately, it is not just major facilities that epitomize why VA’s construction
policy is a debacle. A little more than a year ago, this Subcommittee held a hearing
on VA’s failure to perform due diligence and failure to inform Congress of project
increases regarding the proposed clinic in Savannah, Georgia. Based on subsequent
correspondence with VA over the past year, I am not quite certain VA is getting
the message that its construction program is dysfunctional and not in keeping with
industry best practices or veterans’ expectations.

Not only is VA building facilities over budget and late, but it is also failing to pay
the contractors for their work in a timely manner. While ensuring taxpayer dollars
are properly spent is of the utmost importance, VA must pay its bills on time. Last
week, I visited the Denver project and spoke directly with VA about prompt pay-
ment to contractors and subcontractors and was alarmed by VA’s response to the
issue. Under the Prompt Payment Act, and OMB’s guidance, a Federal agency is
expected “to ensure that prime contractors disburse the funds that they receive from
the Federal Government to their small business subcontractor in a prompt manner.”
The Prompt Payment Act also requires that the contractor certify that his sub-con-
tractors are receiving payment commensurate with the work performed. But as evi-
dence shows, some contractors and subcontractors in these four projects have been
waiting for months to be paid.

Moreover, the Small Business Act explains that it is “the policy of the United
States that its prime contractors establish procedures to ensure the timely payment
of amounts due pursuant to the terms of their subcontracts with small business con-
cerns.” VA’s failure to abide by the laws governing payment to its contractors is un-
acceptable and is a problem in need of an immediate fix.

Given the number and variety of facilities VA has built over the last several
years, it is disturbing to me that VA continues to employ policies and techniques
that have repeatedly fallen short.

I look forward to hearing from today’s witnesses regarding VA’s construction pol-
icy and how we can move forward to effectively and efficiently build medical facili-
ties for our veterans.

———

Prepared Statement of Hon. Jackie Walorski

Mr. Chairman and Ranking Member, it’s an honor to serve on this Committee.

I thank you for holding this hearing on such an important issue for our veterans
and the future of veteran health care.

The Department of Veterans Affairs (VA) oversees an impressive health care de-
livery system comprised of 152 hospitals and 821 community-based outpatient clin-
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ics (CBOCs) in addition to close to 300 veteran centers.! These facilities have a rep-
utation for providing quality care specific to veteran needs; however, many of these
facilities are in desperate need of repair and modifications to accommodate the in-
flux of new veterans as well as a veteran population composed of approximately 43
percent who are 65 or older. 2

There is an obvious greater need for state-of-the-art facilities that can address the
unique needs of all veterans. This is why I am determined to ensure the replace-
ment CBOC proposed for South Bend remains on schedule to open in 2015. The ap-
proximately 53,000 veterans in Indiana’s Second Congressional District have earned
access to the primary care and mental health services promised with this new facil-
ity.

The delays and significant cost increases for other VA medical center projects are
disturbing. This is an issue which necessitates immediate action from the VA.

I look forward to working with my colleagues and our panelists to establish a plan
of action for the Department of Veterans Affairs which eliminates redundancies and
streamlines processes that promote greater efficiency in the construction of major
medical-facility projects.

Thank you.

——

Prepared Statement of Lorelei St. James

Chairman Coffman, Ranking Member Kirkpatrick, and Members of the Sub-
committee:

I am pleased to be here today to discuss our recent work examining cost increases
and schedule delays at the Department of Veterans Affairs’ (VA) major medical-fa-
cility construction projects.! According to VA’s fiscal year 2013 budget submission
to Congress, the Veterans Health Administration’s (VHA) existing infrastructure
does not fully align with the current health care needs of the veteran population.2
To help address this situation, VA has 50 major medical-facility projects3 under
way, including new construction and the renovation of existing medical facilities, at
a cost of more than $12 billion. Although VA has taken steps to improve its process
f(%? managing these construction projects, opportunities exist for VA to improve its
efforts.

This testimony discusses VA construction management issues, specifically (1) the
extent to which the cost, schedule, and scope for selected new medical-facility
projects have changed since they were submitted to Congress and the reasons for
these changes, (2) actions VA has taken to improve its construction management
practices, and (3) the opportunities that exist for VA to further improve its manage-
ment of the costs, schedule, and scope of these construction projects. This testimony
is based on our April 2013 report. In that report, we discuss VA’s current 50 major
medical-facility projects, including the original cost estimates and completion dates
and the projects’ current status according to November 2012 data.* To understand
issues involving costs estimates and completion dates, we took a more detailed re-
view of four VA medical-facility projects in Las Vegas, Orlando, New Orleans and
Denver. We also reviewed and analyzed construction documents, VA’s Strategic Plan
Fiscal Years 2011 to 2015, and other relevant documents. We interviewed officials
from VA, veterans support organizations; architectural and engineering firms; gen-

1Department of Veterans Affairs, National Center for Veterans Analysis and Statistics, “De-
partment of Veterans Affairs Statistics at a Glance,” Updated 4 February 2013. htip://
wuz)%7 véz.gov [vetdata | docs | Quickfacts | Winter—13—sharepoint.pdf.

id.

3There are an estimated 53,318 veterans in IN-02. This data was compiled on 09/30/2012,
}Jased on the district lines from the 112th Congress. http:/ /www.va.gov / vetdata | Veteran—Popu-
ation.asp.

1GAO, VA Construction: Additional Actions Needed to Decrease Delays and Lower Costs of
Major Medical-Facility Projects, GAO-13-302 (Washington, D.C.: April 4, 2013).

2U.S. Department of Veterans Affairs, Fiscal Year 2013 Budget Request. Construction IV
(Washington, D.C.: 2012).

3The term “major medical-facility project” means a project for the construction, alteration, or
acquisition of a medical facility involving the total expenditure of more than $10 million. See
38 U.S.C. § 8104. These projects cost at least $10 million, some in the hundreds of millions of
dollars. The project types include new construction, renovation of existing structures, expansion,
or a combination of types. The total number of major VA medical-facility projects is based on
agency data from November 2012.

4We identified reasons for selected facilities’ overall cost and schedule changes, but were not
able to identify the extent to which specific reasons changed these costs and schedules, unless
specifically noted.
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eral contractor construction firms; and construction management firms. The work on
which this statement is based was conducted from April 2012 to April 2013 in ac-
cordance with generally accepted government auditing standards. For a more de-
tailed explanation of our scope and methodology, see the April 2013 report.

In summary, we recognize that some cost increases and schedule delays result
from factors beyond VA’s control; however, our review of VA’s largest projects indi-
cated weaknesses in VA’s construction management processes also contributed to
cost increases and schedule delays. Given that VA is currently involved in 50 major
medical-facility construction projects, including four large medical centers, VA
should take further action to improve its management of costs, schedule, and scope
of these projects.

Cost Increases and Schedule Delays at the Four Largest Projects Occurred
for a Variety of Reasons

Cost Increases and Schedule Delays

Costs increased and schedules were delayed considerably for VA’s four largest
medical-facility construction projects, when comparing November 2012 construction
project data with the cost and schedule estimates first submitted to Congress. Cost
increases ranged from 59 percent to 144 percent,® representing a total cost increase
of nearly $1.5 billion and an average increase of approximately $366 million per
project. The schedule delays ranged from 14 to 74 months with an average delay
of 35 months per project (see table 1).

Table 1: Veterans Affairs Major Medical-Facility Projects Cost Increases and Schedule Delays, as of November 2012

Current Total

Total i d of i d

Project Initial total i Per g Initial estil d pleti th years to
location estimated costs  costs increase completion date date extended complete®
Las Vegas $325 million $585 million 80 April 2009 June 2014 74 10.25
Orlando $254 million $616 million 143 April 2010 July 2013° 39 8.5
Denver $328 miltion $800 million 144 February 2014 April 2015 14 10.5
New Orleans  $625 miillion $995 million 59 December 2014 February 2016 14 8.5

Source: GAO Analysis of VA data.

a - The column titled “total estimated years to complete” is reported to the nearest
quarter year and is calculated from the time VA approved the architecture and engi-
neering firm to the current estimated completion date. We calculated the “number
of months extended” column by counting the months from the initial estimated com-
pletion date to the current estimated completion date, as reported by VA. According
to VA, the dates in the initial estimated completion dates are from the initial budget
prospectus, which assumed receipt of full construction funding within 1 to 2 years
after the budget submission. In some cases, construction funding was phased over
several years and the final funding was received several years later. Naval Facilities
Engineering Command officials we spoke with told us that historically, their med-
ical facility projects take approximately 4 years from design to completion. We cal-
culated the percentage change in cost by using the initial total estimated costs and
total estimated costs, as reported by VA.

b - VA provided time extensions to the Orlando, Florida contractor extending the
contract completion date to July 2013. Because of an ongoing dispute between VA
and the general contractor regarding performance of the contract in Orlando, VA
issued a “show-cause” notice to the contractor on January 31, 2013. The show-cause
notice provides the contractor an opportunity to present any facts relevant to the
dispute. As of the publication of this testimony, VA has yet to determine the next
steps to resolve this matter. July 2013 is considered the current completion date
provided to us by VA officials. However, the general contractor disagrees with this
date and has estimated that it will be spring 2014.

Of the remaining 46 major medical-facility projects, 26 are under construction or
were recently completed. Of these 26, half have experienced cost increases, but the
other half experienced either no change in costs or a decrease in costs. Nineteen of

5 According to the Office of Management and Budget (OMB), federal agencies should keep a
contingency fund of 10 to 30 percent above total estimated costs to address increased costs on
construction projects. However, this guidance applies after construction has begun, and many
of the cost increases we observed occurred before that time. The construction contractor is gen-
erally responsible for cost increases and schedule overruns under the terms of the fixed-price
contract. OMB Circular No. A-11, Appendix 8 (2012).



29

24 construction projects currently under construction or recently completed have ex-
perienced schedule delays. ¢

In commenting on a draft of our April 2013 report, VA contends that using the
initial completion date from the construction contract would be more accurate than
using the initial completion date provided to Congress; however, using the initial
completion date from the construction contract would not account for how VA man-
aged these projects prior to the award of the construction contract. Cost estimates
at this earlier stage should be as accurate and credible as possible because Congress
uses these initial estimates to consider authorizations and make appropriations de-
cisions. We used a similar methodology to estimate changes to cost and schedule of
construction projects in a previous report issued in 2009 on VA construction
projects. We believe that the methodology we used in our April 2013 and December
2009 report on VA construction provides an accurate depiction of how cost and
schedules for construction projects can change from the time they are first sub-
mitted to Congress. 7 It is at this time that expectations are set among stakeholders,
including the veterans’ community, for when projects will be completed and at what
cost.

Reasons for Cost Increases and Schedule Delays at VA’s Four Largest
Projects and Related Scope Changes

At each of the four locations we reviewed, different factors contributed to cost in-
creases and schedule delays:

e Changing health care needs of the local veteran population changed
the scope of the Las Vegas project. VA officials told us that the Las Vegas
Medical Center was initially planned as an expanded clinic co-located with
Nellis Air Force Base. However, VA later determined that a much larger med-
ical center was needed in Las Vegas after it became clear that an inpatient
medical center shared with the Air Force would be inadequate to serve the med-
ical needs of local veterans.

¢ Decisions to change plans from a shared university/VA medical center
to a stand-alone VA medical center affected plans in Denver and New
Orleans. For Denver and New Orleans, VA revised its original plans for shared
facilities with local universities to stand-alone facilities after proposals for a
shared facility could not be finalized.

e Changes to the site location by VA delayed efforts in Orlando. In Or-
lando, VA’s site location changed three times from 2004 to 2010. It first changed
because VA, in renovating the existing VA hospital in Orlando, realized the fa-
cility site was too small to include needed services. However, before VA could
finalize the purchase of a new larger site, the land owner sold half of the land
to another buyer, and the remaining site was again too small.

e Unanticipated events in Las Vegas, New Orleans, and Denver also led
to delays. For example, VA officials at the Denver project site discovered they
needed to eradicate asbestos and replace faulty electrical systems from pre-ex-
isting buildings. They also discovered and removed a buried swimming pool and
found a mineral-laden underground spring that forced them to continually treat
and pump the water from the site.

VA Has Taken Steps to Improve Its Construction Management Practices

VA has made improvements in its management of major medical-facility construc-
tion projects, including creating a construction-management review council. In April
2012, the Secretary of Veterans Affairs established the Construction Review Council
to serve as the single point of oversight and performance accountability for the plan-
ning, budgeting, executing, and delivering of VA’s real property capital-asset pro-
gram. ® The council issued an internal report in November 2012 that contained find-
ings and recommendations that resulted from meetings it held from April to July
2012.9 The report revealed that the challenges identified on a project-by-project
basis were not isolated incidents but were indicative of systemic problems facing
VA, and made several recommendations to address these problems. But VA has not

6VA did not provide schedule data for both initial estimated completion date and current esti-
mated completion date for two projects under construction.

7GAO, VA Construction: VA is Working to Improve Initial Project Cost Estimates, but Should
Analyze Cost and Schedule Risks, GAO-10-189 (Washington, D.C.: Dec. 14, 2009).

8The Construction Review Council was comprised of officials from the VA, including the sec-
retary, deputy secretary, chief of staff, under secretaries, and assistant secretaries, as well as
key leaders across the department. The Secretary of VA chaired nine meetings from April 18
through June 15, 2012, to review the VA construction program and identify challenges that led
to changes in scope, cost over-runs, and scheduling delays of major projects.

9VA, The Construction Review Council Activity Report (Washington, D.C.: November 2012).
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yet developed specific guidance or instructions for how to implement the rec-
ommendations.

VA has taken some other actions to improve construction project management.
For example, VA has collaborated with other federal agencies involved in medical
facilities construction to tap their experience, and convened a construction industry
forum to communicate about ways to improve medical facilities construction prac-
tices. In addition, VA has taken steps to involve construction contractors earlier in
some projects to allow coordination with the architectural and engineering firms in
designing and planning a project.

Opportunities Exist for VA to Further Improve Its Construction Manage-
ment Practices

Although VA has made improvements in its management of major medical-facility
construction projects, many of these projects continue to experience cost increases
and schedule delays. We recognize that some cost increases and schedule delays re-
sult from factors beyond VA’s control; however, our review of VA’s four largest
projects indicates that weaknesses in VA’s construction management processes—in
galrticular, those listed below—also contributed to cost increases and schedule

elays:

Using Medical Equipment Planners

VA officials have emphasized that they need the flexibility to change their heath
care processes in response to the development of new technologies, equipment, and
advances in medicine. 1 Given the complexity and sometimes rapidly evolving na-
ture of medical technology, many health care organizations employ medical equip-
ment planners to help match the medical equipment needed in the facility to the
construction of the facility. Federal and private sector stakeholders during our re-
view reported that medical equipment planners have helped avoid schedule delays.
VA officials told us that they sometimes hire a medical equipment planner as part
of the architectural and engineering firm services to address medical equipment
planning. However, we found that for costly and complex facilities, VA does not have
guidance for how to involve medical equipment planners during each construction
stage of a major hospital and has sometimes relied on local VHA staff with limited
experience in procuring medical equipment to make medical-equipment- planning
decisions. In Orlando, medical equipment specifications changed several times and
led to cost increases of at least $14 million in addition to schedule delays, as these
issues forced VA to suspend construction until the issues were resolved. In our April
2013 report, we recommended that the Secretary of VA develop and implement
agency guidance to assign of medical equipment planners to major medical construc-
tion projects. VA agreed and said it planned to address this recommendation.

Sharing Information on the Roles and Responsibilities of VA’s Construc-
tion-Management Staff

Construction of large medical facilities involves numerous staff from multiple VA
organizations. Officials from the Office of Construction and Facilities Management
(CFM) stated that during the construction process, effective communication is essen-
tial and must be continuous and involve an open exchange of information among
VA staff and other key stakeholders. ! However, we found that the roles and re-
sponsibilities of CFM and VHA staff are not always well communicated and that
it is not always clear to general contracting firms which VA officials hold the au-
thority for making construction decisions. This can cause confusion for contractors
and architectural and engineering firms, ultimately affecting the relationship be-
tween VA and the general contractor. For example, contractor officials at one site
said that VA’s project manager directed them to defer the design of specific rooms
until medical equipment was selected for the facility; however, VA’s central office
then directed the contractor to proceed with designing the rooms. This conflicting
direction from VA could require the contractor to redesign the space, further ex-
pending project resources. Participants from VA’s 2011 industry forum also reported
that VA roles and responsibilities for contracting officials were not always clear and
made several recommendations to VA to address this issue. In April 2013, we rec-
ommended that the Secretary of VA develop and disseminate procedures for commu-
nicating—to contractors—clearly defined roles and responsibilities of the VA officials
who manage major medical-facility projects, particularly those in the change-order
process. VA agreed and stated they had actions underway to improve communica-
tion involving roles and responsibilities.

10VA, Strategic Plan Refresh: FY2011-FY2015, (Washington, D.C).
11VA, Construction Primer (Washington, D.C.: January 2013).
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Managing the Change- Order Process

Most construction projects require, to varying degrees, changes to the facility de-
sign as the project progresses, and organizations typically have a process to initiate
and implement these changes through change orders. Federal regulations!2 and
agency guidance 13 state that change orders must be made promptly, and that there
be sufficient time allotted for the government and contractor to agree on an equi-
table contract adjustment. VA officials at the sites we visited stated that change or-
ders that take more than a month from when they are initiated to when they are
approved can result in schedule delays, and officials at two federal agencies that
also construct large medical projects told us that it should not take more than a
few weeks to a month to issue most change orders. 14 However, officials at two sites,
New Orleans and Orlando, said that it was common for VA to take 6 months to
process a change order, even though VA has directed its staff to eliminate or mini-
mize delays. 15 Processing delays may be caused by the difficulty involved in VA’s
and contractors’ coming to agreement on the costs of changes and the multiple levels
of review required for many of VA’s change orders. In April 2013, we recommended
that the Secretary of VA issue and take steps to implement guidance on stream-
lining the change-order process based on the findings and recommendations of the
Construction Review Council. 16 VA concurred with our recommendation and was re-
viewing the options proposed by the Construction Review Council to streamline the
change-order process.

We provided a draft of our April 2013 report for VA for review and comment. In
its written comments, VA concurred with our recommendations.

Chairman Coffman and Ranking Member Kirkpatrick, and Members of the Sub-
committee, this completes my prepared statement. I would be pleased to respond to
any questions that you may have at this time.
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1248 C.F.R. § 43.201

13VA, VA Resident Engineer Handbook, “Chapter 3: Major Construction: Contract Changes”
(3.24) (Washington, D.C.)

14 Specifically, we interviewed the U.S. Army Corps of Engineers and Naval Facilities Engi-
neering Command. We recognize that the Department of Veterans Affairs serve different popu-
lations in the defense community—active duty military personnel and veterans, respectively.
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15 Although officials at one of these sites said that VA’s timeliness of the change order process
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16 GAO-13-302.
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———

Prepared Statement of Raymond C. Kelley

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

On behalf of the nearly 2 million men and women of the Veterans of Foreign Wars
of the United States (VFW) and our Auxiliaries, I would like to thank you for the
opportunity to testify today regarding VA construction policy.

As the Department of Veterans Affairs (VA) strives to improve the quality and
delivery of care for our wounded, ill and injured veterans, the facilities that provide
that care continue to erode. With buildings that have an average age of 60 years,
VA has a monumental task of replacing or expanding the existing medical facilities.
From 2004 to 2010, utilization of VA health care facilities grew from 80 percent to
121 percent, while the conditions of these facilities declined from 81 percent to 71
percent over the same period of time.

In 2010, VA adopted the Strategic Capital Investment Planning (SCIP) process to
identify current and future infrastructure needs. Based on this process, VA identi-
fied 130 major construction projects that need to be completed by 2021 to eliminate
the current and future gaps in utilization and safety. The price tag to close these
major construction gaps is between $21 billion and $25 billion. To even come close
to accomplishing these projects, VA must maximize every dollar and implement
processes that will expedite the construction process.

The VFW has identified four major areas that need to be addressed to ensure that
construction projects are done in a more efficient and cost effective manner. First,
VA must use the electronic Contract Management System (eCMS) to its fullest po-
tential; second, VA needs to change from using the design-bid-build practice; third,
VA must adopt a comprehensive facility master plan; and forth, VA should being
using medical equipment planners on all major construction projects.

eCMS is VA’s centralized electronic contract writing and management platform
that is intended to replace the current contract writer. eCMS is designed to reduce
costs, standardize the acquisition process, reduce workload and improve communica-
tion for any contract valued at $25,000 or more.

Roll-out and utilization of eCMS has been slow. By VA’s own account, usage has
gone from 17 percent in 2008, to 77 percent in 2012. The VA Office of Acquisitions
and Logistics and Construction (OALC) has mandated that all contracts costing
more than $25,000 must be processed through eCMS. However, design flaws within
eCMS prevent it from being an effective tool in contract management and fiscal
oversight, and causes contract officers who use the program to also write the con-
tract through the National Acquisition Center’s Contract Management system.



33

Therefore, eCMS’s information is incomplete and cannot be relied upon for making
sound procurement decisions and causes contract officers to duplicate their effort,
which results in inefficient use of time and resources.

VA projects that system upgrades to eCMS will be completed in 2014. Congress
must ensure that the resources that are needed to complete these upgrades are
available and they must provide oversight to confirm eCMS is being utilized. While
the system is improving, OALC must follow through with its mandate to write con-
tracts in eCMS, so OALC can consistently capture data, allowing them to make bet-
ter acquisition decisions.

VA has historically relied on the design-bid-build project delivery system when en-
tering into contracts to build major medical facility projects. Of the 50 current VA
major medical facility projects, 43 of them are design-bid-build. With this model, an
architect is selected to design a facility, the design documents are used to secure
a bid, and then the successful contract bid holder builds the facility.

Design-bid-build projects often encounter disputes between the costumer — VA in
this case — and the construction contractor. Because these contracts are generally
firm-fixed-price, based on the completed design, the construction contractor is usu-
ally responsible for cost overruns, unless VA and the contractor agree on any needed
or proposed changes that occur with a change of scope, unforeseen site condition
changes or design errors. VA and the contractor negotiate these changes through
change orders. This process can become adversarial, because neither party wants to
absorb the cost associated with the change, and each change order can add months
to the project completion date.

The flaws of design-bid-build projects have become very apparent, highlighted by
the delays in Orlando, Florida, where a new medical facility has been delayed by
39 months due mostly to change order disputes. This contract must be followed
through to completion, but VA must use this as a lessons-learned and change their
contracting model to an Architect-led design-build model.

A design-build project teams the architectural/engineering company and the con-
struction contractor under one contract. This method can save VA up to six months
of time by putting the design phase and the construction performance metric to-
gether. Placing the architect as the lead from start to finish, and having the con-
struction contractor work side-by-side with the architect, allows the architect to be
an advocate for VA. Also, the architect and the construction contractor can work to-
gether early on in the design phase to reduce the number of design errors, and it
also allows them to identify and modify the building plans throughout the project.

VA must also use master planning at all of its facilities. Master planning will
allow VA to examine and project potential changes in technology, patient care prac-
tices and changes in veteran demographics. The new Las Vegas Medical Center is
an example of not knowing the trend in the veteran population, causing the project
to be delayed while the scope of the project was changed. Early on, VA only planned
to expand an existing facility, later realizing that a much larger facility was needed
to meet the needs of the veterans in the community. Having a thorough master plan
could have eliminated some the 74-month delay in the construction of this facility.

The last area the VFW would like to discuss that has been identified as causing
delays in medical facility construction is the purchase of medical equipment. VA
wants to equip its facilities with the most up-to-date equipment. However, procuring
medical equipment after the design of the facility inevitably causes building delays
while the designs are redrawn, and in some cases some demolition of recently con-
structed areas must take place to accommodate the newly purchased medical equip-
ment.

The VFW believes that VA would benefit from the use of medical equipment plan-
ners. Using these planners, which is an industry practice used by the Army Corps
of Engineers and other federal agencies, places an experienced medical equipment
expert at the disposal of the architect and construction contractor. When used prop-
erly, a medical equipment planner can work with the architect during the design
phase and then the construction contractor during the build phase to ensure needed
space, physical structure and electrical support are adequate for the purchased med-
ical equipment, reducing change orders, work stoppages, and the demolition of
newly built sections of a facility.

Using a medical equipment planner can reduce schedule delays and cost overruns.
Using the Orlando facility as an example again, issues with the purchase of medical
equipment caused cost overruns of more than $10 million and construction had to
be suspended until the issues were resolved.

It is important for VA to become more efficient at constructing facilities. Veterans
have expectations that medical facilities will be available when VA first states what
the completion date will be. It is obvious by looking at the number of delays and
cost overruns that the contracting and building procedures that VA currently uses
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are antiquated and are costing VA millions of dollars more for each project and
causing five to six year delays in much needed medical facilities. By implementing
these four initiatives, future major construction projects will have better oversight,
cost controls and more efficient procedures for unforeseen changes in the construc-
tion of facilities.

Mr. Chairman, this concludes my remarks and I look forward to any questions
you or the Committee may have.

Information Required by Rule XI2(g)(4) of the House of Representatives

Pursuant to Rule XI2(g)(4) of the House of Representatives, VFW has not received
any federal grants in Fiscal Year 2013, nor has it received any federal grants in
the two previous Fiscal Years.

———

Prepared Statement of Glenn D. Haggstrom

Chairman Coffman, ranking member Kirkpatrick, distinguished members of the
subcommittee, I am pleased to appear here this afternoon to update the sub-
committee on the Department of Veterans Affairs’ (VA) continuing efforts to improve
construction procedures and planning processes to ensure timely execution of major
construction projects. Joining me this afternoon is Stella Fiotes, Executive Director,
Construction and Facilities Management, OALC.

The Department’s infrastructure programs which include major and minor con-
struction, non-recurring maintenance, and leasing are part of our ongoing mission
to care for and memorialize our Nation’s Veterans. We are committed to meeting
our responsibility to design, build, and deliver quality facilities as tools to meet the
demand for access to health care and benefits.

VA has made significant improvements in its real property capital asset portfolio
to provide state of the art facilities to meet the needs of Veterans, allowing for the
highest standard of service. We have taken on the challenge of updating our aging
infrastructure to allow for management of increased workload demands; changing
Veteran patient demographics; advances in medical technology; new complex treat-
ment protocols and advanced procedures; delivering patient-centered care and serv-
ices closer to where Veterans live; and evolving Federal requirements.

The focus of my testimony today is on VA’s major construction program — our pro-
gram identification, process improvements and challenges, and accomplishments.
This will provide you a perspective of how we deliver VA’s major construction
projects.

Program Identification

The Strategic Capital Investment Planning (SCIP) process was implemented with
the fiscal year (FY) 2012 budget. This Department-wide planning process prioritizes
the Department’s future capital investment needs to strategically target VA’s lim-
ited resources to most effectively improve the delivery of services and benefits to
Veterans, their families and survivors by addressing VA’s most critical infrastruc-
ture needs and performance gaps and investing wisely in VA’s future. Using this
approach, VA has visibility across its entire real property portfolio and is able to
synchronize the projects we undertake in our major infrastructure programs to ad-
dress our most critical needs. As part of this, VA has identified critical milestones
for review in the life-cycle of a project from the planning and programming stages
to the disposition of a facility when it is no longer functional for its purpose or need-
ed to fulfill the mission.

Process Improvements

VA has taken several steps to improve the management and oversight of major
construction projects. In 2009, the VA Facility Management (VAFM) transformation
initiative was established to improve planning processes; integrate construction and
facility operations; and standardize the construction process. VAFM identified a
need for the following:

1. An enterprise approach to integrated master planning - Plans were piloted
in 2011 and are moving to full operation;

2. Systems for project management - VA procured a collaborative project man-
agement software system in 2012 and is completing phase one fielding and will
complete fielding in 2014. This software supports leases, major construction,
minor construction as well as non-recurring maintenance (NRM), and;
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3. Post occupancy evaluations (POE) - The POE program, piloted in 2012, is
now standard practice for the major construction program and is expanding to
the minor construction program. POE evaluates the completed construction to
assure closure of all gaps and deficiencies noted in the approved project scope.

In April 2012, as a follow on to the VAFM initiative, the Secretary of Veterans
Affairs established the Construction Review Council (CRC) to serve as the single
point of oversight and performance accountability for the planning, budgeting, exe-
cution, and management of the Department’s real property capital asset program.
Chaired by the Secretary, the CRC identified findings to improve performance in
four major areas:

1. Development of requirements - Add rigor to the requirements development
phase of the project and complete 35 percent of a project’s design prior to re-
questing major construction funds. This assures that full requirements are
identified early, designed, costed and managed through the construction cycle
which results in more complete cost estimates and scopes in VA’s budget sub-
missions.

2. Design Quality - VA has also implemented policy requiring constructability
reviews as part of every design review. These reviews identify design errors and
omissions prior to construction allowing the design to be corrected, thereby re-
ducing changes during construction.

3. Funding - VA is implementing an integrated approach to activation and
funding to assure the project construction program is coordinated with informa-
tion technology (IT) and medical equipment budgets and plans. This identifies
the funding and planning for the procurement of medical equipment and IT in-
frastructure, and incorporating major equipment delivery and installation into
the master construction schedule.

4. Program Management and Automation - VA continues to educate and certify
project managers and deploy modern collaborative tools for project management
to ensure project cost, scope, and schedule growth is controlled.

Further, VA has implemented the findings of the December 2009 Government Ac-
countability Office’s (GAO) report on “VA Construction: VA is Working to Improve
Estimates, but Should Analyze Cost and Schedule Risks” and now performs risk
analysis for potential cost and schedule delays as part of the project design process.
The recommendations in the May 2013 GAO report on “VA Construction: VA Addi-
tional Actions Needed to Decrease Delays and Lower Costs of Major Medical-Facility
Projects” are improvements that were also previously identified and are currently
being addressed.

Challenges and Accomplishments

VA bears the responsibility to manage all projects efficiently and to be good stew-
ards of the resources entrusted to us by Congress and the American people.

Last year we briefed the House Veterans Affairs Committee on the construction
of the new VA medical center in Orlando. The Orlando project includes 134 inpa-
tient beds, an outpatient clinic, a 120-bed community living center, a 60-bed domi-
ciliary, parking garages, and support facilities all located on a new site. VA expects
to serve nearly 113,000 Veteran enrollees. The construction project has advanced
from approximately 50% completion a year ago to approximately 80 percent today.
While the project has been challenged by design errors and omissions, medical
equipment coordination, and contractor performance, VA remains committed to
working with our contractor to ensure a quality project is delivered to meet the
needs of Veterans and their families.

The lessons learned from Orlando and past major construction projects are guid-
ing us in our management of the Denver and New Orleans replacement hospitals.
Both complexes will be full-service tertiary care medical centers that include spe-
cialty care; outpatient clinics; inpatient services; central energy plant and parking
structures; as well as other support services. Both facilities are under construction
with completion dates of 2015 and 2016 respectively. Lessons learned have resulted
in increased staff to assure timely project and contract administration; partnering
sessions that include VA and the construction and design contractors; early involve-
ment of the medical equipment planning and procurement teams; and engagement
in executive level on-site project reviews. VA will continue to provide regular up-
dates to the Congressional Committees to ensure you are fully informed on the
progress of these medical centers.

While VA’s major construction program has encountered challenges, it has also
completed and delivered significant projects for Veterans in the past five years. In
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FY 2012 and FY 2013 to date, VA has delivered nearly $1 billion worth of facilities.
This includes 16 medical facilities, including the new Las Vegas hospital, and five
new cemeteries or cemetery expansions, the vast majority of which were delivered
without construction delay and within the appropriated funds. VA continues work
to complete 52 major construction projects to provide the much needed facilities for
our Veterans and their families.

Conclusion

VA has a strong history of delivering facilities to accomplish our mission to serve
Veterans. We continually seek innovative ways to further improve our ability to de-
sign and construct state-of-the-art facilities for Veterans and their families and we
regularly engage in forums composed of both the private and public sectors that dis-
cuss best practices and challenges in today’s construction industry. The lessons
learned from our past construction projects will continue to lead to improvements
in the management and execution of our capital program as we move forward.
Thank you for the opportunity to testify before the committee today. I look forward
to answering any questions the Committee has regarding these issues.

——
Questions For The Record

Letter and Question Submitted by Rep. Beto O’Rourke, To: VA
May 10, 2013

The Honorable Eric K. Shinseki
Secretary

U.S. Department of Veterans Affairs
810 Vermont Avenue, NW
Washington, DC 20420

Dear Mr. Secretary:

In reference to our Subcommittee on Oversight & Investigations hearing entitled,
“VA Construction Policy: Failed Plans Result in Plans That Fail,” that took place
on May 7, 2013, I would appreciate it if you could answer the enclosed hearing ques-
tions by the close of business on June 10, 2013.

Committee practice permits the hearing record to remain open to permit Members
to submit additional questions to the witnesses. Attached are additional questions
directed to you.

In preparing your answers to these questions, please provide your answers con-
secutively and single-spaced and include the full text of the question you are ad-
dressing in bold font. To facilitate the printing of the hearing record, please e-mail
your response in a Word document, to Jian Zapata at jian.zapata@mail.house.gov
by the close of business on June 10, 2013. If you have any questions please contact
her at 202-225-9756.

Sincerely,

MICHAEL H. MICHAUD
Ranking Member

CWijz

Questions Submitted by Representative Beto O’'Rourke

Mr. Glenn D. Haggstrom

1. Please identify the factors that go into determining the Strategic Capital In-
vestment Planning (SCIP) priority for a facility that is co-located with either a U.S.
Department of Defense (DoD) facility or a private or public medical center.

——
VA Response to Questions Submitted by Rep. Beto O’Rourke
Question Submitted by Representative Beto O’'Rourke

Question: Please identify the factors that go into determining the Stra-
tegic Capital Investment Planning (SCIP) priority for a facility that is co-
located with either a U.S. Department of Defense (DoD) facility or a private
or public medical center.
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VA Response: The Department of Veterans Affairs (VA) Strategic Capital Invest-
ment Planning (SCIP) process provides an innovative and methodologically-rigorous
approach to providing a single, integrated list of its prioritized capital investment
projects. To identify projects that best meet the Department’s critical needs, SCIP
relies on a data-driven approach that includes the use of gap analysis, strategic cap-
ital assessment, and long-term capital planning.

For the President’s 2014 Budget proposal, VA ranked each capital project accord-
ing to how well each addressed six major criterion it identified as critical for ad-
dressing the Department’s and Veteran-s’ needs. Criteria include improving safety
and security for Veterans and VA staff; fixing and extending the useful life of cur-
rent infrastructure; increasing access; right-sizing inventory; maximizing value; and
the degree to which the project addresses mission critical initiatives that are out-
lined in the Department’s strategic plan. SCIP criteria also includes collaboration
with the Department of Defense (DoD). Projects that have a VA/DoD component are
given priority points that factor into the project’s overall prioritization score. Once
a recommendation is made, the integrated list is reviewed by VA leadership for ap-
proval and inclusion in the annual budget request. It should be noted that DoD’s
Capital Investment Decision Model (CIDM) also contains a scoring component in its
criteria that awards incentive points for collaborative proposals that support both
Departments.

VA and DoD have a long list of collaborating in the provision of medical care to
their respective beneficiaries. Support of capital construction collaborations with
DoD comports with Departmental initiatives. The VA/DoD Joint Executive Council
established a Construction Planning Committee (CPC) to facilitate collaboration be-
tween the Departments and ensure an integrated approach to planning, design, con-
struction (major and minor), leasing and other real property-related initiatives for
shared medical facilities. This integration enhances service delivery and assures
projects that are mutually beneficial to both Departments. In order to enhance exist-
ing capital asset management planning processes, the CPC developed a common ap-
proach to identify and to share common data elements and to improve communica-
tion. In 2012, the CPC shared point-of-contact information with both VA and DoD
planners as well as three data points: population, workload, and purchased care, for
utilization in each Department’s capital planning processes. In 2013, the CPC added
two additional data elements: access and available space, to aid in the early identi-
fication of potential joint construction and leasing opportunities at the field level.

While supportive of collaboration, VA does not have statutory authority to con-
struct or lease joint VA/DoD facilities. This is a significant impediment to the De-
partment’s ability to collaborate effectively with DoD. To address this issue, VA and
DoD have both proposed legislation in fiscal year 2014 that would alleviate existing
roadblocks to planning and funding future joint medical facility projects.

———

Additional Questions & Answers to VA from the Committee Members

1. VA previously stated that it concurred with GAO’s recommendations
for improving VA’s construction management practices. As such, please
provide an overview of what actions VA is taking to address these rec-
ommendations.

VA Response: Included in GAO’s report, Appendix IV, are Comments of the De-
partment of Veterans Affairs (VA). VA intends to address the report recommenda-
tions as follows:

Recommendation 1: Develop and implement agency guidance for assignment of
medical equipment planner to major medical construction projects.

VA Comment: Concur. VA concurs that medical equipment planning is critical
to mitigating project cost and schedule risks.

In coordination with the Veterans Health Administration (VHA), the Office of Ac-
quisition, Logistics, and Construction (OALC) is evaluating criteria for the assign-
ment of medical equipment planners to major construction projects, as well as med-
ical equipment planner project roles and responsibilities, and will develop and im-
plement the appropriate VA guidance. Additionally, VA has ensured that medical
equipment planners are incorporated into the Denver and New Orleans major con-
struction project teams.

Recommendation 2: Develop and disseminate procedures for communicating to
contractors clearly defined roles and responsibilities of VA officials that manage
major medical facility projects, particularly the change order process.



38

VA Comment: Concur. VA concurs with the importance of establishing and com-
municating clearly defined roles and responsibilities, particularly with respect to the
change order process.

VA currently addresses the roles and responsibilities under the contract with the
designer at the design kickoff meetings and with construction contractors at the pre-
construction conference. Roles and responsibilities relative to changes are discussed
in detail and followed in writing. The contracting officer provides a letter specifically
naming individuals with the authority to execute changes and the limits of their au-
thority. The contractor is required to sign the letter, acknowledging understanding
of the stipulated authorities and limits.

VA’s project management plan (PMP) template requires the creation of a commu-
nications plan and matrix to assure clear and consistent communications with all
parties. The communications plan must address the following:

a. generation, collection, dissemination, and storage of project information;
b. regular project communication, such as meetings and in-progress reviews;
c. frequency and method of communication (e.g., e-mail, phone); and

d. stakeholder roles and responsibilities. An appendix to the plan provides more
specific information on the development of the plan and provides a sample of
a typical communications plan matrix. VA will continue to review and define
these communications plans and develop procedures to ensure distribution to
all the stakeholders.

VA has also added a Construction Peer Excellence Review to assure effective com-
munication and collaboration are incorporated on projects during construction. This
program is an adaptation of the General Services Administration (GSA) program.
VA has GSA staff on loan to stand up the program and perform the initial reviews.
The program involves industry leaders visiting the site and assessing individual and
“team” effectiveness.

Recommendation 3: Issue and take steps to implement guidance on streamlining
the change order process based on the findings and recommendations of the Con-
struction Review Council.

VA Comment: Concur. VA is developing and will implement guidance to stream-
line the change order process to reduce review time and increase proactive action.
These strategic activities include:

a. Establishing time goals for processing change orders and modifications to the
contract. These time goals for processing will clearly convey to the staff the ac-
ceptable performance level. These time goals will be benchmarked with other
Federal agencies to assure VA incorporates best practice initiatives; and

b. Standing up a metrics program that will allow leadership to monitor change
order processing time in order to affect resources to bring the change order
processing time within acceptable standards.

In order to immediately streamline the process, VA has placed contracting staff
on-site in New Orleans, Orlando, Denver, Manhattan, and Palo Alto and has addi-
tional contracting officers available to deploy to any site requiring support to short-
en review and processing time. Additionally, VA has hired four additional attorneys
dedicated to the major construction program. These attorneys are being integrated
into the project teams to assure timely counsel and review of actions.

2. In response to GAO’s recommendation to develop and disseminate pro-
cedures for communicating to contractor’s clearly defined roles and re-
sponsibilities of VA officials responsible for managing major medical-facil-
ity projects, VA states that it will develop procedures to ensure distribution
to all stakeholders. Please explain what these procedures might include to
ensure all stakeholders are made aware of these roles and responsibilities.

VA Response: Please refer to response to Question 1, Recommendation 2.

3. In response to VA’s concerns with GAO’s methodology, VA recommends
using an alternative methodology such as calculating the estimated com-
pletion date from when the construction contract was awarded, rather
than when the project was first submitted to Congress. Can you please ex-
plain this methodology and why you think it is better model to use?

VA Response: To clarify, VA did not recommend an alternative methodology.
Rather, VA requested GAO to consider and include additional cost and schedule in-
formation that provides a more comprehensive perspective regarding changes to con-
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struction requirements and their impact on initial cost and schedule estimates. VA
detailed this request in its March 27, 2013 response to the draft GAO report, and
provides the same explanation below.

VA has significant concerns with Tables 3 and 5 of the GAO report regarding the
calculation of cost increases and schedule delays. Designs, initial cost estimates, and
schedule completion dates are developed years prospectively, well before Congress
appropriates funding and the contract to construct is awarded, which determines
initial cost and ultimate completion date of the construction project. For example,
GAO referenced numerous cost increases in the Denver project, which in some cases
were driven by a change in requirements; however, they failed to mention that dur-
ing the mid-2000s (i.e., 2004-2008), the construction market was experiencing ex-
tremely high cost escalation which greatly contributed to the project’s overall cost
increases. This was highlighted in the prospectus submitted for the fiscal year 2008
budget.

As another example, Orlando indicated a completion date of April 2010 in the first
prospectus included in the budget (referred to throughout the report as “Initial Esti-
mated Completion Date”). However, Orlando did not receive its final funding for the
main hospital building until fiscal year 2010, making it impossible to complete the
project any time during that fiscal year.

As a result, VA asked GAO to consider and include a clarifying/amplifying foot-
note to the Initial ‘Estimated Completion Date’ column of Tables 3 and 5, as follows,
“The dates represented here are from the initial budget prospectus, which assumed
receipt of full construction funding within one to two years after budget submission.
In some cases, construction funding was phased over several years, and the final
funding was received several years later.”

A more accurate depiction of the project cost and construction schedule would be
to make a comparison between the total appropriations received and the current
total estimated cost. For schedule issues, a more accurate comparison would be the
initial completion date established at the award of construction contract and the ac-
tual or estimated construction contract completion date.

Therefore, VA recommended adding the table below to supplement Table 3:

5 95 2018 4z

a. Considering that VA’s estimates are provided to Congress to authorize
and appropriate funds to projects, please discuss the validity of these ini-
tial estimates?

VA Response: The initial project construction cost estimates are valid, based on
the situation at the time of submission; however, as noted above, the time of these
initial estimates may precede actual appropriation by several years, during which
significant changes in requirements (i.e., Veterans’ needs, material and labor costs,
and market pricing) may necessitate adjustments to cost and schedule.

b.What steps has VA taken to develop accurate cost estimates?

VA Response: As noted in the November 2012 Construction Review Council re-
port, VA began requiring that major construction projects reach 35 percent design
completion prior to budget submission. The 35 percent design threshold will estab-
lish a true baseline cost estimate, reflective of all requirements, with the benefit of
engineering studies. Furthermore, the 35 percent design threshold incorporates user
group input, thus ensuring a coordinated facility approach.

c.Would VA’s recommended methodology account for any delays experi-
enced prior to awarding the construction contract?

VA Response: To reiterate, VA did not recommend an alternative methodology;
VA requested the inclusion of additional relevant cost and estimate data. VA be-
lieves that providing the above table based on final appropriations, along with Ta-
bles 3 and 5 of the report, based on initial budget estimates provides specific context
and helps account for delays experienced prior to award of construction project con-
tracts.
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4. In response to GAO’s recommendation to develop and disseminate pro-
cedures for communicating to contractor’s clearly defined roles and re-
sponsibilities of VA officials responsible for managing major medical-facil-
ity projects, VA states that it will develop procedures to ensure distribution
to all stakeholders. Please explain what these procedures might include to
ensure all stakeholders are made aware of these roles and responsibilities.

VA Response: Please refer to response to Question 1, Recommendation 2.
5. Where are the contracting officers located?

VA Response: Contracting Officers (CO) in support of OALC’s major construction
program are currently located at four regional offices (National Region, Washington,
DC; Eastern Region, Silver Spring, Maryland; Central Region, North Chicago, Illi-
nois; Western Region, Mare Island, California), and at the project sites in Denver,
Coloardo; New Orleans, Los Angeles; Orlando, Florida; and Palo Alto, California.
OALC has Administrative Contracting Officers (ACO) who are Senior Resident En-
gineers (SRE) on every construction site. The ACOs/SREs hold Level I contracting
warrants and have the authority to issue contract changes up to $100K each.

a. If long distance, how well does the long-distance management model
work when the Contracting Officer has the ultimate responsibility to en-
sure this gets done on time and within budget for the job site?

VA Response: The acquisition team is comprised of a Project Manager (PM), CO
and ACO. PMs hold a Federal Acquisition Certification for Program and Project
Managers (FAC-P/PM) and ACOs hold a Federal Acquisition Certification for Con-
tracting (FAC-C). The COs maintain close communications with on-site ACOs, PMs
and SREs. The COs visit the project site as needed; have regularly-scheduled meet-
ings with the contractors both in person and using available technology, and; hold
conferences, review progress status reports, and participate in weekly progress
meetings.

b. How many projects are the Contracting Officers responsible for?

VA Response: The number of COs varies from site to site, depending on the de-
mands of the project. The average workload is four to six projects per CO.

6. Has the VA developed specific guidance on implementing the rec-
ommendations of the Construction Management Review Council?

VA Response: Yes, VA has developed specific guidance on implementing the rec-
ommendations of the Construction Review Council (CRC).

a. Please provide this committee with a copy of that implementation
plan.

VA Response: VA has a draft Capital Programs Improvement Plan (CPIP) which
details VA’s plan of action to implement the CRC report requirements. This plan
has been drafted in coordination with the appropriate internal stakeholders and
with the oversight of the former Deputy Secretary of VA. The draft CPIP is cur-
rently going through formal internal VA review and approval and VA will provide
a copy upon completion. In the interim, progress continues to be made to close the
CRC recommendations.

b. Please provide a copy of the Construction Management Review Coun-
cil’s report from November 2012.

VA Response: A copy of the Construction Review Council report was provided
to Congressional committees, including HVAC, on January 23, 2013. See Attach-
ment A.

7. What obstacles prevent VA from completing major medical-facility
projects on time and within cost?

VA has outlined its cost and schedule challenges in completing major medical fa-
cilities in the CRC Report. VA is working to eliminate these challenges and improve
its delivery of major medical facility projects, on time and within budget.

8. Can you describe in greater detail the problems you found with the
way change orders are processed? When does VA plan on completing the
development and implementation of new guidance concerning change or-
ders?
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VA Response: VA’s change order process involves several levels of internal and
external review to ensure due diligence is taken. VA’s review of the process found
several opportunities for improvement in the following areas:

1. Construction change orders require analysis against the contractor’s Critical
Path Method (CPM) project schedule. VA in-house expertise was over-extended,
and this contributed to delays in analyzing time extension requests. VA is in
the process of hiring CPM scheduler consultants for on-site support starting on
the large projects. VA also has plans to maximize use of existing Indefinite De-
livery/Indefinite Quantity contracts for additional support.

2. VA has taken several steps to address any delays attributed to Office of Gen-
eral Counsel reviews. OALC’s Senior Procurement Executive granted individual
deviations from VA Acquisition Regulation (VAAR) 801.602-83 (concerning the
documents submitted for legal or technical review on contract modifications) for
the Denver, New Orleans, and Orlando projects. The VAAR requires legal re-
view of all unilateral contract modifications when one or more of the following
conditions are met:

e The total modification value is $100,000 or more.
e The modification is for a time extension of sixty (60) days or more.
e The contractor takes exception to VA’s accord and satisfaction language.

The individual deviations granted exemption from legal review modifications with
a value of $250,000 or less, and with time extensions of no more than sixty (60)
days. The deviations for these projects provided an opportunity to expedite contract
modifications under $250,000. In addition, VA has made additional positions avail-
able within the Office of General Counsel (OGC) to allow additional staffing to as-
sist in processing reviews. This has increased the ability of COs, ACOs and SREs
to process change orders.

3. VA encountered Defense Contract Audit Agency (DCAA) audit delays on con-
tractor’s proposals. OALC received a VAAR deviation for a third-party audit
through the General Services Administration to mitigate dependence on DCAA.
VA also engaged in a service agreement with VA Office of the Inspector General
to assist OALC with the audit demands.

4. In order to meet project demands due to the hiring problems, VA has tempo-
rarily assigned COs and ACOs/SREs with warrant authority to support the
Denver project and complete the review of contracting modifications. There are
contract specialists and one additional CO supporting the New Orleans project
on-site. At the Orlando project, in addition to the onsite ACOs/SREs and a con-
tract specialist, the CO travels to the site every other week.

5. VA is in the process of developing internal project control measures to mon-
itor progress and expedite the change order process.

9. What actions can VA take if a prime contractor is not paying a subcon-
tractor on time or at all for work that is completed?

VA Response: VA requires all prime contractors provide a payment bond as re-
quired by the Miller Act (40 U.S.C. §§ 3131-3134). The performance bond guaran-
tees the United States that the construction work will be performed to completion.
The payment bond assures payment to subcontractors and suppliers supplying labor
and materials in the course of performance of the contract. Any subcontractor or
supplier who has so furnished labor or material under a contractual relationship
with the contractor and who has not been paid in full within ninety (90) days after
the last labor was performed or material supplied, may bring suit on the payment
bond for the unpaid balance. Subcontractors and suppliers to second or lower-tiered
subcontractors are not protected by the Miller Act. VA routinely provides the bond
information to subcontractors that allege non-payment. VA also engages the prime
contractor on all non-payment issues brought forward by subcontractors and re-
minds the prime contractor of its responsibility to pay subcontractors in a timely
manner from the money VA provides for progress payments. Continued non-pay-
ment will impact the prime’s final performance evaluation.

10. VA states that it is currently evaluating criteria for assigning medical
equipment planners to major construction projects and will later develop
and implement appropriate guidance for VA. What criteria are being
weighed and when does VA expect to make a final decision on the matter?
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VA Response: VA has directed that all major medical projects employ a medical
planner. The medical planner will be provided by the designer and continue with
the project through construction.

VA’s goal is timely procurement of medical equipment. VA sent the following guid-
ance to all project managers on May 15, 2013:

“Effective immediately, all medical projects that involve the medical center
procuring medical equipment to be installed during the construction will re-
tain the services of a Medical Equipment Planner. The Medical Equipment
Planner services shall begin during design and continue through construc-
tion. The Medical Equipment Planner will work with the medical center Acti-
vation Team and provide reports to the Project Manager through the Design
Manager and Senior Resident Engineer.”

The Medical Equipment Planner is to provide the Project Manager with the infor-
mation to update the Integrated Master Schedule and will provide advance notice
of delays so the Project Manager has the opportunity to implement mitigation meas-
ures.

Projects under construction and over 40 percent complete are considered far
enough along that they do not need to hire Medical Equipment Planner services.
Medical Equipment Planners are not required for parking structures, central energy
plants, or other projects that do not include medical equipment. The Medical Equip-
ment Planner role is being incorporated into the Project Management Plan.

VA Central Office will issue a formal set of instructions by end of July 2013.

11. How does the VA deal with the volatility of the construction market
as experienced in Las Vegas?

a. In its assessment of the Las Vegas medical-facility project, GAO notes
that, “As construction of the medical facility progressed, the economic re-
cession that began in 2008 drove construction costs lower than what was
estimated. As a result, VA was able to add features back into the project
that had been eliminated and still stay on budget.” What happens when the
construction market picks back up and costs once again increase?

VA Response: VA includes an allowance for cost escalation in every project esti-
mate. OALC performs local market surveys for each major project area to keep
abreast of factors that may affect construction costs and contractor bids. OALC also
requires the design and Architect-Engineering firm to submit a local market survey
with each design submission. Escalation factors are based upon these surveys and
Office of Management and Budget (OMB) guidance. VA also structures Requests for
Proposals to include deductive alternate bids that may be exercised in the event
that bids exceed available funds.

The years just prior to 2008 were a period of high cost escalation. Escalation rates
far exceeded OMB projections and escalation allowances used by Federal agencies
across the board. In order to mitigate market escalation, value engineering was con-
ducted to reduce the cost of the Las Vegas VA Medical Center (VAMC) and all other
projects under design during that period. In 2008 the construction market abruptly
changed from one of hyper-escalation and little competition to one of hyper-competi-
tion and plummeting costs. This amplified the cost savings of value engineering
measures that had been taken and resulted in project bids far below budget.

Currently there are no indications that escalation will return to the double-digit
rates experienced in the years immediately preceding the recession. All market sur-
veys and industry analyst projections indicate escalation will be below five percent
annually for the next three to five years. Projects in development include appro-
priate allowances for escalation based on their projected schedules. Costs may ex-
ceed current budget estimates should projects be delayed beyond the projected
schedules. Value engineering measures would be taken and project scopes may need
to be reduced.

Question 12: In the recent GAO report, it was noted how additional
phases of the Las Vegas medical center project — specifically the upgrade
to the women’s clinic - have pushed the completion date back to June 2014.
As female Veterans account for approximately 10 percent of the overall
Veteran population, can you explain why the decision was made mid-con-
struction to upgrade the women’s clinic?

VA Response: VA completed the construction documents used to award the con-
struction contract for the new medical center on May 22, 2008. The standards used
in the design of the Women’s Clinic were from VHA Handbook 1330.1, dated July
16, 2004. VA updated this VHA handbook on May 21, 2010, to incorporate new
standards for the delivery of health care to Women Veterans. Since the new medical



43

center tower is still under construction, the Las Vegas VAMC decided to pursue up-
grading the Women’s Clinic prior to the opening. On July 21, 2011, the Las Vegas
VAMC requested approval from VA’s Capital Asset Board to upgrade to the Wom-
en’s Clinic to meet the new standards. The request was approved. VA has proceeded
with the design and construction.

Additionally, construction of four large Primary Care Clinics (PCC) was under-
way. Timing of construction at these PCCs allowed for modifications to meet these
increased privacy standards. Change orders were issued to the three contractors
adding the individual restrooms to four exam rooms at each PCC with minimal cost
and no delay in schedule. The PCCs currently provide care to female Veterans until
the new medical center can be completed. This has led to a good response from fe-
male Veterans enrolled in the program with improved convenience and access. The
remodel of the Women’s Health Center at the medical center has not delayed or
interfered with the activation of the rest of the facility.

Question 12a: Did the VA utilize the women stakeholders in designing the clinic?

VA Response: Yes. Throughout the design, women stakeholders participated in
all user group meetings and VA solicited, reviewed, and incorporated comments/sug-
gestions in the design.

13. Please provide a status update on the Orlando, New Orleans, and Den-
ver projects? When do you anticipate these projects will be completed?
What major obstacles still remain for each project, if any?

VA Response: Attached are the April 2013 fact sheets for the Denver (Attach-
ment B), Orlando (Attachment C), and New Orleans (Attachment D) major construc-
tion projects, which include current project status and any major obstacles. VA is
finalizing internal review of the May 2013 fact sheets, and will provide immediately
after internal clearance. VA will continue to provide this information monthly.
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