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I thank the Subcommittee for this opportunity to
present the views of the Department of Justice on the
need for refprm in the regulation of motor carriers
subject to the Interstate Commerce Act. The reforms
proposed by the Administration would provide substantial
benefit to all parties concerned: truckers would enjoy
expanded business opportunities; shippers would have far
more options with respect to service and price; and,
finally, the consuming public would receive thé cost
savings resulting from a more efficient transport system.

I believe the need to reform the current system of
interstate motor carrier regulation is well illustrated
by three episodes recently reported in the Washington press.

A bankrupt interstate trucking company, out of operation

dollars for its operating certificat in an auction "marked

b&“stiff bidding." 1/ Nothing tangible value, such as

trucks, terminals or real estate|, was included in the auction.
Mere pieces of paper, issued by jfthe ICC, granting to their

holders the right to transport qgoods for the "public convenience

1/ Stephen M. Aug, "Truckers P

1, $20 Million for Licenses
of Associated," Washington Star, ‘

7/12/76.




and necessity" commanded this $20 million dollars. The
operating authority for the Carolinas; southern Virginia
and Northern Georgia yielded $5.4 million aloneé. Why is
it that the right to drive a truck, held by a company
unable to meet its debts, can be worth so much?

A second incident raises a different question about
federal regqgulation of interstate trucking. Montgomery County
has recently constructed a liquor warehousé near Rockville. 2/
Currently, because a private road is temporarily being used
to reach the facility, deliveries to it are within the
Washington, D. C. commercial zone. 3/ However, when a new
public road to the facility is completed, the facility and
access to it will be outside the zone. A three-member
panel of the ICC staff recently rejected a request by the
coup;y“pgwengpd the D. C. zohe 0.49 of a square mile. Thus,
delivery of liquor to the facility by carriers with only
New York to D. C. authority, for example, will require that
the shipment be unloaded within the D. C. zone, reloaded by

a carrier with authority to the Rockville zone, and delivered.

2/ Stephen M. Aug, "If Price of Booze Goes Up, Blame It on
the ICC," Washington Star, 8/18/76, p. A-3.

3/ Apparently, the private road connects the facility to-
a point within the D. C. zone.



Why should the shipper utilizing this New York carrier be
required to undergo the substantial expense of an additional
unload and reload? Why should the carrier be required to
driﬁe past its ultimate delivery point, into D. C., only

to have the shipment sent back, toward New York, by another
carrier? fhe ICC will have to answer that question; we
cannot.

Finally, the case of a'New Jersey motor carrier seems
almost unbelievable. James Carter has been in the trucking
business all his life, riding first with his father, and
then starting his own business after World War II. g/ He
had built his business up to $1.5 millioh in annual revenues.
In 1969, be bought for $30,000 an ICC operating certificate
'authorizing transport throughout the eastern United States
of mannequins and display figures, and "supplies used in
connection with store display." Under this authority, he
transported all types of commodities, as had the previous
owner of the authority, so long as they were displayed for
sale in a store. Carter applied for a confirmation of his
authority in 19725 naturally, other competing truckers

recently ruled that Carter

protested his activities. The ICC

4/ ‘Stephen M. Aug, "Ruling by ICC Drives Trucker to the
Wall," wWashington Star, 9/8/76, p. A-7.




was operating illegally, and was "uhfit" to provide the
-service he was already performing. How can a carrier who
has béen engaged in the trucking business for almost 30
years, with more than 400 customers, be found at this late
date unfit to perform that service?

‘The true answer to these questions is painfully clear:
economic regulation of the motor carrier industry by the
federal government hés led to a costly and often irrational
transport systém. ,Thé need for reform is self-evident. This
' Cppg;esS'has already begun necessary reform of the federal regu-
'lation of railroads by its enactmént of Title II of the Rail
Revitalizaton and Regulatory Reform Act of 1976. 5/ That
Act recognizes the potential for intermodal competition
which the railroads themselves sbught to forestall in the
1930's when they vigorously supported enactment of Part II
of the Interstate Commerce Act extending regulation to
motor .carriers. 6/

The need for reform of economic regulation here is even

more obvious than in the rail industry because the trucking

.5/ Pub. L. No. 94-210 (Feb. 5, 1976) /

. \-w--_——_—\’_._——'\_
6/ Thomas Gale Moore, Freight Transportation Regulation,
American Enterprise Institute for Public Policy Research,
(Wash., D. C., 1972), p. 25-26.




industry possesses none of the traditional character-
istics of an industry requiring regulation, such as
limited resources or efficiencies of scale. The métor
carrier industry simply does not require pervasive
economic regulation.

The artificial barriers to entry in interstate truck-
ing have protected existing firms from the discipline of

competition, resulting in high rates and poor service.

\
)

The costs of regulation, such as the monopoly value of
certificates, have artificially inflated rates for

shippers and product prices for the public. Service and
price options offered by regulated interstate truckers

have become sufficiently unattractive that increésing numbers
: -,

of shippers have turned to private carriage to obtain

the service they desire, even at increased cost. 7/ Finally,
~a needless waste of resources is directly caused by regu-
lation which restricts traffic to predetermined, sometimes
irrational routes, and prevents non-regulated, private

or agricultural carriers from carrying fegulated freight

on return trips. A recent study’g/.éhowé.that 25% of regulated’

7/ A recent study done for DOT revealed that 50% of
Iindustrial shippers are using private carriage at present.
J. Richard Jones, "Industrial Shipper Survey-Plant Level,"
- Office of Transportation Planning Analysis, Department of
Transportation (Wash., D. C.: 9/75), p. 21.

8/ Federal Highway Administration, Annual Truck Weight
Survey (1974).
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trucks ruh empty, well in excess of any vacuum which
would normally result from natural traffic imbalance or
specialized trucking. This type of waste need not be
tolerated: its cost is passed ultimately to the consumer,
scarce resources are expended, and levels of air and noise
pollution are unnecessarily raised.

This list of problems arising from the regulation of
interstate trucking is incomplete; but it clearly under-
lines the discreet need for change. The Motor Carrier

Reform Act, H.R. 10909, 9/ proposes a gradual reintroduction

of competi n into the motor carrier industry, while

ihg some continued regulatory re'straints.-lg/v'rhfe_'w

epartment believes that H.R. 10909 repregehts a balanced
approach, and will produce constructive reform of infer;

state trucking regulation without serious‘disruption.

The Motor Carrief Reform Act seeks to reduce the regu-
latory barriers to competition in the trucking and bus
industries in two principal ways: first, by increaéing
individual carrier rate-making flexibility; and, second,

by increasing the potential for new entrants. The bill

9/ H. R. 12084 and 12793 are identical to H. R. 10909.

10/ For example, there would continue to be some constraints

on entry, and on rate settlng by carriers. See H.R. 10909,
§§ 8 and 10-12.



proposes three changes in current law aimed at achieving
flexibility in pricing: limitation 6f the ICC's rate
suspension powers; creation of a new standard by the ICC
which determines the lawfulness of a carrier's rate; and
limitation of the anticompetitive practices of rate bureaus.
A "no-suspend” rate zone would be phased in over a three- .
——
year period. zgge ICC could not suspend as too high or too
low any non-discriminatory rate within the'zone; For rates
outside the zone, the power of the ICC to suspend rate
changes would be curtailed by a new standard which requires
the Commission to find:
(1) that the complainant would suffer immediate
and irreparable injury if the rate change
were not immediately suspended;
(2) that the complainant would be likely to
succeed on the merits; and
(3) that suspension would be in the public
interest.
A similar provision was. adopted iq the Rail Revitalization
and Regulatory Reform Act. 11/
H.R. 10909 would also establish a new standard by

which to determine the lawfulness of a carrier's rate.

11/ Pub. L. No. 94-210, § 202(e) (2).
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A lawful “compensatory‘rate" under the bill is defined as
one which equals or exceeds the variable costs of the
carrier whose rate is challenged as unlawful. This
standard will reward the efficient carriers and insure
cost-related pricing.‘ Since the ICC may declare unlawful
those rates which are not compensatory, 12/ there is
adequate protection against predatory pricing. Similar
protection is provided in the Rail Revitalization and
Regulatory Reform Act. 13/

Finally, to encourage rate—making flexibility, t

would limit the anticompetitive activities of the rate

general aprlicability woyld be iilegal three years after enact-
ment of the B\ er, rate bureaus would be prohibited
from interferin i independent rate action of individual
motor carriers. rate bureaus would be'allgwed to

continue their othekX actfivities, such as the publication of

@‘ PUb. L. No. 94-210,/ § 202(b).
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rates and collection of information. The bill thus
—— —————

eliminates the anticompetitive effects of rate bureaus,
while allowing them to continue those activities that
have generally been recognized as beneficial. A similar
approach was taken in the rail bill. 14/

The bill would achieve its goal of liberalizing entry
into interstate trucking by broadening the focus of the
present entry tests and providing a new alternative test
for entry. First, the ICC would be required to consider
favorably any proposed service which would produce lower
carfier’costs, greater efficiency, better service, satis-
faction of shipper preferences for different combinations of
rates and services, énd generally improved ¢ompetition.
Second, the Commission would be required to issue a certifi-
cate if the applicant demonstrated that: (1) he was "fit,
willing and able;" (2) the revenue from the proposed service
would cover the "actual costs” of the service; and, (3) the
rate would not be discriminatory. Theiadequacy of existing
sérvice or the effect on existing carriers could not be
considered.

The liberalized entry provisions of the Motor Carrier

Reform Act would have two effects. First, it would inject

Pub. L. No. 94-210, § 208 (b).



compétition into the setting_qf rates by forcing carriers
in a particular market to realize that, should the rates
in that market get too high in relation to costs, other
firms will enter. That threat is‘faced by the vast majority
of industrial firms in the United States, and is essential
if price competition is to be maintained. Second, i;
would permit carriers to rationalize their services by
removing inefficient baékhaul and route reétrictions.
However, liberalized entry alone will not solve the broblems
of the motor carrier indpstry: it_is on}y in conjunction with
individual, rate-making flexibility that liberaliéed éntry
can be an effective reform. |

The Administration's bill would make other salﬁfary
reforms in the rggulated motor carrier industryf‘ For
example, the prolibition against privaté carriaée among
parent and subsidiary companies would be removed} In
addition, mérgers of motor cérriers would be subject to a new
prb-competitive standard of legality and to theyexclusive

jurisdiction of| the federal courts. These and the other
e ——— .

provisions of H.R. 10909 together are an attempt to increase

efficiency and [competitfon in the motor carrier industry.
The goal is to |increase|price competition and to decrease

government intdrference |in an industry which, economic

studies show, is well-sulited for competition.



Most carriers, particularly the larger operators,
have taken a position firmly in opposition to the Motor

Carrier Reform Act, as well as to other regulatory reform

|

efforts. Inéfgg4 the head of theiAmerich>Trucking Associ-

, —_— ) L] —
ation has accused us of Vtrying to tear apart the finest

|

transportation system in the worlq;ﬁ We find this rhetoric
N - == ~

-~ P e

somewhat startling. Certainly, the Administration in
proposing thé Motor Carrier Reform Act had no intention of
"tearing apart" this nation's motor carrier industry.
Quite the contrary: the intent is to improve an industry
ideally suited to competition in which inefficiencies have
developed as a regult of forty years of government regulation.
Instead of this rhetoric, one might have expected
opponénts of regulatory reform to present a strong factual
case for regulation. For example, they might have tried
to demonstrate the high percent of traffic moving on regu-
lated carriers, the efficiency of regulated routes, and the
poor sﬁowing of the unrequlated motor carrier industry when
compared to the regulated motor carrier industryQ But the
facts do not exist to support such a case.l1l5/ Instead, we hear
the rhetoric of "teifiﬂg/QEEEELf of creating chaos in the
industry, of entry by unsafe rookies and gypsies, and cries

about loss of service to rural communities.

15/ See note 8 and text accompanying, supra, p. 5-6; note 7
and text accompanying, supra, p. 5; and see Jones Study,
(continued next page)
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We would not deny that H.R. 10909 will certainly lead
to more price competition in interstate trucking. However,
studies of industry costs and asset structure by DOT researchers
and others indicate there is no basis for the argument that
increased price flexibility will-lead to chaos. A large,
stable, and thriving unregulated'seétor of the motor carrier
industry is available to rebut any such claim,

The Motor Carrier Reform Act does not provide for
returning the motor carrier industry to free market statué.
The bill merely provides for reform of the current, illogical
regulatory mess. Under H.R. 10909, there will still be
proscriptions on rates and entry. For example, applicants
would have to demonstrate their ability to provide necessary,
aifferent, and compensatory service.

The notion of rate wars in the trucking industry,
eventually leading to the elimination of weaker lines, and
the monopoly of a few carriers, we believe, is a mirage.

All available evidence indicates that such a situation is
very unlikely to occur. Since the small motor carrier is
potentially as efficient as the large firm, there is no

advantage for large firms to attempt to drive small firms

15/ (cont'd) supra, n. 7, at p. 86, stating that 46% of indus-
trial shippers surveyed intended to increase their use of
private carriage.

\
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from the market. }f/ If by some chance they do succeed,
other small firms will replace the exited firms as the
larger firms attempt to raise rates and consequently

profits overly high. Studies done by the Departments of
Transportation and Agriéhlture indicate that the rate of entry
and. exit (the "mortality rate”)..of carriers currently exempt
from ICC regulation is no greater than that experienced by
similar firms in unregulated environments. This experience
in the unregulated sector tends to disprove the notion of
destructive competition leading to massive bankruptcies

and. interruptions of service if truck regulation is reformed.
This notion has vitality only because of its roots in the
unique experience of ‘the Depression, when the mortality rate
of business firms was generally high. At that time, repos-
sessed trucks were available at distress sale prices to the
masses of unemployed persons willing to perform any task

which might produce some income. Today, trucks can cost

{S/ It should be noted that under the current system of
regulation, there is an advantage in size. American
Trucking Assn. Inc., Brief And Petition, "Accounting

for Motor Carrier Operating Rights,” Before the Financial
Accounting Standards Board of the Financial Accounting
Foundation. 1In addition, the present system encourages
predatory practices, because once the predator succeeds,

he is protected from new entry competition by the regu-
latory scheme; with reform of entry and price restrictions,
this would no longer be the case.

13



$35,000, a considerable sum for a person seeking an
alternative to the unemployment rolls.’

Another catastrophe prédicted by the industry is that
rural America will lose service if trucking regulation is
reformed. We believe that a more reasonable asseésment of
the current level of service provided.rural America and the
logical impact of the entry provisions of H.R. 10909 -demon-
strate just the opposite. There is evidence to suggest
that, under the bill, rural America would obtain more
service than it currently receives. @ The present rate
structure makes some rural freight service unattractive.

By providing rate flexibility, loosening entry barriers,
eliminating backhaul restrictions (thus allowing!agri—
cultural carriers the right to carry non-agricultural
commodities on their return trips), service possibilities
are increased. Preliminary results of a DOT study suggest
that service to rural areas is now being provided by the
small, specialized carriers rather than by the larger
interstate carriers. Thus, the proposed reforms will not .
adversely affect rural service. 'Further,'thére_is evidence
that rural service is no ﬁore costly to proVide than 6ther
types of transportation. This underéuté the argumént that

service to rural America requires cross-subsidization by

14



more lucrative routes, and suggests that with liberalized
entry, the transport needs of all parts of America will
be met.

Finally, any concern over the effect of the bill on
safety can be easily dispelled: indeed, the likely effect
of regulatory reform will be salutary. First, the bill
provides forrmore effective safety enforcement than exists
at present. Second, there is no demonstrated tie between
the presence of economic requlation and safety performance:
private carriers have the lowest rate of safety violations
and exempt carriers the next lowest. Finally, all new
entrants will be required to meet existing safety regu-
lations. Thus, i£ would seem that enactment of H.R. 10909
can only lead to improvement of current safety levels.

The examples of the waste and inefficiency mentioned
above should not be viewed as exceptions to a system
that is working well. Certainly, these three examples
are selective, but our experience with the Interstate Commerce
Act and the ICC indicates‘these examples are illustrative of
the impact of the current regulatory system on the motor
carrier industry. The causes can be clearly traced to the

Interstate Commerce Act and its application by -the Interstate

15



Commerce Commission. Indeed, the primary beneficiaries

of the Act admit as much in a brief submitted to the

Financial Accounting Standards Board. 17/ The American
Trucking Association, self-described as "the national organi-
zation of the trucking industry," 18/ petitioned the Board

to change the current accounting treatment of operating
rights. In arguing that operating rights should not be
arbitrarily amortized, ATA set forth their analysis that
admits, in a startlingly refreshing manner, the exclusionary
features of the Interstate Commerce Act. The ATA begins

with the obvious point that without an operating certificate,
a carrier cannot stay in business under the current system. jfy
It then points to the "limited number"” of operating rights

' currently in existence, 20/ and admits that " (v)irtually the
only way for (a relatively small carrier) to obtain additional

operating authorities is to buy them from other carriers. . . ." 2L/

17/ American Trucking Association, Inc., Brief and Petition,
"Accounting for Motor Carrier Operating Rights," Before the
Financial Accounting Standards Board of the Financial Accounting
Foundation.

18/ 1d., Cover Letter.
1Y Id. at p. 5.
2/ 1Id. at p. 1.

Y/ Id. at p. 6.

16



Such a situation can only encourage concentration, as the
ATA freely admits:

The past decade has been marked by numerous acqui-

sitions and mergers within the motor carrier

industry. = Ten years ago there were approximately

17,400 motor carriers of property. This number

has now decreased to approximately 15,000 and

industry experts project that this trend of mergers

and consolidations will continue at an even greater

pace in the future. 22/
The ATA is not shy in admitting the impact of the exclusionary
features of the regulatory scheme, particularly in an environ-
ment of "rapidly growing public demand for motor carrier
service." 2¥ Operating’ rights, originally obtained from
the ICC, have now become "the single most important asset to
the motor carrier." 24 Operating rights of Class I common
carriers represent 12.4% of shareholder equity en December 31,
1972, 2% and have recently sold for 15% to 20% of the annual
revenues produced by the'authority.zﬁ_/ Through 1970, more
than $300 million had been invested by the motor carrier

industry on intangible assets, almost all of which represents

the cost of operating authorities. 27/

22/ Id. at p. 1l-2.

23/ Id. at p. 1.

24/ 1d. at p. 5.

25/ Id.

26/ Id. at p. 6.

27/ 1d., appendix B, p. 1.

17 .



The straightforward statements in the brief are quite
helpful in understanding why the industry opposes reform
of a regulatory system which restrains competition. The
"chaos" the industry fears is new entrants bringing new
service and price competition., Industry partiéipanté realize
that they cannot restrict entry £o the market withoﬁt-help
from a pervasive regulatory écheme. Without restricted entry,
the industry recognizes that_rétes and profits cannot be
maintained at near-monopoly levels.'Regulatory'refo:m:means the
loss of protection, and protection is what made the ceftificates
of even a-”bankrupt" company worth millions of dollars.
Without limited entry, the operating certificates of Associated
Transport would never be worth $20 million. Howevef, as ATA
recognizes, the combination of limited entry and increas}ng
demand produces a lucrative arrangement - one that the bene-
ficiaries, understandably enough, ~are loath to surrender
quietly. Is it thus any wondér that regulatea-trﬁckers
oppose liberalized entry and rate-making flexibility? vIs
there any doubt of the windfall benefit to the seller of an
operating certificate? 1Is there any doubt\that the cost of such
operating rights are passed on in price hikes to the ébnsumer?

Many of us believe that the time has come to reexamine

whether economic regulation serves its intended purposes,

18



whether such purposes are still valid in light of present
economic and technological conditions, and whether the

costs of regulation now outweigh any benefits. Such a
reexamination is closely tied to three fundamental public
objectives: the promotion of competition; the preservation
ofbindividual opportunity; and the conservation of scarce
resources. We must restore our faith in éompetition as an
economic system and force an end to the maxim that regulation
tends to beget more regulation. This country was built on
the private enterprise system, and it is time we returned to
that system. We should allow government economic regulation
of an industry only where a public need is clearly shown to
exist. We believe that current regulation of motor carriers
does not meet this standard and therefore should be signifi-

cantly reduced.

DOJ-1976-09
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FUTURE COST REDUCTICN POSSIBILITIES

MASS TRANSIT SYSTEM

by Vincent Lao

INTRODUCTICN

The succéss.of Value Analysis and Value Engineering (va/

VE) in industrial products is an established fact. ~However,
'VA/VE may not be aé successful in the-construction industry
as it should be;‘espeCially wheh the government is involved,.
There are many reasons for this and some of them wiil be
"dlscuesed in this paper. | |

- Based on we]l documented VA/VE case studles, 10p to, 20%
value improvement/cost reductlon possibllitles woulgrbe an
- average for'most cénstruction pro jects, This means $20 bil-
lion cosﬁ reduct}on per year for the $100 billion construction -
industry in the U.S.A., There are cost reduction possibilities
in applying ‘the philosophy and methodology of VA/VE to con- |
struction items, equipments, operation and maintenance. How-
ever, emphasizing the philosophy and‘methodology of VA/VE may
not be good enough when there are_time constraints, . Applica-
-tion Qf the "Art and Science of VE in Construction"(l)"at the
,earlyhétage of the design'must élso be emphasized for}éub-

‘stantial value improvement/cost reduction possibilitiés.

(1) Vincent Lao, The Art and Sciezce of VE in Conofrucfion,
Society of American vValue ingineers (SAVE) Proceedings
1976, page 118,
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COST ESCALATION

Cost overrun is such a,pqpuiar‘news in Washington and
other big cities like New York that it is becoming & fashion
s for the local governments -to follow. The talk about bureau-
cracy, ihefficiency and waste in government'is like a broken
record that the government officials are becoming immune to
it. After all, what is a million dollar or a billion dollar
waste here and there? It will mean only a penny or a few |
dollars to the taxpayers. This is peanuts compared to what
the average citizens expend every day. |

Of course, no one can-question how the individual uses
his own money, However, the government workers are paid to
'+ make sure that puﬁlis funds -are put ‘to gsbdﬁﬁsé*iﬁsteéduof3'°'
being wasted. Waste is a big business and it is a way-of-
~1ife in Americé. ‘The practice of bribery, graft or cofrup-
‘tion tends o dull the sensitivity of the public officials to
the idea of waste in governmeht. The elected officials |
should see to it that the citizen's.tax money is getting its
greatest value for public good., VA/VE is a new disciplinary
technique which can be used to extend the value of the citi-
zen's tax dollar, o |

In 1969 Congressman Lafry Winn Jr. of KansaS-sonducted
‘a survey concerning the effective application of VA/VE in
the federal government including the Washington Metropolitan
Area Transit Auﬁhority (WMATA), The Administrator of WMATA
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reblied aﬁa cnixibiéedgcgngréssvfor ngtﬁq@pnqpriating-the‘
money spbn«enbﬁghvto bgét inflétion, ,Inflati§n=was-used-as
a cover-up fér"the other éauses of,the.cost escalation,'es;
pecially for the unnecessary cost that could have been tech-
nically controlled.

‘Before talking aboq?ufuture cost reduction possibilities
for Mass Transit Systems, we must first know all about the
cost escalations in ordér to find out where and what the cost
reduction possibilities are and how they can be effectuated.

According to the 1965 Report to the'Président, "Rail Rapid

"~ Transit for the Nation's Capital“,(z) the capital outlay for

- the Mass Transit System was approximately #4g00 million. In
~ February 1976, the price tag for completing the system esca-
1ihed b0 §5.5 billion. THig is mors than 57% rise’in sest
in 11 years. Is the rise in cosf this much or ére.there
othef reasoné for the cost escalation?

The following is & conceptual breakdown of where the
ma jor cost escalations might have come from and where the

cost reduction possibilities are,

Washington Metro-Area Transit System

Cost Escalation

" 1976 Cost Estimates $5, 500,000,000

1965 Cost Estimates 800,000,000 -
Cost Escalation "~ $4,700,000,000 - (587%%)

(2) Rail Rapid Transit for the Nation's Capital, National
Capita1 Transportation Agency, January 1965




GERMANTOWN

MONTGOMERY COUNTY

)
LEESBURG "\

\

: N \
LOUDOUN COUNTY == ROCKVILLE

/ HERNDON

R s
{«;'/
/

SUITLAND

par e VN
(+ALEXANDR
. —

SPRINGFIELD -

BRANDYWINE

WOODBRIDGE Y~
’ od
( \

Freeway Network
wmmen  Rail Rapid Transit

s Buses on Freeways




%

The rise in construction cost is approximately 235% be-

tween 1965 and 1976. (3) Sinceé more than half of the

:Breakdown of the Cost Escalationj
Céusesﬂforﬁthe:CostzEscélation' Cost Escalation
Items| Description % 5
1 | Rise in Construction Cost 150% | 1,200,000 ,000 .
2 f Modernization & Ignorance' 1 130 1,040,000,000 |
3 | Management, Politics, etc. | 120 960,000,000
4 | Miscellaneous Cost Escalation| 27+ [ 220,000,000
5 Unnecessary Cost 160%#% | 1,280,000,000
| Total Cost Escalation . 587+ | 4&,700,000,000

., Sepital cost were commlttnd earlier than. 1976, -150% ccst;;;¢¢m.£¢ra;~-

 esca1at1on for Item No, L should be suff101ent for the
purpose of this analysis.
**.This is the unnecessary cost that éan be technically
controlled. It is almost 30% of the total cost escala;
tion, This also shows that efféctive'VA/VE can off-éet

Item No. 1 to alleviate if not stop inflation.

The cost éscélation in Item No, 1 is due to inflation
- and may have been used to_cover_up the other cost.escala-
tions. Top management might not4realiée'or wbuld not admit
that lack of value assurance of the money in their charge

was one of the main causes of inflation. Nor would they

(3) Engineering News Record, First Quarterly Cost Round Up,
'~ March 18, 1976.
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‘Qolﬁnfeerfto.highlightﬂarsmention the cost -escalations due
-td Items‘No. 2; 3, and 4, Most likely, they would nevef‘
admit that there was a cost escalation due to. Item Nd; 5.
However, the.ownérs-(ﬁsers and taxpayers)(u) who pay the
'bills and the leaders who appropriate the money should be
interested to know all the reasons for the cost escalation

and the bossibilities for cost reduction,.

COST REDUCTION POSSIBILITIES

Item No, 1: 1Inflation has many causes and there are
~many ways to slow it down. Lack of value assurance is one
‘of the basic causes of inflation that very few people know
about’ and much less do théywkﬁowfabout“VA/VE!asfa%héw#dis;?ﬁji
cipline for value assurancef There is no cost reductibn
possibilities for Item No, 1. However, effective applica-
tion of VA/VE will assure the greatest value of the invest-
ments and help slow down inflation if not stop it.

. Item No., 2: Modernizing the system is sometimes neces-
Sary for long term cost reduction effect. The "ignorance"
factor is due to ménagement's lack of knowledge of VA/VE

and value awareness of the short term and long term cost

(4) Because of the $4,7 billion cost escalation, the transit
~-riders may have to pay as much as 7 times the original
estimated cost of 25¢ for local trip ($1,75) or 55¢ for
outlying areas ($3,00) to satisfy the 1965 economic
forecast. This 1s over and above what the taxpayers
will have to pay for subsidizing the transit system in
Washington, D.C.
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impact of modcrnlz tion, For example, the cost -of automation
and the additienal cost for’passenger comfort énd;convenience
‘may be out of vroportion in view of function and cost. With-
out proper functional.and cost énalysis‘of the additional
features,'it may be too late to control the cost once the
initial.investments are-made, . Effective application of VA/VE“'
‘can have a short term as well as long term cost reduction
possibilities for Item No. 2. |

‘Item No, 3: Cost escalation due to mismanagement, poli-

tical and othér‘intangible-factorSﬂare compiéiﬁ iCOst”reduo;fn"fgiﬂ

tion possibilities on intangible factors_may not be easy to
accomplish.technioally. However, comprehensive-understanding
- and effective applicotionfofﬂYA/ME{shouldﬁproducefsubstantiaL .
value improvements, ”Empire or Toy Building"‘is a common
practice to justify the ex1stence of the office and 1ts

cost. (5) Unfortunately, the Mass TransittSystem in the
Nation's Capital is becoming & political football to be
kicked around by the politicians, At best, it is & "make
work" project for the benefit of the people who are planning,
designing, constructing, Operating and maintaining the system,
The financial situation of the project is in a mess., Its
cost effeotiveness and economic viability is in great doubt.
Either it will become a big "white elephant" or the taxpayers

will have to continue subsidizing 1t

(5) Wm, S. Gentry & Richard L. Pool, The Things I Cannot .
Change, Younger Viewpoint, Civ1l Engineering, The Maga~
zine of Engineered Construction, July 1968, _




ItemfNoivh' Miscellaneous cost escalatlon may includ
but is not limi ted to, the cost that were not accounted for
in_the contingenc1es. In this particular case, it may include
the cost of public relations,.éeSthetic-and environmental
‘considerations, etc, fWithwangeffective VA/VE application,
greater value (tangible and intangible) of the expenditures
could have been obtained with half the cost,

Item No, 5: Unnecessary cost that can be technically
controlled is what VA/VE is trying to avoid. Most adminis-
trators and managers will not admit'that'there is such a
thing as unnecessary cost., Those who are conscientious about
their responsibilities may admit that unnecessary costs‘always
exist, but they w1ll also ins1st that they are doing VA/VE
”vall the time to reduce if not totally eliminate them. The
government and the A/E's claim that they are doing VE all
' the time as e way--of-life may be true to some extent, How-
ever, VA/VE as a way-of-life may.not even scrape the tip of
the iceberg. It must be applied as a special disciplinary
task with its philosophy, methOdology, art and science to
tap the remaining VA/VE gold mine,

WMATA must have been so busy with the daily administra-
tive duties and technical problems that it is unlikely for
‘them to spend extra time for value assurance. Because of
the complexity of the project and the time involved in pre-
paring the contract plans, WMATA and the A/Es were pressed
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for'tiﬁe (thewp%cject ﬁasfalréady behind tne schedule) Jjust
"to:finish $heeconsmruction plans according to accepted=design'
standards and specifications. How could they possibly spend
.extra time for innovations -and in-depth design-to-cost anal--
ysis? Even if they had time to analyze the design-to-cost
impact, wno was going to take a SECOND LOOK (one of the im-
portant concepts of VA/VE) of the preliminary énd final design
plans according to VA/VE objectives? Besides, VA/VE will not
be~effective it if is done by the same people who are respon-
sible for the general engineering and construction plans.
Thie is why an outside VA/VE artist should be used.

The VA/VE artist should work with the in-house review

-sectlon%. Whlle they are rev1ew1ng the plans according to

accepted standards and conventlonal des1gns, the VA/VE artistﬂuwrﬂ‘““wwmww

can concentrate on pinpointing and determining high value im-
provement’ potentlals. The VA/VE task should not disturb or
lengthen the original time table for the completlon of the
project, In fact, substantial cost reduction through VA/VE
should shorten the time table, |

This paper will try to emphasize the cost reduction pos-
sibilities by applying VA/VE as a separate disciplinafy task
after planning and preliminary design, final and detail design,
plan ﬁfeparation'and constructicn contract award, The follow-
ing example will show: Why there are cost reduction>possi-
bilitiesj What they are; When and Where they can be located;
-and How the Remaining VA/VE Gold Mine can be tapped;
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REMAILING VA/VE GOLD MINE

The example shown balow is to fitustrate the application of VI as.a Disciphivary Tk Tramy plan-
ning, preliminary and {inal design to plan preparations and construction contract award,

Project : 11-95 (Highway Tunnel at the vicinity of the UGS, Capitol

Date : : 1965 - 70 (Preliminary and Final Design)
1967 - 74 {(Construction)

Total Cost : $?0 Million

.

VA/VE Designing for Value Value ]:‘!iﬁj)l'()‘.'(!).?it‘,!lt Potentials | VA/VIE as a ' Sepa rate —1
cP - i) $ Million . Disciplinary Tesk
1 Design Assumptions 30/0/0 21.0/0/0 o Philosophy, mcthodology, art
(Highway geomctrics) and science of VA/VE
2 Design Assumptions 15/25/10 { 8.0/17.5/7.0 Art and science of VE
(Design load)
3 |Types of Design - 10/10/10 | 5.0/7.0/7.0 Art and science of VI
4 Design Configurations 10/10/20 | 5.0/7.0/14.0 Art and science of VE .
(incl, New Labor Bldg.)
5 Details, Specs., Temp. 5/5/5 2.5/3.5/3.5 Philosophy, methodology, art
Construction, ete. . . and science of VA/VE
Total Cost Reduction 60/50/45 | 41,5/35,0/31.5 |Depending upon the combina-
Possibilities : ' tion of VA/VECPs,
Value Improvement : $1.5 million is the amount that is claimed to be VE as a

way -of-life.

Remaining VA/VE Gold Mine : $40.0/33,5/30, 0 million which can be only tapped by applying
VA/VE as a Disciplinary Task with its philosophy, mecthodology,
art and science. .

Cost of VA/VE : $0.5 million

Net Rciurns : $39,5/33.0/29,5 million (VA/VE bencfit/cost ratio is approxi-
- mately 60 to 80). '

Notc : 1. For a 40 year life, the total valuc improvement or savings would have been approxi-
mately $330 million if the $33 million was invested at 6% compounded intcrest.

2. Eveén if only $20 million of the VA/VE gold minc could be tapped, the value improve-
ment or savings for a 40 ycar life would still have been approximately $200 million.

3. Reducing the construction cost by $20 million would reduce construction time by at
least 25% or 21 months, The delay duc to the VE changes should not be morce than
5,000 man-hours or 25 wecks of 5 man-40 hours/weck or approximately 6 months.
The completion date of the project would have been 12 to 15 months sooner,
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VEC?e'No. 1eand.zewill be:usedjto i1lustrate why the un-
necessary.cost?exists,and how the VA/VE gold mine could have
been tapped. The map, photos, and sketches will show an 8-
lane highway tunnel (I-95) which is almost one mile long.
Itucrosses the Great Mall under'a'reflecting pool in front

of the U.S. Capitol.(é)
( map - see page 12 )

This tunnel was at the preliminary and final design stage
when the then Director of the'Bureau of Publio Roads testified
in.the'U.S. Senate that they have been doing”VE a11 fhe time
- 8s a way- of llfeg$7)> But he may not have been aware of the
.rich VA/VE gold mine that was to be buried and abandoned 1n
this tunnel. This tunnel is only a stone's throw from where_‘
’tbe Director ﬁas speaking, The remainingﬂyA/VE gold mine
could only be bapped by applying the philosophy, methodology,

art and science of VA/VE as a speoial disciplinary task.

( photos - see page 13 )

(6) U.S. Senate Hearing on VE, August 1 & 2, 1967, page 80,
garagraph 4, Senator Cooper's comments concerning this
unnel, ' ) '

(7) Ibid., page 73, last paragraph



[P

By — - ——
2| AN = 7 .
4 108|29 31 = e 2 N = ¢ 0 LENTON. SIge0) gz g
L - A~ -8 7| st st 306 % gz g
) X - < SIRCET Anall T
HEdo 23| FRANKLINI [ toun]} tre A 400 ° 100 R 90
z = 2 = 2
SQUARE PARK : = o K % g el 2
. STREET || I R %y | o z STREET )
KB | ~ 254 M,?? 8& [ —— =
=1 STREET =3 | 300
= 33 2 /_é I — = : F ‘u'flyl/[ 2 33 DEFREES %
258 || sireer G GBS? g\xfo 13 § o ; E ’% 400 —JL =] ° i H
A R = L. L LI | N I § TN 3
g g|w o4 501 g 2
2 & ~ 24) - ° = z .
@ =1 PLACE k=3 <
H / g = IS = > Q§~ <S8 3
A & 0 200 30N |
TREASUR LA L 1 L9 | =i L —swerr— | 5 o
|:|3 =l | 1200 - - G 400 mc - - 3 § 2 = | E-E
& g l = (- % ; g sy £ 5
{ 1400 , q| 00 G soq w‘:l =y s st ¢ |l acc|f soo]  eon ‘ ;
469 - son|[700] | o = DICIA 300 7440
z 70 ? I § % g 2 KER STREE] =
S 4 g \ e A
= L JL_| = 38 )| sreeq 3 N 200 £ L e 7
N ol 4z s A\t ]
_C’ S ‘a-J = LEXINGTQN
3 504 SQUARE tanss PN
700
} - MU . L D s ,’ w, @Q z E
2 b —— - c
400 “ = 100 [7 600 00
— m g ¥ cEua
JusTice pePTll  AVENUE | | TRaoegiom [ — &T
0 | = -
. =
MUSEUM OF J " - < NATIO! B Q =
n HISTORY .NA@L. oy g NATIONAL g g
¢ OLOGY MUSEUM a “| v :
= 1 r AL ‘ ORIVE 600 I
- . nmv; E
< FR— U.S. CAPITOL CAPITOL,
wASHINGTON MALL : DRIVE I . [
9 LIBRARY OF &5" o o n
, ” . ‘DRIVE l ‘ ! A4S © 0
n s - = CioRg| L2 400 100
) ; ; ; . = z =
N Yo ) INDEPENDYNCE_ pES ] CONGRESS 300 | — 4
2 BRIDGE _, ' r fj-“ﬂ T enzss N
A  ALDE AVIATION © 0 A <
. D’_ E DEPT. J STREET S
o S
i R.R. RETIREMENT VN Z Al6 o
N\ A E
oS [=A\0] =l ™
N[ = = SIREET @
== — -
jm— e ] .6 H[, '™ Jorce
LENFANT 00 “% e “0“‘
I8 STREET
PLAZA A Wi ® §
— b\ 200 j|_streer g| 700
300 S 00 m =]
9 . "é STRELT o0 _JLE==1["400]( 500 700
Loy, L—sm =] =) 154 g
JEFFERSON G F 8 \-?) o -
IEFFERSON neer ARFIELD AR .
300 200 o0 = 600 !
2 g llg !
— N < S |
- = STREET - 00 /e JU 500 = s .
o T =z
= & SS‘/% ‘é‘ h? = \\ 60p = =
. P a - (=] -
// . 300 200 T ) @ - " T o 700
F P CRE B R W
Ses Sl - S
gl . 8 A 0 | Fw A




- 5 A

HIGHWAY TUNNEL
UNDER THE REFLECTING POOL

AT

SOUTH PORTAL
OF THE TUNNEL
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-For.VA/VECP No. 1,'applyrng}ﬂﬁnctionalfand'cost:analysis
~ of the,trafficipatternsgwould have,shown that a 4-lane tunnel
was sufficient’for the through traffic, However, for pfacti-
cal considerations, a.6-1ane tunnel would have been the best
‘solution, This tunnel is located in the_CBD(s) of'WaShington,
D.C., which was the zero point of the Origin and Destination
(0 & D) study. Reversing the ramps at both ends of the tun-
nel would have automatically eliminated two extra lanes in

the tunnel, This would also have resulted in a better traffic
circulation and highway safety(9) because there will be no
weaving traffic inside the tunnel., The sketches below will

| help explain the situation,
( sketches;- see page 15 )

Eliminatingytwo ianes in the tumnel would have reduced
“construction cost by as much as $21 million., This would also
have reducednmillions of dollars of qonstruction cost for the

New Labor Department Building at the north end of thé tunnel.(lo)

(8) Central Business District. The main business in Washington
D.C. is government and the tunnel is located between the
. S Capitol and the Federal Triangle (government offices).

(9) Vincent Lao, Value Analy"is - Highway Safety and Costs,
. 1974 SAVE Proceedlngs, page 68,

(10) VECP No., &4 would have reduced the cost of this building
further. The detalls of these ideas cannot be 1llustrated
in this paper.
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:  8-Lane Tuﬁnel‘

i

~6-Lane Tunnel |

[

VA/VECP No. 1 - |
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During the early design of this tunnel, an 8-foot earth
cover was to be'but@on tep'of:it‘for~the tnees.aloﬁg its
path, This was the plan that the A/E used to prepare the
construction draﬁings.' Halfway.during the final design of
the tunnel, the U.S. Park Service and the D.C. Highway Depart-
ment agreed on & plan to put'a.reflecting pool on the Mall,
and it happened{te be on top of the tunnel where the trees
were supposed to be. Probably no one knew about the original
design load.because of the trees. If someone did; he may not
have the design-to-cost sensitivity to fealize the tremendeus
cost reduction if the design load was reduced to half its
original aosumptlons.

If there was a special VA/VE task 1n the government (D C

“or FHWA) to apply the art and science of VE the VE gold m1ne _‘

in VECP No. 2 could have been easily tapped. If VECP No. 2
- was implemented, the cosf'reduction would have beep approxi-
mately 25¢ of the original cost or $17.5 million. The cost
ef redesign and changes in‘the contract plans would not be
more than $100,000. Reducing the construction cost would
reduce the construction time and more than off-set the time

needed to change the construction plans,

( Tunnel Sections - see page 17 )



TUNNEL CROSS SECTIONS

VA/VECP No. 1
(8~1lane tunnel) - (6-lane tunnel)

Original Plan

! g reflecting pool

Finald Construction Plan VECP No. 2
(8-1lane tunnel) (8-1lane tunnel)
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After see;ng these examples, someone might think.that
 the A/E must have been so not to catch this oversight.
Yet, even if the A/E knew, he could not have the inclination

to suggest a change'beéause of the logistics of prepafing the
construction plans, After all, the design and the contract
plans were more than half finished. Besides, will he be
compensated accordingly for .extra work becéuse of the changes;h
How about his deadlines and commitments on other Jjobs? The
D.C. Highway Department or PHMA should have caught this over-
sight if they héd someone -in charge to review the plans.adcordn
ing to VA/VE objectives. |

VECP No. 2 may look simple because everything has been

- Pointed out, - Since cost reduction is automatically accom- . .

_plished by reducing the design load, someone might'wonder.
whether this,is all what VA/VE is all about. However, he

may not realize that VA/VECPs No, 1 and 2 or any of the other
 VA/VECPs were never discovered’and developed‘because.VA/VE
was not applied as a separate disciplinafy task. He may not
even know that effective VA/VE'is more than just a way-of-
life; It involveé application of its philosophy, methodciogy,

art and scilence.
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CONCLUSION

If VA/VE is effectively applied, substantial.valueq&m~
provement/cost reduction is pbssible for ma jor construction
projects. The total cost reduction possibility shown in -‘the
example is more fhan twide the average cost reduction that
was mentioned in the Introduction of this paper. The art
and science of VE is for speed, visibility and credibility.
It will help expedite the determination, development and
evaluation of the VECPS and enhance mofe cost reduction pos-
sibilities. _Applying the art and science of VE need not
delay the cémpletion 6f the project. In fact, the project

can be completed earlier according to the amount of work

‘ eliminated and the constriuction time saved as a pesult:of i -

VA/VE. However, without special authority and responsibility
to effectively pursue and follow up VA/VE objectives as a
separate disciplinary task, the remalnlng VA/VE gold mine/

.cost reduction pOSSibllitleS will never be tapped.



