
EARNED VALUE MANAGEMENT SYSTEM CRITERIA 

Organization 
1. Define the authorized work elements for the progranl. A work breakdown structure
 
(WBS), tailored for effective internal management control, is commonly used in this
 
process.
 

2. Identify the program organizational structure including the major subcontractors
 
responsible for accomplishing the authorized work, and define the organizational
 
elements in which work will be planned and controlled.
 

3. Provide for the integration of the conlpany's planning, scheduling, budgeting, work
 
authorization and cost accumulation processes with each other, and as appropriate, the
 
program work breakdown structure and the program organizational structure.
 

4. Identify the company organization or function responsible for controlling overhead
 
(indirect costs).
 

5. Provide for integration of the program work breakdown structure and the program
 
organizational struc~re in a manner that permits cost and schedule performance
 
nleasurement by elements of either or both structures as needed.
 

Planning and Budgeting 
6. Schedule the authorized work in a manner which describes the sequence of work and
 
identifies significant task interdependencies required to meet the requirements of the
 
program.
 

7. Identify physical products, milestones, technical performance goals, or other indicators 
that will be used to measure progress. 

8. Establish and maintain a time-phased budget baseline, at the control account level, 
against which program performance can be measured. Budget for far-ternl efforts may be 
held in higher-level accounts until an appropriate time for allocation at the control 
aCCOllnt level. Initial budgets established for performance nleasurement will be based on 
either internal management goals or the extenlal Cllstol11er l1egotiated target cost 
including estimates for authorized but undefinitized work. On government contracts, if an 

.over target baseline is used for performance meaSlrrement reporting purposes, prior 
notification nlust be provided to the custonler. 

9. Establish budgets for authorized work with identification of significant cost elements
 
(labor, material, etc.) as needed for internal management and for control of
 
subcontractors.
 

10. To the extent it is practical to identify the authorized work in discrete work packages, 
establish budgets forthis work in terms of dollars, hOllrs, or other measurable units. 
Where the entire control account is not subdivided into work packages, identify the far 
term effort in larger planning packages for budget and scheduling purposes. 
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11. Provide that the sum of all work package budgets plus planning package budgets 
within a control account equals the control account budget. 

12. Identify and control level of effort activity by time-phased budgets established for this 
purpose. Only that' effort which is unmeas'urable or for which measurement is imp~actical 

may be classified as level of effort. 

13. Establish overhead budgets for each significant organizational component of the 
company for expenses which will become indirect costs. Reflect in the program budgets, 
at the appropriate level, the amounts in overhead pools that are planned to be allocated to 
the program as indirect costs. 

14. Identify management reserves and undistributed budget. 

15. Provide that the program target cost goal is reconciled with the sum of all internal 
program budgets and management reserves. 

Accounting Considerations 
16. Record direct costs in a manner consistent with the budgets in a formal system 
controlled by the general books of account. 

17. When a work breakdown structure is used, summarize direct costs from control 
accounts into the work breakdown structure without allocation of a single control account 
to two or more work breakdown structure elements. 

18. Summarize direct costs from the control accounts into the contractor's organizational 
elements without allocation of a single control account to two or more organizational 
elements. 

19. Record all indirect costs which will be allocated to the contract. 

20. Identify unit costs, equivalent units costs, or lot costs when needed. 

21. For EVMS, the material accounting system will provide for: 
(1) Accurate cost accumulation and assignment of costs to control accounts in a manner 
consistent with the budgets using recognized, acceptable, costing techniques. 
(2) Cost performance measurement at the point in time most suitable for the category of 
material involved, but no earlier than the time of progress payments or actual receipt of 
material. 
(3) Full accountability of all material purchased for the program including the residual 
inventory. 

Analysis and Management Reports 
22. At least on a monthly basis, generate the following information at the control account 
and other levels as necessary for management control using actual cost data from, or 
reconcilable with, the accounting system: 
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(1) Comparison of the amount ofplanned budget and the amount of budget earned for 
work acconlplished. This comparison provides the schedule variance. 
(2) Comparison of the anlount of the budget earned the actual (applied where 
appropriate) direct costs for the same work. This comparison provides the cost variance. 

23. Identify, at least monthly, the significant differences between both planned and actual 
schedule perfornlance and planned and actual cost perfornlance, and provide the reasons 
for the variances in the detail needed by program management. 

24. Identify budgeted and applied (or actUal) indirect costs at the level and frequency 
needed by management for effective control, along with the reasons for any significant 
variances. 

25. Summarize the data elements and associated variances through the program 
organization and/or work breakdown structure to support management needs and any 
customer reporting specified in the contract. 

26. Implement managerial actions taken as the result of earned value information. 

27. Develop revised estimates of cost at completion based on performance to date, 
commitment values for material, and estimates of future conditions. Conlpare this 
information with the performance meaSllrement baseline to identify variances at 
completion important to company management and any applicable customer reporting 
requirements including statements of funding requirements. 

Revisions and Data Maintenance 
28. Incorporate authorized changes in a timely manner, recording the effects of such 
changes in budgets and scheduless In the directed effort prior to negotiation of a change, 
base such revisions on the amount estinlated and budgeted to the program organizations. 

29. Reconcile current budgets to prior budgets in terms of changes to the authorized work 
and internal replanning in the detail needed by management for effective control. 

30. Control retroactive changes to records pertaining to work performed that would 
change previously reported amounts for actual costs, earned vallIe, or budgets. 
Adjustments should be made only for correction of errors, routine accounting 
adjustnlents, effects of customer or nlanagement directed changes, or to improve the 
baseline integrity and accuracy of performance measurement data. 

31. Prevent revisions to the program budget except for authorized changes. 

32. Document changes to the performance measurement baseline. 
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GUIDANCE FOR EVALUATING,
 
EARNED VALUE MANAGEMENT SYSTEMS
 

Earned Value Management is a tool that allows both Government and Supplier Program Managers 
to have visibility into cost, schedule, and technical progress on their contracts to measure and 
manage performance. The industry guidelines establish the framework within which an adequate 
integrated cost/schedule/technical management system will fit. The guidelines do not describe a 
system, however, industry in recognizing the importance of earned value in program nlanagement, 
has developed an industry-based standard, "Earned Value Management System Guidelines" 
(ANSIlEIA-748-1998) for applying earned value. 

In designing, implementing and improving the EVMS, the objective should be to d9 what makes 
sense. An EVMS that complies with the intent of the' guidelines will facilitate inherent,features of a 
good EVMS. Some of these features are thorough planning, timely baseline establishment and 
control, and information broken down by product and organization. Other features are objective 
measurements of accomplishment against the plan at levels where the work is performed, 
summarized reporting to higher management for use in decision making; reporting discipline, and 
the implementation of management actions to mitigate risk and manage cost and schedule 
performance. 

The 32 guidelines are grouped into 5 sections (Organization! Planning, Scheduling, and Budgeting/ 
Accounting Consideraiions/ Analysis and :Nlanagement Reportsl RevisiollS alld Data ~v1aintenance) 

within the ANSIlEIA Standard. For Government reviews and analysis, these are further regrouped 
to facilitate, a process approach of nine processes: 

ORGANIZING: The organizing process is concerned principally with: ensllring that each 
part of the EVMS is properly established; defining the work required to be performed; assigning the 
tasks to organizations responsible for performing the work, including major subcontractors; 
facilitating the collection and developing of il1formation for management purposes; and identifying 
organizational resources that facilitate the preparation of accurate and timely estimates of project 
cost and schedule completion. 

SCHEDULING: The scheduling process defines the schedule hierarchy that must be 
established to ensure proper, effective planning, and statllsing of all effort on the project 

WORKIBUDGET AUTHORIZATION: This process addresses the requirements for the 
project organization to integrate budget and work planning requirements with the program 
schedules to ensure completion of contractual efforts. 

ACCOUNTING: The accounting system structure is defined by the suppliers Cost 
Accounting Standards Disclosure Statement. The intent is to ensure there is a timely and accurate 
transfer of actual cost information from the accounting system into the EVMS: 

INDIRECT MANAGEMENT: This process pulls together those requirements that apply to 
the suppliers processes of establishing, implementing, controlling, and evaluating indirect budgets 
and costs that are incurred and allocated to the individual projects. Since indirect costs are 



normally handled in organizations that are not project peculiar, there should be some method for 
assigning the appropriate values for indirect budgets and actuals to all affected projects. 

MANAGERIAL ANALYSIS: This process is the evaluation and feedback loop of the 
EVMS. Management actions are determined based on lower level analysis of pro1?lems, corrective 
actiol1S are implemented, and their effect on cost and schedule performance are projected. 

CHANGE INCORPORATION: Changes in ·major projects are inevitable. This process 
addresses the controlled processes whereby projects incorporate formal changes, conduct internal 
replanning, and adjust past, present, and futllre information to accommodate changes. The keys are 
timeliness and control. 

MATERIAL MANAGEMENT: This process expands on the application of performance 
measuremel1t to both development and production material. 

SUBCONTRACT MANAGEMENT: This process expands on the application of 
performance meaSllrement to subcontracted efforts. Only those aspects unique to n1anaging 
subcontracts are covered. 

The 32 guidelines for an EVMS span these nine processes, with some guidelines impacting more 
than one process. To ensure all areas are appropriately covered, these nine processes are further 
broken down into approximately 56 sub-processes, all of which must be reviewed and accepted, 
before the DOD Executive Agent can accept an EV:NlS. To prevent duplication and conduct tIle 
most efficient review, each gllideline is allocated to a primary process or parent process, known as 
the "Key Process". All other processes affected are referred to as "cross-process areas". These are 
not duplicated in the" templates, with the exception of Subcontract Management. Key guidelines 
associated with Subcontract Management have been reproduced in the Subcontract Management 
templates to ensure that these aspects_are adequately covered. This is due to the role played by 
subcontracts in the Defense environment and the importance of ensuring the systems in place will 
facilitate effective management, measurement and reporting of those subcontracts. 

The following is guidance in evaluating the industry guidelines/processes. The structure throughout 
provides: 

1.	 A statement ofthe Guideline, 

2.	 Additional supporting guidance to elaborate upon the intent of the guideline (characteristics 
expected in a good management system) or to direct attention to particular cross-process areas 
within the guideline, and 

3. A reference list ofdocuments to review in ensuring the guideline has been met. 

Guideline #1 - ORGANIZATION, Process Group • Organizing: 

Define the authorized work elen1ents for the program. A work breakdown structure eWBS), tailored 
for effective internal management control, is commonly used in this process. 



Additional Guidance: 
Defining the Work: The statement of work (SOW) for the project should reflect all work to be 
performed. A critical aspect is to establish the organizational responsibility for segments of the 
work and to define in-house effort versus subcontracted effort. A work breakdown structllre (WBS) 
is frequently used but is not prescribed. A WBS dictionary provides the mechanism for captllring 
the correlation between the SOW and the WBS. The WBS established for the project should not be 
extended to unreasonably low levels, since this could affect management flexibility. 

There should be only one SOW and one WBS for any program. Look for the following: 

1. A comprehensive statement of work (SOW) defining project work requirements is prepared. 

2. Correlation between the SOW and the WBS assigning segments of work to appropriate WBS 
elements~ 

3. A WBS dictionary will capture this correlation. 

Documents to Review: CWBS and Dictionary, if applicable, Contract Statement of Work, Work 
Authorizations Documents. 

~llic1eline #2 - OR(;ANTZATTONj Process GrouD - Or!!anizin!!: Cross-Process Area: 
Subcontract Management: 

Identify the program organizational structure including the major subcontractors responsible for 
accomplishing the authorized work, and define the organizational elements in which work will be 
planned and controlled. 

Additional Guidance: 
Assigning Organizational Responsibility: The organizational breakdown structure (OBS) reflects 
the way the project is functionally organized. To assign work responsibility to appropriate 
organizational elements, any WBS and OBS must be interrelated with each other; that is, 
organizational responsibility must be established' for identified units of work. The assignment of 
lower level work segments to responsible lower level managers provides a key control point for 
management purposes and cost collection. This is called the control aCCOllnt (CA). 

Establish Subcontract, Management Organizations: When effort is to be subcontracted out, the' 
applicable subcontractor is identified and related to the appropriate WBS element and/or 
organization charged with acquiring the subcontracted itenl. When designating the internal 
organization responsible for managing sllbcontracted efforts, the prime contractor must assign a 
manager with sufficient authority and responsibility to be able to ensure the subcontractor will 
perfoffil to the terms and conditions of the project. This person should have all the same 
responsIbilities as other control account managers within the program organization. 



Look for the following: 

1.	 Early identification of a program organization structured for efficient execution of the project 
work efforts. 

2.	 Integration of the major subcontractors into the project structure. 

3.	 The project will identify the appropriate organization with responsibility for managing the 
performance of the major subcontractors. 

4.	 Major subcontractors will be identified to a scope of work and its related WBS elements. 

Documents to Review: CWBS and Dictionary, if applicable, Contractor Organization Charts. 

Guideline #3 • ORGANIZATION, Process Group • Organizing: 

Provide for the integration of the supplier's planning, scheduling, budgeting, work authorization and 
cost accumulation processes with each other, and as appropriate, the program WBS and program 
organizational structure. 

Additional Guidance: 
Ensure Management Subsystems Integration: The control account is the main action point for 
planning and control of effort. All aspects of the systenl come together at this point including.~ 

budgets, schedules, work· assignments, cost collection, progress assessment, problem identification, 
and corrective actions. Most management actions taken occur as a result of significant problems 
identified at this level. The control account levels should be determined by the scope of the 
management tasks. The proper levels should not simply be an arbitrary determination or the result 
of one "across-the-board" level for control accounts. Control accounts are usually located at levels 
consistent with the project's method of management. 

Look for the following: 

1.	 Integration of the various subsystems into an EVMS that provides timely and valid project 
information to management. 

2.	 Establishment of control accounts at the appropria~e organizational level, optimized for efficient 
project management. 

Documents to Review: Internal Performance Measllrement Reports. 

Guideline #4 (DCAA) • ORGANIZATION, Process Group • Indirect Management:· 

Identify the supplier's organization or fllnction responsible for controlling overhead (indirect costs). 



Additional Guidance: 
Assign Managerial Responsibility for Indirect Cost: The sllpplier establishes an indirect budgeting 
process which includes the formal assignment of duties and limits of responsibility, a description of 
the indirect system, and policies and procedures applicable to the ~stablishment and control of 
indirect costs. Assignment and control of indirect resources must be clearly defined and should be 
commensurate with the authority to approve or avoid the expel1diture of resources. 

Look for the following: 

1.	 Managerial positions responsible for establishing and controlling indirect budgets are clearly 
identified in the supplier's organizational structure. 

2.	 The responsibilities and allthorities are clearly described. 

Documents to Review: Organization charts, Overhead budgeting policies and procedllres. 

Guideline #5 - ORGANIZATION, Process Group - Organizing: 

Provide for the integration of the program WBS and program organizational structure in a manner 
that permits cost and schedule performance measurement by elements of either or both structures as 
needed. 

Additional Guidance: 
Organize for Effective Performance·Measurement: The control account in 'an EVMS is the lowest 
levels in the structure at which the comparison of actual costs to planned budgets and earned value 
are reqllired. The cost collection point must be at a level, which will identify the cost elements and 
factors contributing to cost and/or schedule variances. Managerial authority and responsibility for 
corrective action should exist at the control account level making it the key management control 
point in the system. 

Look for the following: 

1.	 Defines control accounts in terms of organizational versus WBS responsibility and establishes 
manageable subdivisions of the project effort. 

2.	 Provides earned value information at this level for effective 'resource planning. 

Documents to Review: Internal Performance Measurement Reports, Manufacturing Breakdown 
Structure, if applicable, CWBS. 

Guideline #6 - PLANNING & BUDGETING, Process Group - Scheduling: 

Schedule the authorized work in a manner that describes the sequence of work and identifies 
significant task interdependencies required to meet the requirements of the program. 



Additional Guidance: 
Structuring Schedules for Program Management: The scheduling process defines the schedule 
hierarchy that must be established to ensure proper, effective planning and statusing of all effort on 
the program. 

Successful management reqllires the integration of the technical, schedule, and cost aspects of the 
program. Schedules that result from this integration show the planned time required accomplishing 
the technical scope of the contract. When projects experience problems in technical performance, 
either schedule delays, cost problems, or both may follow. An adequate schedlLling system will 
facilitate the depiction of the plan to accomplish the technical scope; the' actual technical progress 
against that plan, and estimates of the time required completing the remaining technical scope. The 
schedule baseline, progress, and estimated time to complete all should readily integrate with the 
financial depiction (budgets, earned value, and estimate cost to complete) of the techl1ical scope. 

The scheduling system should contain a master schedule and related subordinate schedules that 
provide a logical sequence from the detail to the summary level. Intermediate schedules should be 
established if needed to provide a logical sequence from the detail level schedule'to the master 
program schedule. The scheduling system must also provide for the interdependencies between 
organizations and/or WBS elements at the level appropriate for efficient program management. 
Detailed schedules should support control account and work package start and finish dates. 

Look for the following: 

1.	 The scheduling system contains a program master schedule reflecting contractual requirements, 
significant decision points, and key program milestones. 

2.	 Subordinate schedules provide a logical link from the level where work is being performed to 
the program master schedule and provide for program interdependencies as necessary (vertical 
dependency) e 

3.	 The schedules provide for identification of product-oriented interdependencies supporting 
completion of contractual effort (horizontal dependency). 

Documents to Review: Schedule Trace, Program Schedules. 

Guideline #7 - PLANNING & BUDGETING, Process Group - Scheduling: 

Identify physical products, milestones, technical perfoffilance goals, or other indicators that will be 
used to measure progress. 

Additional Guidance: 
Incorporate Meaningful Progress Indicators: The scheduling system should cover all specified work 
and incorporate progranl milestones that are meaningful in terms of the technical requirements of 
the contract. The schedule should provide for significant events, constraints, and interfaces to be 
clearly identified. It should provide schedules such that actual progress can be related to the plan 
and contain forecasts of expected future progress. Such schedules should identify key milestones 
and activities that recognize significant constraints and relationships. A key feature of the 



scheduling system is that it establishes and maintains the relationship between technical 
achievement and progress status. 

Look for the following: 

1.	 The use of meaningful indicators to measure actual work progress forms the basis for higher
level schedule status. 

Documents to Review: Schedule Trace, Program Schedules, and Manager Interview Results. 

Guideline 8 is divided into Parts 1 & 2 to facilitate the separation of DCAA activities'. 
Guideline #8 - (DCAA, PART 1) Planning & Budgeting, Process Group - Indirect 
Management: 

Establish and maintain a time-phased budget baseline, at the control account level, against which 
program performance can be measured. Initial budgets established for performance meaSllrement 
will be based on either internal management goals or the external customer negotiated target cost 
including estimates for authorized but undefinitized work. Budget for far-term efforts may be held 
in higher-level accounts until an appropriate time for allocation at the control account level. On 
government contracts, if an over-target baseline is used for performance measurement reporting 
purposes, prior notification must be provided to the customer. 

Additional Guidance: 
Include Indirect Budgets in the Performance Measurement Baseline (PMB): The PMB should 
include indirect budgets. Budgets should be included in the time-phased cOl1trol account budgets, 
sununary level planning packages, or undistributed budget. Irrespective of the level at which 
indirect budgets are allocated or assigned to the project, average indirect rates for the life of the 
contract or control account, may cause too much distortion in cost performance. 

Look for the following: 

1.	 The performance measurement baseline contains budgets for indirect costs at the level 
appropriate for project and/or supplier management. 

Documents to Review: Control Account Plan, Summary Planning Docun1entation, Internal Time
Phased Baseline Docllments. 

Guideline #8 - (PART 2) PLANNING & BUDGETING, Process Group - WorklBudget 
Authorization: 

Establish and maintain a time-phased budget baseline, at the control account level, against which 
program performance can be measured. Initial budgets established for performance measurement 
will be based on either internal management goals or the external customer negotiated target cost 
including estimates for authorized but undefinitized work. Budget for far-term efforts may be held 
in higher-level accounts until an appropriate time for allocation at the control account level. On 



government contracts, if an over-target baseline is. used for performance meaSllrement reporting 
purposes, prior notification must be provided to the customer. 

Additional Guidance: 
Baseline Establishment: This process addresses the requirements for the project organization to 
integrate budget and work planning requirements with the program schedules to enSllre completion 
of contractual efforts. The assignment of budgets to scheduled segments of work produces a plan 
agail1st which actual performance can be compared. This is called the performance measurement 
baseline (PMB). The PMB should be in place as early as possible after authorization to proceed. 
The relationship of individual work tasks with the time-phased resources necessary to accomplish 
them is established at the control account level. When practicable, all control accounts should be 
planned, at least at a summary level, to the end of the contract. 

Look for the following: 

1.	 The program baseline is the summation of the time-phased budgets for all the control accounts 
and sllmmary· level planning packages plus applicable indirect budgets and any undistributed 
budget. 

2.	 The performance measurement baseline is a representation of the current program plans. Proper 
maintenance of the baseline will prevent performance measurement against an outdated or 
llnauthorized plan. 

3.	 For management reasons, a project may elect to establish a program budget that exceeds the 
program"target costs. The customer will be consulted prior to implementation of the change. 

Documents to Review: Control Account Plan, Work Allthorizations Docllments, Summary Planning 
Documents, Internal Time-Phased Baseline Docllments. 

Guideline #9 - PLANNING & BUDGETING, Process Group - WorklBudget Authorization: 
Cross-Process Areas: Organizing, Material Management, and Subcontract Management: 

Establish budgets for authorized work with identific~tion of significant cost elements (labor, 
material, etc.) as needed for internal management and for control of subcontractors. 

Additional Guidance: 
Authorize Responsible Organization to Proceed with Work: Before work can proceed, scope and 
budget must be authorized to the responsible organizations. The contractor's program manager is 
given an internal authorization to proceed with contract work. Budgets and work scope then are 
divided among the program organizations. All authorized work must be associated with a 
corresponding budget. 

Authorizing Work and Budgets to the Responsible Organization: Concurrent with the baseline 
process, the work allthorization system should define and identify the work to be done by 
responsible organizational elements. Budget values, representing the time-phased valuation of the 
reSOllrces allthorized to complete the assigned work~ are also assigned to the responsible 



organization. Schedllles and budgets should be established and approved for all authorized work at 
the level determined most appropriate by the contractor. 

Establish Work Packages for Budgeted Material Items: The control account budget should include 
all direct costs for the authorized work with separate identification of cost elements (labor, material, 
and other direct costs). Budgets should be based on defined/expected quantities of material items 
necessary to meet the requirements of the project. The Bill of Material (BOM) for a project is 
normally the basis for establishing material budgets. 

Schedules for the Authorized Subcontracted Effort: One aspect of schedule integration that provides 
unique problems is the integration of subcontractor schedule information into the prime contract 
schedule. This integration should be accomplished in a manner that provides an accurate depiction 
of the impact of subcontractor performance on the project schedules. 

Budget for the Authorized Subcontracted Effort: The identification of budgets for subcontracted 
items is a result of establishing the requirement for the item to be procured as a subcontract rather 
than purchased as a material item. This involves identification of the subcontractor, the 
establishment of an estimated value for the subcontract, and ultimately negotiating the subcontract 
scope, schedule and budget. During this process, the prime contractor establishes a baseline for the 
effort at the control account level. During negotiations, the baseline values will normally be based 
on the prime contractor's estimate for the work as opposed to the subcontractor's proposal values. 
Once 'negotiations are complete, budgets are normally adjusted to reflect the negotiated value of the 
subconiract Any oiher value used musi be supporiable. 

When a subcontractor is required to provide an external performance report, subcontractor data will 
be provided to the prime contractor for performance measurement purposes. If a subcontractor is 
not required to provide earned value information, the prime contractor should establish procedures, 
which provide schedule and· technical plans and progress reports, as needed, for overall project 
management. 

Look for the following: 

1.	 Early authorization for project management to proceed with the effort and to commit company 
resources. 

2.	 A process for establishing organizational authority to proceed with project effort through the 
expenditure of resources at the control account level. 

3.	 A resource plan is the time-phased budget, which is developed at the control, account level in 
accordance with assigned work scope and schedule requirements (due dates) and stated in terms 
of direct labor hours, and/or dollars or ODe. 

4.	 Authorization to proceed with work should correlate as closely as possible to the actual 
commencement of that effort. 

5.	 Budgets assigned to control accounts for material requirements are properly planned and· 
supported by material requirement documents. 

6.	 Material budgets are time-phased in support of internal schedule requirements. 



7.	 Budgets assigned to control aCCOllnts for subcontracted items are planned and supported by 
time-phased information from the subcontractor. 

8.	 Time-phased control account budgets for the subcontractors will support internal and 
contractual schedule requirements 

Documents to Review: Work Allthorization DOCllments for Organizational Elements, Control 
Account Plans, Work/Budget Authorizations, Material Control Account Plans, Bill of Material, 
Subcontract Control Account Plans, BCWS Supporting Documentation, and Program Schedules. 

Guideline #10 - PLANNING & BUDGETING, Process Group - WorklBudget Authorization; 
Cross-Process Areas: Organizing, Material Management, and Subcontract Management: 

To the extent it is practical to identify the authorized work in discrete work packages, establish 
budgets for this work in terms of dollars, hOllrs, or other measurable units. Where the entire control 
account is not subdivided into work packages, identify the far term effort in larger planning 
packages for budget and scheduling purposes. 

Additional Guidance: 
Assignment of Performing Organizations: Work packages are natural subdivisions of control 
accounts and constitute the basic building blocks used in planning, controlling, and measuril1g 
project performance. A work package is simply a low-level task or job assignment. It describes the 
work managed by a specific performing organization and serves as a vehicle for monitoring and 
reporting work progress. Effective control and completion of the work requires that each work 
package be assigned to only one performing organization. Establishing and maintaining control at 
the Control Account level permits flexibility in the managemel1t of resources at the lower detail 
levels through work package re-planning. 

When effort at the control account level cannot be adequately defined into work packages, the 
contractor may retain budget and scope in a planning package. Work for a given cost account, 
which cannot be planned in detail at the olltset, should be divided into larger segments, and placed 
into planning packages within the cost account. This package must be assigned to an orgal1ization 
for maintenance and for detail planning into work packages at the earliest possible time. 

Distribute the Control Account Effort into Work Packages and Planning Packages: Effort contained 
within a cost account is distributed into either work packages or planning packages. 
Work packages are single tasks assigned to a performing organization for completion. Work packages 
should be natural subdivision of cost account effort. Each work package should result in a·definable 
end product or event. When work packages are relatively short, little or no assessment of work-in
process is required. As work package length increases, work-in-process measurement becomes more 
subjective, unless work packages are subdivided by objective indicators, such as discrete milestones 
with pre-assigned budget values or completion percentage,s. 

Tie Work Package Budgets to Information in Supporting Systems: When progress will be measured 
through the use of a standards-based performance measurement system, a direct relationship between 
the standards planned and the budget for the associated effort must be established. 



The contractor must .establish a baseline plan for manufacturing work, which includes time-phased 
budgets that are consistent with the schedules for the performance of the work. The performance 
measurement indicators (milestones, earned standards, scheduled output, etc.) must be clearly 
identified and directly related to control accounts. These indicators must clearly represent the 
accomplishment of an identifiable quantity of work within the cost account and' be assigned a value 
reflecting the planned cost of that work. These values must sumnlarize to or reconcile with the total 
budget for the cost account. 

Establish Work Packages for Budgeted Material Items: The establishment of material work packages 
for developmental material and production material can differ significantly. In a developmental effort, 
most material is consumed by the engineering organization in the design and testing of potential 
hardware items. These work packages may be established within the same control aCCOllnt as the labor 
that will consume the material. Planning packages should be established for developmental type 
material items, that when design work has not progressed sufficiently, permit adequate definition of 
parts required. The budgets for these planning packages should be substantiated and segregated in 
some manner in order to enSllre that budget designated for material procurement is not inadvertently 
used for other requirements. 

In a production environment, material work packages may be established in material-only control 
aCCOllnts. These accounts are summarized into the appropriate WBS and/or organizational elements 
related to the hardware items being produced. Flexibility should be allowed. in the planning of' 
production material work packages, as long as the budgets accurately represent the manner in which 
the material is planningto be received, accepted, issued to work-in-process, or consumed. 

Planning of material budgets for both development and production should coincide with the 
occurrence of events that show physical progress. 

Work Packages for Subcontracted Effort: Work packages may be established within slLbcontract cost 
accounts to provide for separation of subcontract activities for performance measurement purposes. 
The prime contractor must be able to support the values established within each work package using 
either subcontractor-supplied information or internal documentation. These work packages must be 
related to the plan established by the subcontractor to complete efforts on the subcontracted items. 

Look for the follo\ving: 

1.	 Work packages are established for identified tasks and assigned to a contractor organization for 
performance. A work package is a natural subdivision of the control account and reflects the 
actual way in which the work will be performed. 

2.	 Ideally, a single contractor organization (functional, matrix, IPT, etc.) is given responsibility for 
completion of identified work packages. 

3.	 A work package is a natural subdivision of the control account and reflects the actual way in which 
the work will be performed. 

4.	 Detail work packages contain objective indicators/milestones to minimize subjectivity in progress 
assessment. 



5.	 A planning package is a holding account (within a control account) for budget for future work that 
is not yet practical to plan at the work package level. The planning horizon for this effort will be 
based on project management needs. 

6.	 Earned value management using standard hour methods is commonly employed in manufacturing 
organizations. It is scheduled and tracked on the basis of physical accomplishment. The 
techniques applied include the usage of learning curves and realization factors for planning and 
performance measurement. 

7.	 Apportioned effort is work for which the planning and progress is tied to other discrete efforts. 
The budget for the apportioned account will be time-phased in relation to the resource plans for the 
base account. 

8.	 The relationship between the discrete effort and apportioned effort is consistent throughout the 
period of the affected control account. 

9.	 A material work package is a natural subdivision of the control aCCOllnt and reflects the actual way 
in which the work will be performed, contains adequate objective indicators/milestones to 
minimize subjectivity, and is a meaningful product or management-oriented subdivision of a 
higher-level element of work (control account). 

10. A material planning package is a holding account (within a control accollnt) for budget for futllre 
work that is not yet practical to be planned at the work package level. The planning horizon for 
this effort will be based on project management needs. 

11. The contractor should be able to substantiate material work package and planning package budgets 
in terms of requirements to support project objectives and plans. 

12. Work package and planning package budgets for subcontractors represent the subcontractor's plan 
for supporting contract effort and are based on subcontractor and/or in-house documentation. 

Documents to Review: Control Account Plans, Manager Interview Results, Work Authorizations 
Documents, Program Schedules, Manufacturing Control Account Plans, Internal Factory Standards 
Planning Documents, Internal BCWS Reports. 

Guideline #11- PLANNING & BUDGETING, Process Group - WorklBudget Authorization: 

Provide that the sum of all work package budgets plus planning package budgets within a control 
account equals the control account budget. 

Additional Guidance: 
Verification of Control Account Budgets: All control accounts must contain a budget, schedule, and 
scope of work and should realistically represent the manner in which work is assigned and budgeted 
to the organizational units. In all cases, the value of the budget assigned to individual work 
packages and planning packages within the control account must sum to the total value authorized 
for the control account. 



Look for the following: 

1.	 The sum of all work package budgets and planning package budgets within a control account 
will equal the total budget assigned to the control account. 

Documents to Review: Control Account Plans, Internal Performance Measllrement Documents. 

Guideline #12 - PLANNING & BUDGETING, Process Group - WorklBudget Authorization; 
Cross-Process Areas: Material Management and Subcontract Management: 

Identify and control level-of-effort (LOE) activity by tinle-phased budgets established for this 
purpose. Only that effort which is not measurable or for which measurement is impractical may be 
classified as LOE. 

Additional Guidance: 
Planning and Control of Level-of' Effort (LOE) Activities: For discrete work packages 
accomplishment can be measured based on the completed pieces of work but level-of-effort (LOE) is 
"measured" through the passage of time. LOE activity should be separately identified from discrete 
work packaged effort to avoid distorting that, which is measurable. 

LOE should be held to the lowest practical level. LOE budgets should be separately substantiated 
al1d plal111ed as direct labor, material/subcontract, or other direct costs. LOE activity should be 
budgeted on a time-phased basis for control and reporting purposes. Small amounts of LOE and 
discret~ effort may be mixed within the same control account, however the control account manager 
must enSllre visibility into the performance of the discrete effort. 

Look for the following:	 \ 

1.	 LOE is work scope of a general or supportive natllre for which performance cannot be measllred 
or it is impractical to measure. There is no definable end product. 

2.	 Discrete effort and LOE should be separately evaluated to ensure the integrity of performance 
measurement data. 

3.	 ~1aterial items are appropriately planned in discrete, apportion~d, or LOE control accounts. 

4.	 High-dollar value or critical material items should be discretely tracked to ensure their 
availability to support program needs. 

5.	 Subcontract control accounts planned as LOE, will be supported by other management 
processes to allow project visibility into the work being performed by the Subcol1tractor. 

6.	 Subcontractor LOE budgets are appropriately separated from the prime's LOE budgets to avoid 
distortion of performance measurement information. 

Documents to Review: Control Account Plans, Manager Interview Results, Subcontract Control 
Account Plans, Subcontract Scope of Work Description, Subcontract Manager Interview Results. 



Guideline #13 (DCAA) • PLANNING & BUDGETING, Process Group · Indirect 
Management: 
Establish overhead budgets for each significant organizational component of the supplier for 
expenses, which will become indirect costs. Reflect in the program budgets, at the appropriate 
level, the amounts in overhead pools that are planned to be allocated to the program as indirect 
costs. 

Additional Guidance: 
Correlate Indirect Budgets with Project Activities: Realistic time-phased budgets and forecasts for 
indirect costs must be established by organization. The supplier should apply the most appropriate 
indirect rates so that a valid PMB can be established. Indirect budgets should be reviewed at least 
annually or when major changes are identified in factors affecting indirect costs. 

Look for the following: 

1.	 Projected indirect costs, CWBS an organizational levels, are established by a rational, traceable 
budgeting process. 

2.	 The supplier's CAS Disclosure Statement defines the content and .processes of the supplier's 
indirect management process. It normally includes a definition of indirect expenses, overhead 
pools are described and each item of cost assigned to each overhead pool. 

3.	 A methodology will exist for the application of overhead rates to a contract that will cover the 
period of performance for the contract. 

4.	 Projected il1direct rates are adjusted in a timely manner to reflect changes in (a) the current or 
projected base, (b) the level of overhead expenditures, and (c) the overhead structure. The 
EVMS normally will use the most current overhead rates to establish the PMB. 

Documents to Review: DCAAM 7640.1, FAR 31.203, Organizational Charts, CAS Disclosure 
Statement, Supplier's Overhead Policies and Procedures. 

Guideline #14· Planning & Budgeting, Process Group· Work/Budget Authorization: 

Identify management reserves and undistributed budget. 

Additional Guidance: 
Establish and· Track Management Reserve (MR): In most projec~s, particularly developmental 
activities, there is considerable uncertainty regarding the timing or magnitude of fllture difficulties. 
The use of MR provides the project manager. with a capability to adjust for these uncertainties. 
Adequate identification and control of MR is necessary. MR budget and its use should always be 
accounted for at the total project level. Normally, it is retained and controlled at this level, although 
in some cases it might be distributed to and controlled at lower management levels. In any event, 
MR is maintained separately from undistributed budget. There is no such thing as "negative 
management reserve". 



Management reserve is not a contingency, which can be eliminated from contract price during 
subsequent negotiations or used to absorb the cost of contract changes. The contractor should not 
be required to use existing MR to provide budgets for authorized, but undefinitized, work or other 
modifications to authorized contractual efforts. 

Establish and Track Undistributed Budget (UB): Budgets applicable to contract effort that cannot be 
specifically identified to a WBS or organizational elements in a timely manner are referred to as 
UB. The establishment of UB may be necessary when project changes are authorized too late in an 
accollnting month to be distributed in that month. The budget should be distributed to an 
appropriate WBS or organizational elements and control accounts as quickly as possible. 

For allthorized work, which has not been negotiated, the project may maintain budgets in the UB 
aCCOllnt until negotiations have been concluded, allocating budget only to that work which will start 
in the interim. After negotiations, the remaining budget should be allocated appropriately. 

Look for the following: 

1.	 Management reserve is held for work scope growth, rate changes, and other program unknowns. 

2.	 A project should be able to account for all management reserve at the total contract level. 

3.	 Undistributed budget is budget that is associated with a defined scope of work not allocated 
either to control accounts or summary level planning packages. 

4.	 A project should be able to account for all llndistributed budgets at the total contract level. 

Documents to Review: Budget Records (including MR and UB records) 

Guideline #15 • Planning & Budgeting, Process Group • WorklBudget Authorization: 

Provide that the program target cost goal is reconciled with the sunl of all internal program budgets 
and management reserves. 

Additional Guidance: 
Reconcile Budget Values to Contract Cost: After contract negotiations are completed, the total 
allocated budget (TAB) used to report project performance must always represent the contract 
budget base (CBB) value (or OTB, if approved). This is to force recognition of contractual 
requirements and to preclude undisciplined changes to the performance nleaSllrement baseline 
(PMB). TAB =CBB. 

Total allocated budget (the PMB plus MR) equals the authorized contract target cost plus the 
estimated cost of authorized but unpriced work. 



Look for the following: 

1.	 The initial program budget is normally tied directly to the negotiated contract cost or estimated 
negotiated cost. The program budget, at any level and for any organization or task, will only 
contain budget for specific authorized work. 

2.	 The program baseline is the summation of the time-phased budgets for all of the control 
accounts and summary level planning packages plus applicable indirect budgets and any 
undistribllted budget. Management reserve is not included in the performance measurement 
baseline, as it has not been allocated to specific work scope. 

Documents to Review: Budget Records External Reports, Contractual Instruments, Internal 
Performance Measurement Reports. 

Guideline #16 -ACCOUNTING, Process Group - Accounting; Cross-Process Area: 
Subcontract Management: 

Record direct costs in a manner consistent with the budgets in a formal system controlled by the 
general books of account. 

Additional Guidance: 
Establish an ~A~ccounting System Interface \vith the Ea.rned Value ~1anagement System: The 
accounting system must be capable of accounting for all resource expenditures on an "applied" basis 
(i.e., on an "as~used" or "as-consumed" basis). This requirement creates few difficlLlties in the 
categories of direct labor (where time cards or other time measurement devices are used) or other 
direct charges (where services are rendered on some type of dollars per-unit basis). In the area of 
material accountability, there is considerable variation among the respective processes of 
accounting for material usage. Recognizing the absence of uniformity in material methodologies, 
the CAS provides relaxed interpretations as to what constitutes an "applied" basis of material 
accounting, as well as alternatives for acceptance on an "other-than-applied" basis. 

Establish a Capability to Track Costs for Apportioned Effort: The system should ensure that actual 
costs for effort identified as apportioned· effort are collected properly so that valid comparisons to 
the budgets for the apportioned effort may be made. 

Look for the following: 

1.	 The supplier's accounting system provides a basis for. auditing records of all direct costs that can 
be charged to the contract. 

2.	 The supplier's accounting system collects actual direct costs and assigns these costs to control 
accounts on the same basis budgets were established. 

3.	 The supplier's subcontract management process should include the following capabilities: 

a)	 Subcontract costs are being reported within the same accounting period as the associated 
earned value. 



b)	 Where subcontract actuals are not available, estimated actuals are used. 

c)	 Where progress payments are made to the subcontractor, reconciliation to reported earned 
value, i.e., progress is made. 

d)	 If the subcontractor supports multiple CWBS elements, methodologies are in place to 
assign actual costs to the appropriate elements, including overhead, G & A, MR, and 
profit/fee. 

Documents to Review: Supplier's Accounting Manual, Disclosure Statement, Generally Acceptable 
Accollnting Procedures (GAAP), Internal and External Performance Reports, Subcontractor 
Progress Payment Requests, and Subcontract Control Account Plans. 

Guideline #17 -ACCOUNTING, Process Group -Accounting: 

When a work breakdown structure is used, summarize direct costs from control aCCOllnts into the 
work breakdown strLlctllre (WBS) without allocation of a single control account to two or more 
WBS elements. 

Additional Guidance: 
Ensure Accurate Summarization Through the WBS: Allowable costs collected within the control 
account by element of expense must summarize from the control account level through the WBS 
used to the top level without being allocated to two or more higher-level elements. A carefully 
developed WBS and a corresponding cost collection structure should prevent any single element's 
data from being summarized "to multiple higher-level elements. This does not preclude the 
allocation of costs from a control account obtaining common items or services to the appropriate 
using control accounts. 

Look for the following: 

1.	 The project established cost-charging structure would ensure that actual costs are collected so 
that direct comparison with associated budgets can be made at the appropriate WBS level(s). 

Documents to Review: Internal Performance Measurements Reports, CPR, and CWBS. 

Guideline #18 - ACCOUNTING, Process Group - Accounting: 

Sllnlffiarize direct costs from the control accounts into the contractor's organizational elements 
without all,?cation of a single control account to two or more organizational elements. 

Additional Guidance: 
EnSllre Accurate Summarization Through the OBS: The same requirement for accurate cost 
summarization (Gllideline #17 above) applies to the project organization as well. The integrity of 
the d~ta summarization begins at the control account level through the project structure to the 
highest-level organizational element without costs being allocated to two or more higher-level 



elements. This does not preclude the allocation of costs from a control account obtaining common 
items or services to the appropriate using cost aCCOllnts. Again, a carefully developed project 
structure and cost collection structure will assure accurate data summari~ation for management use. 

Look for the following: 

1. The project established cost-charging structure would ensure that ac~ual costs are collected so 
that direct comparison with associated budgets can be made at the appropriate organizational 
level(s). 

Documents to Review: Internal Performance Measurements Reports, OBS, External Reports. 

Guideline #19 - ACCOUNTING, Process Group - Indirect Management: 

Record all indirect costs which will be allocated to the contract. 

Additional Guidance: 
Collect Actual Indirect Costs for Allocation to Individual Contracts: Overhead costs represent 
expenses, which benefit more than a single contract. The accounting process should record all 
allocable indirect costs consistent with the provisions of the supplier's disclosure statement. The 
supplier's procedures and/or EVMS description should specify the level at which indirect cost 
information will be allocated to illdividual contracts. 

Look for the following: 

1.	 The supplier's accounting system provides for the summarization of indirect costs from the point 
of allocation through the CWBS and OBS to the total contract level. 

2.	 Overhead rates are updated frequently enough to ensure a realistic monthly allocation of indirect 
costs without significant adjustments to performance measurement information. 

Documents to Review: CASB Disclosure Statement, DCAA Audit Reports, Organizational Charts, 
and Accounting Manual. 

Guideline #20 - (nCAA) ACCOUNTING, Process Group - Accounting: 

Identify unit costs, eqllivalent unit costs, or lot costs when needed. 

Additional Guidance: 
Unit/Lot Costs: The supplier may be required to account for the production of material items in a 
manner that facilitates development of unit costs, equivalent unit costs, or lot costs. This is 
normally a reqllirement of contracts where multiple units are being produced in a production or 
production-like environment. 

There are acceptable alternatives to unit cost for specific circun1stances unique to the production 
environment. When production effort occurs on an accelerated assembly line basis, it may not be 



practical to determine the cost of individual llnits. In such situations, it is sufficient to accumulate 
"lot" costs, where a lot is an aggregate of a specified and consistent number of units. In those 
situations, where production line effort yields substantially comparable units for more than a single 
customer, it is also difficult to establish the cost of specific units. It is sufficient under these 
circumstances to establish "equivalent llnit costs" based on the assllmption that, all things being 
alike, on a "mature" production run each unit's cost is approximately equal to every other unit's cost. 

Look for the following: 

1.	 When required by the contract, the supplier's accounting system must be capable of 
accumulating actual cost by unit or lot, as appropriate. 

2.	 The supplier's accounting system may also be capable of separating actual costs into recurring 
and non-recurring categories, when required by the contract. 

Documents to Review: Charge Number Structure, Contract Data Requirements, and Accounting 
Manual. 

Guideline #21 - ACCOUNTING, Process Group - Material Managenlent: 

For EVMS, the material accounting system will provide for: 

(1) Accurate cost accumulation and assignment of costs to control accounts in a 
manner consistent with the budgets using recognized, acceptable, costing 

. techniques. 

(2).	 Cost performance measurement at the point in time most suitable for the 
category of material involved, but no earlier than the time of progress payments 
or actual receipt of material. 

(3) Full accountability	 of all material purchased for the program including the 
residual inventory. 

Additional Guidance: 
Account for Material Purchased for the Project: Acceptable-costing techniques sl10uld be used to 
fully account for all material purchased for the project. To ensure effective performance 
measurement of material takes place, the supplier's accounting system should have the following 
characteristics: 

(1) An accurate cost accumulation system, which assigns material cost to appropriate 
control accounts in a manner consistent with the budget. Actual costs for material items 
should be reported in the same accounting period that earned value is taken for the 
material to facilitate management analysis. 

(2) Where actual costs are not available in a timely manner, assign estimated costs to the 
material item and make adjustments when actuals are recorded in the accounting system. 
This may be done outside of the accounting system as long as the project is able to 
reconcile this value to the accounting system actuals. 



(3)	 Account for all material and purchased parts in a manner appropriate to their value and 
significance. 

Look for the following: 
1.	 The supplier's material control procedures should include the following requirements: 

a)	 Material costs (normally on an applied basis) are being reported within the same 
accounting period as the associated earned value. 

b)	 Cost performance for material occurs at the point of time most suitable for the type of 
material involved, but no earlier than point of receipt. 

c)	 All materials purchased for the contract are fully accounted for (including residual 
inventory). 

2.	 The supplier should be able to determine unit, equivalent unit, and lot costs by type and amount 
of material, as necessary. 

Documents to Review: Material Trace, Internal Performance Reports. 

Guideline 22 is divided into Parts 1 & 2 to facilitate the separation of DCAA activities. 

Guideline #22 - ANALYSIS and MANAGEMENT REPORTS, Process Group - Accounting: 

At least on a monthly basis, generate the following information at the control account and other 
levels as necessary for management control using actual cost data from, or reconcilable with, the 
accounting system: 

1.	 Comparison of the amount of planned budget and the amount of budget earned for work 
accomplished. This comparison provides the schedule variance. 

2.	 Comparison of the amount of budget earned with the actual (applied where appropriate) direct 
costs for the same work. This conlparison provides the cost variance. 

Additional Guidance: 
Use Accounting Systems Actuals for Variance Analysis: It is essential that all actual cos~s used for 
variance analysis come directly from, or be reconcilable with, the accounting system. In some 
cases, it may be necessary to use "estimated actuals" to avoid artificial variances that might be 
created by the time lag costs being recognized by the accounting system. The EVMS will use 
actual cost data from the supplier accounting system as appropriate for accurate reporting of 
program performance. 

Documents to review: Internal performance reports, Variance analysis documents, Accounting 
System data. 



Guideline #22 - (PART 2) ANALYSIS and MANAGEMENT REPORTS, Process Group 
Managerial Analysis; Cross-Process Areas: Organizing, WorklBudget Authorization, 
Material Management, and Subcontract Management: 

At least on a monthly basis, generate the following information at the control account and other 
levels as necessary for management control using actual cost data from, or reconcilable with, the 
accounting systenl: 

1.	 Comparison of the amount of planned budget and the anlount of budget earned for work 
accomplished. This comparison provides the schedule variance. 

2.	 Comparison of the amount of budget earned with the actual (applied where appropriate) direct 
costs for the same work. This comparison provides the cost variance. 

Additional Guidance: 
Appropriate Technique for Assessing Progress: To ensure valid comparisons of scheduled effort 
and actual costs to earned value, it is important that an appropriate technique for assessing progress 
be established for each segment of work. Objective methods should be used where practicable. 

Documents to Review: Control Account Plans, Variance analysis documents, Internal Performance 
Measurement Reports. 

Guideiine #23 - ANALYSIS and lV.1ANAGE~IENTREPORTS,
 
Process Group - Managerial Analysis; Cross-Process Areas: Scheduling, Material
 
Management, Subcontract Management:
 

Identify, at least monthly, identify the significant differences between both planned and actual 
schedule perfornlance and planned and actual cost performance, and provide the .reasons for the 

variances in the detail needed by program management. 

Additional Guidance: 
Evaluate Deviations from the Plan: Scheduling should interface with other elements of the EVMS 
to the extent necessary for measurement and evaluation of project status. The scheduling system 
should provide current status and forecasts of completion dates for all authorized work. The 
summary arId detailed sclledules should enable a comparison of planned and actual status of project 
accomplishment based on milestones or other indicators used for control purposes. 

Analyze Sigl1ificant Variances at the Control Account Level: Analysis of deviations from planned 
activities provide management with visibility into needed actions to either return the project to plan 
or compensate for these deviations in cost, schedule, or technical areas. 

1.	 Significant Variances: Establish reasonable selection criteria to ensure proper analysis of 
all significant problems and not cause an excessive burden on the control account and 
mid-level managers. Use of meeting notes, minutes, or other material generated as 
normal function of the management process supports this analysis. The selection criteria 
should ensure all significant variances are analyzed and any external reporting 
requirements are supported. 



2.	 Schedule Variances (SV): Comparing the value of work completed to the value of work 
scheduled during a given period of time provides a valuable indication of schedule status 
in terms of dollars worth of work accomplished. This variance may not, however, 
clearly indicate whether or not scheduled milestones are being met since some work may 
have been performed out of sequence or ahead of schedule. Schedule variance does not 
indicate whether a completed activity is a critical event or if delays in an activity's 
completion will affect the completion date of the contract. A formal time-phased 
scheduling system, therefore, must provide the means of determining the status of 
specific activities, milestones, and critical events. 

3.	 Cost Variances (CV): Comparisons of the cost of completed work with the value 
planned for· that work provides a cost variance. Analysis of this difference reveals the 
factors contributing to the variance. Examples include poor initial estimate for the task, 
technical difficulties that required additional resources, the cost of labor or materials 
different than planned, differences between planned and actual rates, and personnel 
efficiency different than planned. 

4.	 Variance at Completion (VAC): Comparisons of the total budget with the Estimate-At
Completion (EAC) at the control account level provides a variance expected at the 
completion of the control aCCOllnt. Control account managers need to be alert to 
circumstances that will affect the EAC and, therefore, the VAC. Managerial authority 
and responsibility for corrective action should exist at this level. 

5.	 Reqllired Analysis: Analysis of the SV, CV, and VAC are required at the control account 
level. Budgeting, ~easuring performance, and collecting costs by element of cost 
facilitates determining and reporting the reasons for significant variances in both the 
progress reviews and in the narrative portion of the external performance measurement 
report. 

Technical Achievement: Unfavorable cost or schedu~e conditions are usually caused by technical 
difficulties. Quantitative information as to technical status is desirable and should be supplemented 
by narrative reports. As work progresses, determine the adequacy and quality of the work 
performed by making inspections, tests, or other types of·technical measurements. If the results are 
satisfactory and no corrective action is required, the work proceeds. If, on the other hand, 
deficiencies are found, consider alternatives for corrective action; for example, redesign, scrap and 
remake, re\vork, etc. When considering these alternatives, the impact on cost and schedule must be 
weighed in addition to the technical considerations. After an alternative is selected, it may become 
necessary to plan the' additional work in terms of new work packages or additions to existing 
unopened work packages and to change the schedules affected. In some cases the project manager 
may choose to provide additional budget to the responsible organization. Thus, there is a close 
relationship between technical achievement and its'inlpact on cost and schedule. 

Analyze Material Variances at the Appropriate Management Level: Budgets should be scheduled in 
accordance with a project event and earned when the event occurs. To avoid distortion, actuals 
should be recorded when the budget is earned. Analysis of variances for material accounts should 
focus on significant concenlS. This may include usage incurred above or below the normal or exact 
quantities plus normal attrition amounts; as well as variances in the expected price of the material. 



1.	 Material usage variance is an important cost factor on repetItIve large volume, 
production type jobs. Acceptable techniques for analyzing and determining current and 
projected usage variances provide continuing internal measurement when the value and 
nature of the material warrant. Material systems plan and track material usage. For 
most projects, purchasing of materi~l in excess of bill of material requirements is 
standard practice. Planning for material usage allowance to cover scrap, test rejections, 
unanticipated test quantities, and the like, is a practical necessity, and the project should 
have records of such provisions. The more uncertain the expected usage the more 
important it is to have a good plan and to ke~p track of performance against it, 
particularly for project peculiar materials or materials which require long procurement 
lead-times. The identification of excess usage that is expected to continue for fllture 
units is key in validating project material quantities and requirements. Based on this 
analysis, appropriate action ShOILld be taken to ensure sufficient material is on hand/on 
order to complete contractual requirements. 

2.	 Material price variance is an essential element of material cost control. This can be 
determined early in the cycle of ordering materials, at which point the purchase order 
value of the materials can be compared with the amount budgeted for that material. 
Accumulation of these differences represents the total material price variance. When 
material prices vary from the amounts planned, the supplier should update the EACas 
appropriate to show expected cost adjustments. 

Provide Effective .i\nalysis of Subcontractor Performance: Procedures established by the prime 
supplier for measuring the performance of the subcontractor must consider: 

1.	 The establishnlent of a process whereby the prime supplier evaluates the management 
processes established by the subcontractor to perfornl the cost, schedule, and technical 
requirements of the subcontract when earned value reporting is required. 

2.	 The reqllirement to review the subcontractor's performance report for accuracy and 
adequacy. This includes an independent analysis of the performance measurement 
information contained in the data formats of the report, an evaluation of the variance 
analysis information cOlltained in the report, and an evaluation of management reserve 
usage, baseline changes, and manpower changes. 

3.	 The capability to incorporate the subcontractor's management infonnation, including 
analysis of significant variances, into the information submitted to the customer. 

During the time period between subcontract authorization to proceed and definitization, the prime 
supplier must make provisions to perform the above actions based on best available information. 
Look for the following: 

1.	 The specific activities and events that contribute to the schedule variance can be 
identified in program schedules. 

2.	 The schedule variance metric provides early insight into detail schedule c<?nditions and 
overall schedules performance and should be used in conjunction with milestone status 
reports, critical path data, and other schedule status information for project management. 



3.	 The supplier has a process for identifying and isolating the causes of favorable and 
unfavorable cost and schedule variances including material control accounts. (When 
significant amounts of material are involved, the supplier should be able to identify the 
price variance component of the material cost variance separately from the portion 
attributable to excess usage). 

4.	 The level and extent of analysis of these variances will be a function of the wayan 
individual supplier manages the projects. 

5.	 The manager responsible for subcontractor performance will receive, review, and 
provide analysis of the subcontractor's performance measurement information. 

6.	 Subcontractor performance ·measurement information must be properly integrated into 
the prime supplier's data. 

7.	 The subcontractor nlanager enSllres that earned value reported by the subcontractor 
reconciles to actual physical progress reflected in subcontractor progress payment 
requests. 

Documents to Review: Schedule Trace, Schedule variance analysis documents, Variance analysis 
supporting documents, Results of Manager Interviews, Material Trace, Material variance analysis 
documentation, Internal material performance data, Subcontractor performance reports, Prime to 
subcontractor reconciliation's, Progress payment requests. 

Guideline #24 -ANALYSIS, Process Group - Indirect Management: 

Identify budgeted and applied (or actual) indirect costs at the level and frequency needed by 
management for effective control, along with the reasons for any significant variances. 

Additional Guidance: 
Analyze Indirect Variances: The supplier's establishes controls to ensure actual indirect costs are 
compared to indirect budgets and this information should be shared with all affected programs. 
Specific control procedures should be implemented to ensure variances are identified, reported, and 
addressed by the appropriate level of management. Such controls increase the likelihood that 
potentially significant variances are communicated and considered in the development of the project 
EAC. 

Look for the following: 

1.	 The evaluation of variances between indirect budgets and costs will initiate management action 
to correct the causes of the variances. 

2.	 Indirect variances will normally be recorded by element of expense. 

Documents to Review: Overhead Budgeting Policies and Procedures. 



Guideline #25 - ANALYSIS, Process Group - Managerial Analysis: 

Summarize the data elements and associated variances through the program organization and/or 
work breakdown structure to support management needs and any customer reporting specified in 
the contract. 

Additional Guidance: 
Sllmmarize Performance Data for Management Evaluation: Perfoffilance measurement information 
should be summarized directly from the appropriate level (control account or below) to provide 
both project status and organizational performance3 at all levels of management. This process 
provides supports an overall capability for managers to analyze available information and identify 
problem areas in sufficient time to take action. Because favorable variances in some areas are offset 
by unfavorable variances in other areas, higher-level managers will normally see only the most 
significant variances at their level. The accumulation of many small variances that may add up to a 
large overall cost problem that is not attributable to any single major difficulty will also be evident. 

Look for the following: 

1.	 The EVMS will accurately summarize budgets, earned value, and actual costs 
and the associated variances up through the CWBS and the supplier's 
organization. 

2.	 Perform variance analysis for CWBS and organizations at levels above the 
control account in support of internal management needs and external customer 
requirements. 

Documents to Review: Variance analysis procedures and supporting documentation. 

Guideline #26 - ANALYSIS, Process Group - Managerial Analysis; Cross-Process Area: 
Organizing: 

Implement managerial actions taken as a result of earned value information. 

Additional Guidance: 
Organize for Effective Performance Measurement: The control account in an EVMS is the lowest 
levels in the structure at which the comparison of actual costs to planned budgets and earned value 
are required. The cost collection point must be at a level, which will identify the cost elements and 
factors contribllting to cost and/or schedule variances. Managerial authority and responsibility for 
corrective action should exist at the control account level making it the key management control 
point in the system. 

Summarize Performance Data for Management Evaluation: Performance measurement information 
should be summarized directly from the appropriate level (control account or below) to provide 
both project status and organizational performance at all levels of management. This process 
provides supports an overall capability for managers to analyze available information and identify 
problem areaS in sufficient time to take action. Becau,se favorable variances in some areas are offset 
by llnfavorable variances in other areas, higher-level managers will normally see only the most 



significant variances at their level. The accumulation of many small variances that may add up to a 
large overall cost problem that is not attributable to any single major difficulty will also be evident. 

Look for the following: 

1.	 Managers assigned responsibility for completing work segments are given allthority 
commenSllrate with that responsibility. 

2.	 Managers are provided control of assigned resources (ability to prioritize work) necessary to 
ensure work completion and the implementation of any corrective actions and/or work-around 
plans. 

3.	 Managers at the control accollnt, intermediate and program levels are involved in the evaluation 
of performance meaSllrement data. 

4.	 Corrective actions are initiated at the appropriate level and tracked to resolution. 

5.	 Management data, to be of value, must be generated in a timely manner and be accurate. 

Documents to Review: Manager interview results, Internal data reports, Action item lists, Program 
status r~view documents, Cost Performance Report. 

Guideline 27 is divided into Parts 1 & 2 to facilitate the separation of DCAA activities. 
Guideline #27 - ANALYSIS, Process Group - Indirect Management: 

Develop revised estimates of cost at completion based on performance to date, commitment values 
for material, and estimates of fllture conditions. Compare this information with the performance 
measurement baseline to identify variances at completion important to supplier management and 
any applicable customer reporting requirements including statements of funding requirements. 

Additional Guidance: 
Insure Most Accurate Rates are Used to Project Indirect Costs: The most current information should 
be used in preparing indirect rates, including historic experience, contemplated management 
improvements, projected economic· escalation, and anticipated business volume. The use of these 
rates to generate indirect cost estimates will ensure a valid projection of project costs. Comparing 
indirect budgets to estimates of final indirect costs will reveal where significant differences OCCllr. 
These variances must be analyzed to determine the cause and appropriate corrective actions. 

Look for the following: 

1.	 To ensure the most accurate rates are used for EAC purposes, the supplier's system will base 
these rates: on historical experience; contemplated management improvements; projected 
economic escalation; and anticipated business volume. 

Documents to Review: Rate Tables for EAC Valuation, Supporting Rational for Projected Rates. 



Guideline #27 - (PART 2) ANALYSIS, Process Group -Managerial Analysis; Cross
Process Areas: Organizing, Material Management, Subcontract Management: 

Develop revised estimates of cost at completion based on performance to date, commitment values 
for material, and estimates of future conditions. Compare this information with the performance 
measurement baseline to identify variances at completion important to supplier management and 
any applicable customer reporting requirements including statements of funding requirements. 

Additional Guidance: 
Establish Organizational Responsibility for Resource Allocations: Organizations, engaged in the 
performance contract effort, must periodically perform a comprehensive estimate of costs for the 
effort remaining. Project Management must periodically assess the sufficiency of resources versus 
the amOllnt of work renlaining. Responsibility for resource assignment to support program 
objectives must be clearly identified. 

Generate Periodic Estimates-At-Completion (EAC): Periodically develop a comprehensive EAC at 
the control account level using all available information to arrive at the best possible estimate. This 
is done by: 

1.	 Evaluating the efficiency achieved by performing organizations for completed work and 
comparing it to remaining budgets. 

2.	 Establishing a schedule forecast that reflects the expected time frame for completing the 
remainil1g work. 

3.	 Considering all remaining risk areas on the project versus cost avoidance possibilities. 

4.	 Ensuring the most current direct and indirect rate structure is used to value the projected 
resources. 

5.	 Applying this analysis to futllre efforts to derive the most accurate estimate. 

Comparison of this estimate to budgets for the associated effort must be made frequently enough for 
management to ensure project performance and resource availability will not be adversely impacted. 
Monthly maintenance of the control aCCOllnt level EAC by the control account manager ensures that 
the EAC continuously reflects a valid projection of project costs. 

Provide Valid Estimates of Fllture Material Requirements: The EAC process focuses on the Control 
Account Manager (CAM). Information relative to price and usage variance should· be used to 
support an update to the EAC. This provides timely notification to management of 
expected/incurred price changes that may affect future costs on the current project as well as future 
procurements. On production contracts, the evaluation of excess usage can lead to identification of 
increased material requirements necessary to maintain the production line at optimum capacity and 
to meet the contractual requirements. 

Generate EACs for Subcontracted Efforts: The procedures relative to subcontract EACs should 
focus on two aspects: 



1.	 The requirements that the subcontractor will generate an EAC as necessary to support 
program requirements and reporting to the customer. 

2.	 The responsibility of the prime supplier to evaluate the subcontractor's EAC for 
adequacy and accuracy. 

Look for the following: 

1.	 Managers are required to coordinate resource requirements (positive and negative) with the 
providing organization as a result of EAC updates. 

2.	 A supplier should periodically reassess the remaining requirements on a program, including 
material requirements, and maintain a most likely estimate of the cost to complete the program 
objectives, based on an assessment of: actual costs to date; commitment values for material 
items (if applicable); performance to date; knowledgeable projections of future performance; 
estimates of economic escalation. 

3.	 The process of reassessment should focus on the control accollnts, but must ensure that all 
resource requiremel1ts are considered. 

4.	 Managers evaluate the estimate-to-complete (ETC) on a monthly basis, updating when required. 

5.	 Program risk and potential cost avoidance areas are periodically assessed and their impacts on 
COl1tract cost estin1ates are comn1unicated to the customer in program status reviews and/or 
external reports. 

6.	 The current estimates of costs at completion are compared with corresponding budgets and the 
causes of variances are identified. 

7.	 The results of the EAC process are communicated to the customer in reports and in funding 
documents to help assure that sufficient funding for the program is maintained. 

8.	 Additional requirements for material items are properly coordinated with management and the 
material procurement organization. 

9.	 Material budgets at completion are compared to estimates for material, causes of the variances 
are explained, and management action is taken. 

10. Material EACs should be evaluated periodically and updated based on management needs and 
program procedures. This calculation includes the impact of unrecoverable price variances and 
additional n1aterial requirements due to excess usage. 

11. Subcontract EACs should be based on: 

a)	 Actual costs to date, 

b) Commitment values for subcontracted iten1s, 



c) Performance to date as reported in the subcontractor's report and analyzed by the subcontract 
manager, 

d)	 Knowledgeable projections of future performance, and 

e) Estimates of econonuc escalation. 

12. The subcontract manager prepares an independent estimate of subcontractor costs and reports it 
to the customer as appropriate. 

13. Subcontract budget-at-completion (BAC) (internal and external) is compared to estimates and 
causes of variance are explained. 

Documents to Review: System description, EAC procedllre, Results of intermediate level manager 
interviews, Cost Performance Report, Internal performance measurement report, EAC supporting 
documentation, Subcontract estimate supporting documentation, Subcontractor performance 
reports. 

Guideline #28 - REVISIONS, Process Group - Change Incorporation: 

Incorporate authorized changes in a timely manner, recording the effects of such changes in budgets 
and schedules. In the directed effort prior to negotiation of a change, base such revisions on the 
amount estimated and budgeted to the program organizations. 

Additional Guidance: 
Customer-Directed Changes: Customer-directed changes to the project can impact virtually all 
aspects of the internal planning and control system, such as organization structures, work 
authorizations, budgets, schedules, and EACs. The incorporation of authorized changes should be 
made in a timely manner and strictly controlled. This will ensure the Performance Measurement 
Baseline (PMB) can be accurately maintained. 

Look for the following: 

1.	 Authorized changes should be incorporated in the Performance Measurement Baseline as soon 
as practical. 

2.	 The incorporation of changes includes reVISIons to schedules, budgets, work authorizing 
docllnlents, and any other appropriate changes (including appropriate retroactive changes) 
necessary to properly reflect authorized revisions. 

3.	 Budgets for changes authorized, but not yet priced, are normally based on the supplier's 
resource plan for accomplishing the work. Near term budgets should be issued for performance 
measurement purposes. 

Documents to Review: Contract change documentation. 



Guideline #29 - REVISIONS, Process Group - Change Incorporation: 

Reconcile current budgets to prior budgets in terms of changes to the authorized work and internal 
replanning in the detail needed by management for effective control. 

Additional Guidance: 
Provide Traceability to Previous Budgets: The original budget established for the project should 
constitllte a traceable basis against which project growth can be measured. The starting point or 
base on which these original budgets are built is the project target cost. This value increases or 
decreases only as a result of authorized changes. For definitized changes, the project target cost 
changes by the negotiated amount. For authorized work that has not been negotiated, the project 
target cost increases by the amount of the cost estimated for that effort. Where a specified Not-to
Exceed (NTE) amount has been established, the project target cost will only increase by this amount 
unless both parties mutually agree to a different amount for performance measurement purposes. 
After negotiations, the project target cost is adjusted to reflect the negotiation results. Adequate 
records of all changes should be maintained to provide the basis for reconciliation back to the 
original budgets assigned during the baseline process. 

Look for the following:' 

1.	 Internal adjustments to plans for future actions are a normal management process as things 
happen and situations change. It is important to ensure that overall program scope, cost, and 
schedule objectives are supported and retroactive changes are properly controlled to maintain 
the integrity of progranl performance data. 

2.	 The·supplier should be able to trace current budget values back to the original.budget values for 
reconciliation to contract line item values, as necessary. 

Documents to Review: Budget revision records, Change control records, Manager interview results. 

Guideline 30 is divided into Parts 1 & 2 to facilitate the separation of DCAA activities. 
Guideline #30 - REVISIONS, Process Group - Accounting: 

Control retroactive changes to records pertaining to work performed that would chal1ge previously 
reported amounts for actual costs, earned value, or budgets. Adjustments should be made only for 
correction of errors, routine accounting adjustments, effects of customer or management directed 
changes, or to improve the baseline integrity and accuracy of performance measurement data. 

Additional Guidance: 
Control Retroactive Changes to Actual Costs: Retroactive adjustments to costs should only be made 
for routine accounting adjustments or for correction of errors. Any direct or indirect cost 
adjustments must be made in a timely manner in accordance with Generally Accepted Accollnting 
Principles (GAAP). 

Look for the following: 



1.	 The suppliers accounting system will provide for control over retroactive adjustments to actual 
costs to ensure management value of performance measurement information is not 
compromised 

Documents to Review: Journal vouchers, Accounti!1g manual. 

Guideline #30 - (PART 2) REVISIONS, Process Group - Change Incorporation: 

Control retroactive changes to records pertaining to work performed that would change previously 
reported amounts for actual costs, earned value, or budgets. Adjustments should be made only for 
correction of errors, routine accounting adjustments, effects of customer or management directed 
changes, or to improve the baseline integrity and accuracy of performance measurement data. 

Additional Guidance: 
Control Internal Changes to the Performance Measurement Baseline (PMB): Future plans may 
significantly vary from the original baseline, and the project may choose to realign scope, schedule, 
or budget. Some examples of when it may be appropriate to do internal replanning (i.e., within the 
project target cost or approved Total Allocated Budget (TAB)) include: 

1.	 Changes resulting from a Preliminary Design Review (PDR) or a Critical Design 
Review (CDR) that modify future require'ments; 

2.	 A major shift in the resource profile to accomplish the remaining' effort; 

3.	 Funding reqllirements or modifications that affect future resource availability; 

4.	 Rate changes that are significant enough to warrant replanning. 

Internal replanning is intended for the in-scope changes to the future budgets. The objective of 
internal replanning is to reflect a revised project plan. Changes to near term effort (effort scheduled 
to start in the next accounting period) must be minimized. 

Control Account Replanning: Replanning of work packages within control accounts is sometimes 
necessary to compensate for internal conditions that affect the planning and scheduling of remaining 
work. Such replanning should be accomplished within the constraints of the previously established 
controi account schedule and budget. When more extensive replanning of future is necessary and 
the total control account budget must be changed, management reserve may be used to increase or 
decrease the control account budgets. If replanning requires that work and associated budget be 
transferred between control accounts, this transfer must also be controlled. 

Look for the following: 

1.	 A supplier nlust be able to make routine accounting adjustments and correct data errors, but it 
should also control changes to prior and current period data to prevent inappropriate changes 
from being made in the performance measurement information. 



2.	 Corrections should be made if wrong data is significantly affecting the management value of the 
system, but, the validity and value of management reports will be compromised if current plans 
or program history (performance to date information) are constantly changing. 

Documents to Review: Authorized documents for retroactive budget adjustments, Manager 
interview results. 

Guideline #31 - REVISIONS, Process Group - Change Incorporation: 

Prevent revisions to the program budget except for allthorized changes. 

Additional Guidance: 
Maintain Change Traceability: To maintain the validity of the Performance Measurement Baseline 
(PMB), discipline is mandatory throughout the organization, particularly in regard to budgetary 
control. Internal procedures should clearly delineate acceptable and unacceptable budget practices. 
These should include: 

1.	 Budgets are assigned to specific segments of work. 

2.	 Work responsibility should not be transferred withollt transferring the associated budget. 

3.	 A budget assigned to a future specific task should not be used to perform another task. 

4.	 When Management Reserve (MR) is used, records should clearly indicate when and 
where it is applied. 

5.	 When Undistributed Budgets (UB) exists, records should clearly identify their amount, 
purpose, and to which efforts budgets are issued. 

6.	 Budgets, which are assigned to work packages, should not be changed once the effort is 
started unless the scope of work is affected by contractual change or project internal 
adjustments that enhance management of the effort. 

7.	 Retroactive changes to budgets or costs for completed work or to schedules are not made 
except for correction of e~ors, normal accounting adjustments, revisions to budgets to 
reflect the formal negotiated value of completed tasks, or to improve the integrity and 
accuracy of the baseline. 

8.	 The supplier should ensure that changes to the Contract Budget Base (C~B) are limited 
to those authorized by contractual action. 

Documents to Review: Change control procedures, Budget logs. 

Guideline #32 - REVISIONS, Process Group - Change Incorporation: 

Document changes to the Performance Measurement Baseline (PMB). 

~. . 



Additional Guidance: 
Correlate Internal Project Cost with the Contract Budget Base (CBB): The CBB, established based 
on the agreed-to value of authorized work, must be strictly controlled to maintain a valid basis for 
project performance. Changes to the CBB may only be made as a result of contractual changes. 
Procedllres should ensure controls are in place to prevent inadvertent implementation of a baseline 
in excess of contract value. 

Manllfacturing Work Package Changes: A certain amount of rescheduling of open manufacturing 
work packages is appropriate and acceptable providing procedures exist which prevent the 
inadvertent invalidation of baseline schedules anq. budgets. The substance of such procedures 
should be to limit the range of rescheduling so as to maintain consistency with key production 
schedule dates. Key production schedule dates define the required completion dates for key 
elements of the manufacturing plan and are normally fOllnd on internal production schedules. 

Look for the following: 

1.	 The Performance Measurenlent Baseline (PMB) should reflect the Cllrrent program management 
plan for accomplishment of program objectives. If the maintenance of the baseline plans is 
compromised, the information on management reports will be degraded. 

2.	 A supplier must be able to make routine accounting adjustments and correct data errors, but it 
should also control changes to prior and current period data to prevent inappropriate changes 
from being made in the performance measurement information. 

Documents to Review: Cost Performance Report (CPR), Budget logs, Change authorization 
documents. 


