Industry Standard Guidelines for Earned Value Management Systems

December 14, 1996

Memorandum For:
Service Acquisition Executives

Assistant Secretary of the Air Force (Financial Management)

Director, Ballistic Missile Defense Organization

Director, Defense Contract Audit Agency

Director, Defense Logistics Agency

Director, National Security Agency

Subject:
Industry Standard Guidelines for Earned Value Management Systems

On August 19, 1996, The National Security Industrial Association, in conjunction with the Aerospace Industries Association, the Electronic Industries Association, the Shipbuilding Council of America, and the American Shipbuilding Association, submitted for DoD recognition the Industry Standard Guidelines for Earned Value Management Systems (EVMS).  The “Guidelines” were reviewed by the joint DoD team that is revising the DoD Cost/Schedule Control Systems Criteria (C/SCSC) Joint Implementation Guide.  The team, which has followed the progress of the industry standard since 1994, concluded that the industry guidelines are acceptable substitutes for the C/SCSC.

Based on our joint finding of acceptability, the attached 32 EVMS guidelines will replace the 35 criteria currently required by DoD Regulation 5000.2-R, Part 3.3.4.3 Cost Performance for new contracts.  This change will be effective in accordance with the prescription that will be published in the Defense Federal Acquisition Regulation Supplement (DFARS).  The Director, API will incorporate this change in DoD 5000.2-R and the Director, Defense Procurement will make appropriate changes to the DFARS.  Contractors that wish to change to the new criteria on existing contracts may request to do so in accordance with Block Change procedures.

Contractors operating management systems that have been accepted as compliant with C/SCSC should be encouraged to submit proposals throughout the Block Change procedures to change all existing contracts with C/SCSC requirements within their facilities to a single EVMS business process.  When a contractor applies EVMS appropriately on all work in a facility, as would be expected when implementing an industry standard, the contractor should be encouraged to execute with the Contract Administration Office an Advance Agreement providing for ongoing effective surveillance.  Surveillance will be conducted in a manner that protects the essential public interest without imposing unessential requirements on government or industry.

Although the current industry EVMS guidelines and C/SCSC are equivalent, the Industry Standard Guidelines for EVMS is not a true standard and is somewhat limited in application.  The DoD policy therefore will be to establish the 32 EVMS guidelines as a new DoD 5000.2-R baseline criteria requirement against which similar standards, as well as future changes to the industry EVMS guidelines, may be evaluated for possible recognition as a equivalent substitute for the DoD criteria.  The Director, Acquisition Program Integration, will incorporate in DoD 5000.2-R this policy of a basic requirement against which substitutes may be authorized.  The policy may be reviewed if a recognized standards-setting body promulgates a widely acknowledged and accepted industry or international standard the obviates the need for DoD to maintain a separate set of criteria.

While the convergence of EVMS guidelines and C/SCSC is a remarkable achievement, I did not accept the industry self-certification methods contained in the “System Certification” section of the Industry Standard Guidelines for EVMS, because they may not protect adequately the public interest on large, cost-based contracts.  However, we should remain open to the possibility of alternative verification methods, including third party certification, should industry choose to propose such alternatives.  Consequently, DoD EVMS implementation will continue to reserve the right for government review of contractor management systems.  The Commander, DCMC, will ensure that implementation guidance limits such reviews to (1) those instances when DCMC or a DoD program manager determines it is necessary, and (2) the minimum level of detail required to verify that the contractor’s system in fact meets the EVMS guidelines.

/Signed/
Paul G.  Kaminski

Attachment
EVMS Guidelines

2.1.  Organization

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

b.
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.

c.
Provide for the integration of the company’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.

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

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

2.2.  Planning, Scheduling, and Budgeting

a.
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.

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

c.
Establish and maintain a time-phased budget baseline, at the control account level, against which program performance can be measured.  Budget for far-term efforts may be held in higher level accounts until an appropriate time for allocation at the control account level.  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.  On government contracts, if an over target baseline is used for performance measurement reporting purposes, prior notification must be provided to the customer.

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

e.
To the extent it is practical to identify the authorized work in discrete work packages, establish budgets or his work in terms of dollars, hours, 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.

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

g.
Identify and control level of effort activity by time-phased budgets established for this purpose.  Only that effort which is unmeasurable or for which measurement is impractical may be classified as level of effort.

h.
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.

i.
Identify management reserves and undistributed budget.

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

2.3.  Accounting Considerations

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

b.
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.

c.
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.

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

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

f.
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.

2.4.  Analysis and Management Reports

a.
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 the budget earned the actual (applied where appropriate) direct costs for the same work.  This comparison provides the cost variance.

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

c.
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.

d.
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.

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

f.
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 company management and any applicable customer reporting requirements including statements of funding requirements.

2.5.  Revisions and Data Maintenance

a.
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.

b.
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.

c.
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.

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

e.
Document changes to the performance measurement baseline.

