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" FOREWORD

. This document provides uniform guidance for implementation of the DOE

Order 2250.1, Cost and Schedule Control Systems Criteria (CSCSC) for

Contract Performance Measureﬁent. It will' assist both DOE and contractor
representatives in fulfilling tﬁeir responsibilities for meeting CSCSC
requirements. imﬁlementation of the Criteria consistent with the guidance
contained herein will avoj.d imposition of separate duplicate management
control systems on contractors. Compliance with the contractual requirement‘:s
for work defini%:ién, cost and schedule control, and performance reporting
will provide -ihcreased assurance that a contractor's progress is suffici-
ently visible to reliably indicate -status and t§ provide the b'aéis for

timely and meaningful ménagement decisions.

‘ This is the second in a series of CSCSC gdidance documents, the first
having been the DOE/CR-0014 "Summary Description”, August 1979. Detailed

guidance on the use of the work breakdown structure technique, systems _"'

review and surveillance, and contractor reporting and data analysis will

be provided in subsequent separate DOE guides.

%{ Jack E. Hobbs
Controller
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""" CHAPTER I - INTRODUCTION

A. PURPOSE

This guide describes the DOE Cost . and 'échedule Control System Criteria
{(CSCSC) for Contract Performa'ncevMéasurement and provides DOE and its éontractors
unifofm guidance for CSCSC implementation in compliance with DOE Order 2250.1.
Implementation refers to ‘the applicatioh of the CSCSC to specific contracts,
the assessment of contractors' management éystems for compliance with the require—
ment, and subsequent DOE .systen;s validation or acceptAance verifying the con—
;:rac.tor's compliance. An}; supplemental instructions by individual DOE organiza-
tions will be consistent with the DOE Order and with this and other CSCSC'

guidance documents.

For purposes of this guide, the term "Critéria" is synonymous with CSCSC.
This guide also makes use of certain functional descripfors, e.g-.b Cognizant
Auditor, rather than speéific organization titles. This permits maximum flexi-
bility in application' of 'guidance and aQoids the need to deal 'witlh redesig-
nation of /orgar}iéational titles. Terms related to the' Criteria are def.ined

in the Glossary, Attachment 1.

B. MANAGEMENT NEEDS

"7 . DOE has afpnda:nenfa'l responsibility to ensure the visibi.lity of a com
tractor's progress in accomplishing the contract's scope of work. In carrying
out this responsibility DOE receives and reviews contract cost and schedule
performance data. The data reported should facilit;ate the management of the

contract effort and assist DOE Project Managers with their reporting require-
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ments. To be meani.rigful, the data submitted by contractor"s must :
6 Portray time-phaéed budgei:s and eétimatés for specific scheduled'
contract tasks; | |
o Indicate work progress;
o Relate cost, schedule, and technical accomplishment and problems;
0 Be valid, timely and auditable; and
o Supply DOE Project Managers w_ith information at a practical level of

summarization.

Contract performance measurement data should be derived frbm the s'ame.
internal management control systems used by the contractor to manage the contraét
effort and determined by DOE to satisfy the Criteria. Suchsystems will provide
a common -source of information required by both contractor and DOE management.A

DOE's contract reporting requirements are specified separately from the Criteria

ineach solicitation and inthe contract. The Cost Performance Report, designed -

specif-ically to depict the output of the contractor's managément control systems,

and a group of related reports satisfy these reporting requirements. The report .

forms aqd instructions for t‘.hAeir selection and placement on contraét By‘-DOEV and
théir aécomplishmgnt by the céntrac_:tox; ;re contained - in DOE/CR0O001/2, DOE Uni-
form Contractor Reporting System (UCRS) Guidelines, Volume 1; additional detaiis
on the 1"eport:s and their analyéis afe in DOE/CR-0017 , CSCSC Contractor Report-

ing/Data Analysis Guide.

C. CRITERIA CONCEPT

The complexity and importance of DOE's acquisition activities dictate

the use of management techniques that aid effective project planning and con-
trol. It 1s recognized that no single common set of contractor management
control systems will meet the needs of both DOE and a variety of contractors.

2




" 'Due to variétions in contractor_organizations, p‘.roducts,b and working relation-
'éhips, it is not précticable or desirable for DOE Ato prescrii)e a univetsal systém
for cost and schedule control. Thus, DOE has adopted ' an appt;oa.éh_whichA simply
"defines the Criteria thét contractox;s' management control systéms must meet
.to be vélidated_or accepted‘by DOE.

The Criteria are sufficiently general .in nature. to pemit their use on
contracts ‘supporting research, development, demonstration, construction, pro-
‘duction, or operations and maintenance projects. Since- these contracts will
' (iiffer significantly because of the work "involved, valixe, type of contract,
etc., it is impossivble.to provide detailed guidance whiéh will apply specifically
in all cases. The reader should be alert for areas in which distinctions in
detailed interpretations seem appropriate or reasonat;le, whether or not they

are specifically idgntifigd herein.

. MANAGEMENT CONTROL SYSTEMS REQUIREMENTS

Wheﬁ required by the contract, the management control systgms used by the con-
tractor in planning and controlling the effort must meet the Criteria set fo'rth
in Attachment 1 to DOE Order 2250.,1 and reiterated as part of.the Criteria
_ Checklist, provided in Attachment 2 to this Guide. These Criteriarequire the per-
‘formance of certain basic planging and control fuﬁctions and the existence of char-
.'acteristics and capabilities normally inherent in sound ménageﬁxent control sys-
tems. Under this approach, contrvactors' management control systems are required,
in general, to provide for: o ‘

:o Dividing the effort into discrete piéces of assigned . work within an
~agreed-upon Work ‘Breakddwn Structure;

o Assigning specific responsiblility for the work within the or;ganiza—
tion structure;

o Scheduling the work using meaningful milestones to facilitate planning

and the mgasurement of accomplishmenﬁ;

3




o Providing realistic budgets for increments of scheduled work to estab-
li.sh'the baseline for contract performance me'asurement; |
0. Measuring consistently the planned value of work accomplished (earned
Value); . |
o Con.trolling and éccurat_:ely accumulating ‘t'he costs related to plafmed
progress of the work;
o Proviﬂiﬁg comparisons between the earneh vé],ue aﬁd the cost of the actual
~ resources applied, and the plann‘ed value of work scheduled;
o Developing reliable estimates of costs to complete the remaining in-
scope work; - |
o Supporting an overall capability for 'analysis of available informa-
tion so as‘tc.) identify p;gblen;_a;egg in timg to ;ake r‘_gmed{.il éctio_gy gnd
.0 Providing effective chaﬁge control procedures to ensure baseline
integrity. |
Contractors have maximum flexibility indetermining how internal operations
are . to be conducted, thereby avoiding the opération ‘of separate, duplicate ;:ost
and échedule‘ control systems. Changés to existing sys?ems shémld' be held to
a minimum. This approach allows contractors to use existing management gontrol-
systems, or othez: systems of their choice, provided they meet the Criteria. The

end result is the use of contractor's management control systems to satisf
. . ‘. - y

both the contractor's and DOE's needs.

E. BENEFITS OF CRITERIA APPLICATION

Use of the Criteria approach must be based on common sense. This means their
application should be related to the benefits to be derived. Potential benefits
~. acecrue to both DOE and contractor management. DOE peréonnel ‘gain a good working -
knowledge of the contractors' organization, systems operation and procedures,
and the mechanics of report preparation. The standardization and discipline

4




inhereﬁt in the Criteria approach provide more detailed and timely planning
of the contract work. Also, DOE is assured that contract performance is being
‘me.asured agalnst la .Afbrmal, contract-related baseline rather than against a
,contractor's'internal .operat:ing plan which may vary from the contractual com-
mitment. Finally, implementation of the Criteria approach enhances overall pro-
Ject tﬁanagement by proﬁaot’ing the 1ntegratio;:1 and:- effectiveness of the follow-
ing interrelated activities: |
-0 ,F;inanéial céntroi'(cost management, contraét administration, gontract
changé_ conﬁ;oi, ‘Ifunds, management) ;
o Schedule contrbl (séheduler;lanagement, controlled milestones, schedule
change control); and
o Technical éontfol (_deéignmgnagenient, c‘onfiguration management, systems
engineering\). ~
Contractors, in tufn, gain improved diséipline in systems operation, better
communication internally and with DOE, more detailed and earlier visibility
of work -progress, and 1ncreasedvcost;. and schedule awareness at all. functional

levels, particularly at lower levels of managenent,

F. JOINT PARTICIPATION | .} o

1

| Successful contract pefformance_ measurement through use of ménagement
control systéms which meet the. Criteria, is the result of a c’:omi:ined and coor-
dinated effort between DOE and the involved contractors. Furthermore, it re-
quires thelpart#cipa;ion and coordinated efforts of various DOE organizational

~ N~

elements as described 1in Chapter ITI. The DOE/contractor participation in CSCSC
' implementation activities is depicted in Figure 1. The responsibility for develop-
ing and using management control -sysi:ems in \c.ompliance with these Criteria

- 18 vested 1in the corit:ractor, but the specific systems proposed are subject

5




RESPONSIBLE

ACTIVITY PARTICIPANT
: DOE CONTRACTOR|
" Designate Projects to Apply Criteria Approach on Contract X
Develop Project Summary Work Breakdown Structure X
Formulate Acquisition Strategy for Project X
Select Appropriate Contracts for Full or Modified _
Criteria Implementation X
Prepare Criteria Implementation Plan (Clauses, Reports,
Reviews) : X
Specify Criteria Requirements in Solicitation X
Submit System Description and Contract Work Breakdown ‘
Structure in Proposal . X
Evaluate Proposals X
Award Contracts with Criteria Requirements and Select
Subcontracts for Criteria Implementation - ' X -
Coordinate Implementation Activity X X
Review Contractor's Management Control Systems for
Complianpe with Contractual Requirements X
Correct Discrepancies Identified During Review X 
Document Systems Validation or Acceptance D 4
Perform Systems Surveillance X X
Operate Systems and Submit Cost/Schedule Performance Reports )'(,
Analyze Performance Reports and Use Results {Status Assessment,
Trend Identification, and Forecasts) for Management l_’urposes X X

FIGURE1 CRITERIA IMPLEMENTATION ACTIVITIES

6
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to DOE assessment and subsequent validlation or acceptance. In instances where DOE
defermineg vt:'hat the contractor's systems do not meet the Criteria, necessary
adjustmenfs to achieve compliaﬁce will be required. Differences in interpretat'i.on
of Criteria apglication between DOE representatives and the c‘ontractor which
can.not bé resolved locally should be difected tp the DOE Controller for resolution.

After validafion or .acceptance vat:he contractor's systems, DOE relies
on 'these systemé to provide the. necessary management controls. Contractors
having systems previously validated or acceptéd are enéouraged ‘to maintain
_ thei.r-essential element\sl and disciplines for ready implementation on future

DOE contracts.

G.  SCOPE |

The Criteria, in accordance with DOE Order 2250.1, may be applied on
selected coﬁtracts within designated projects in either a full or a modified
version. The primary difference between the two versions is the degree of latitude
DOE exercises inspecifying the Criteria req;xir;rnents and the subsequent determi-~
nation of contracﬁor compliance with the r_equirement. The modified implementation
introduces addit;onal flexibility into the impiementatipn précess to accommodate
such contract factors as lesser dollar value,. risk, criticality., or promihnence.

The contracts selected for full Criteria 1mp1emgntation will meet one of the
following guidelines:

o) The contract has a total est:hpated dollar value in exces;s of $50 million;

o The contract work is of high national or DOE urgency or attfacts unusu-

ally high national or DOE interest;
o] 'The contract work has special problem areas or known high risks that

are expected to exist during the contract’ period; and




o The conffact has been recommended for full Criteria implementation by

a Program Office Director.

The contracts initially selected for modified Criteria implement:étion will -
| meet one of the guidelines listed below. Final designation will be made’ by thé
cog'nizant 'Secret‘alrial official. | |

o The contract has a t6t31 eétimated dollar value betwéeri $2 million gnd

$50 -million.’

0 The contract period of perfarniancé is more th#n one yéar.

"o The contract has been recommended for mo&ified Criteria implement:'ation.
by a Program Office Dilrector.

Implementation of the Criteria on an existing contract 1is subject to con-
tractual agreement between the contractor and DOE. Subcontracts may be selected
for application of the Criteria by mutual agreement betwéen the prime contractor
and DOE Project Manager, acéordin,g- tolfhe criﬁicali.t:y of the subcontract to the
project. Firm—fixed-price or fifm-fixedj-price with economic price adjustment
contracts or subcqntraéts brdinarily, will not be seleéted for application of
tl\le Criteria. All other types of new contracts, including fixed price incentive
contracts, may have the Criteria applied. Implementation of the Criteria is
not intended to affect the basis onwhich progress p'ayments or cost reimbursements

are made. The Criteria do not address the basis for payment or cost reimbursement.




CHAPTER II ~ CRITERIA DISCUSSION

A, INTRODUCTION

The Criteria explanations and inte‘rpretationvs contained iﬁ this chap_téf h
are intended to ensure the appropriate implementation'of DOE's contract; per-
formance measurement reciuiremenfs. As discuésed in 'parég”rapl;x ‘i. G., fhe Critei;iva‘
may be applied in a full or modified version depending on DOE s requirements."
.Generally, the two Implementation. versions may differ with regard to the detail
required in contract work definition, the level and composition of the control
point selected for management of the work, and the extent of the contractor's

systems documentation.,

3

"B, - ORGANIZATION _ ‘ T

The Organization section of the Criteria is concerned principal}y with
definition of work required to be performed by the contractor and with the
assigmment of tasks to organizations résponsible for pefforming ‘the work. It
reduires that all authorized work be defined within the framework of a Contract
Work Breakdown Structure. DOE/CR-0016", Work Breakdown Structure (WBS) Guide,
provides guidance for preparing and using work breakdowmn étructures. B

1. Contract Work Breakdown Structure (CWBS). The contractor's extension
~of the Project Summary WBS (PSWBS) éhould x;eflect the contract scdpe of wbrk andA
the way the contract work is to be managed and performed. It must include the CWBS
elements specified by DOE for reporting, the products or éer'vices (inclti'd.ing
Eontract J.ine items and major éubcontracts,a; applicable) to be provided, inter-
mediate levels, and cost accounts. The lower level elements should be meaningful
products or task oriented subdivisions of a higher leéel element.

" a. The CWBS serves many purposes and facilitates contract planning by
providing a formal structure for identifying and relatiﬁg the work
and the work products. It simplifies the problemsAof éummarizing
cohtract or project oriented data, and it establishes the reporting

9




structure for DOE required management informatiéns CWBS planning
should take into consideration performance measurement data element
requirements, data summation characteristics, scheduling systems,
technical performance paramelt‘ers, configu.r'ation items, an& actual
cost history. The CWBS should recognize and accommodate the -dif-
ferences In the way work is organized and performed in the various
bhases of developméht: and demonstration, including design, fabrica~

tion, installation, and construction.

There 1is a' neéd for contractor flexibility in their; extension of the -
PSWRBS. Contractors may recommend and negotiate modifications to
the preliminary CWBS. The contractors have complete flexibility in
extending the negotiated CWBS to reflect their approach to accomp-
lishing the work. It 1is not necessary to ext:énd all branches of
the CWBS to the same level. The basic -ol;jective is to subdivide
the total contractﬁal effort into ménageable units of work. Large,
complex, or high risk tasks may require numerous subdivisions; tasks

of lesser sizé, complex'ity, or risk may require substantially fewer

- levels. There is no need to use "dummy" :'levels in order to force

all segments of the CWBS to acommon level. However, if this enables
the contractor to use a particular data accumﬁlation coding system

more effectively, dummy levels are acceptable.

.In thg F?Eab_'lilfm_ept.“ of the CWBS lower levels, the differences be-
tween the type of effort performed b}; ;the . Q#rious: ,c&ntractors in-
volved must be recognized. For example, d.\;ring systgm design, an’
architgct-engineer's work normally is organized and performed along
the lines of the major subsystems of the overall system. The design

10




begins with the overall concept and is developed, top do@, in pro-
 gressively greater detail until it is established at the component
1evei. During construction, the opposite occurs. A bottoms up process
- is used. Components dre joined together in progressively larger assem-
blies until the system and eventualiy_ thé facility is completed.
Additionally, construction is performed by‘ w;zork level and area, énd
it may be impractical for_‘ a constructof to use fhe same CWBS elemetit:s
or levels that were used 1in thedesign. To facilitate propet; contract
management,:extension of the CWBS should be compatible with the

‘manner in which the work proceeds.

2. Interrelation of WBS and the Funcgional Organization. The CWBS helps
défine and organi;e the work to be performed by logical w;.)rk subdivision. The con-
tractor's organizational structure should reflect the way the people who will
accomplish the work have been organized. To assign specifié work responsibi-
1ity, the CWBS and organizational structure should bé interrelated with ;aach
other; ;hat‘is, fu’nctipnal responsibility is established for be;foming identified
units of work. This interrelationship may occur at any level, but the,CriceriaA
require that the Pi‘ntegration exist both at thé total contract leviel and at'the.
l;avel where performance of work is managed. Other natural points of integration
may occur as a result of the manner in which the contractor's scheduling,‘
budgeting, work authorization, es.timating and performance ﬁeasu;ement systenms .
interface with each other and with the CWBS. Figure 2 depicts integration
betweén the ‘CWBS, the o;'ganizatidn, and the different systéms using typical
contractor systems documentation. This Figure also refers to éubséquent related

Figures that provide further insight on systems integration.
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SYSTEMS DOCUMENTATION

2l

CWBS " ORGANZATION ,
‘ PERF -
" LEVEL LEVEL SCHEDULING . BUDGETING WORK ESTIMATING ER ORMANCE
(See Fig. 3] (See Fig. 3) (See Fig.6) {See Fig.4} AUTHORIZATION {See Fig. 5) MEASUREMENT
: : i {See Fig.5) (See Fig.7)
LEVEL 1 .REACTOR CONTRACT MASTER BUDGET CONTROL PROJECT DOE COST
DEMONSTRATION MANUFACTURING SCHEDULE LOG SALES ORDER OFFICE PERFORMANCE
PLANT CONTRACT* COMPANY - MEMO REPORT (CPR)
LEVEL 2 ENGINEERING INTERMEDIATE BUDGET TASK PROJECT NSSS CPR
NSSS DEPARTMENT SCHEDULE CONTROL AUTHORIZATION OFFICE (SUMMARIZED DATA)
{FUNCTIONAL) LOG : i MEMO )
LEVEL 3 DESIGN INTERMEDIATE BUDGET TASK PROJECT REACTOR
REACTOR GROUP SCHEDULE CONTROL AUTHORIZATION OFFICE SYSTEM CPR™
SYSTEMS . (WBS) LOG MEMO {(SUMMARIZED DATA)
. . . PROJECT
) LEVEL 4 ) DRAFTING & COST ACCOUNT COST TASK . OFFICE
RADIAL BLANKET CHECKING SECTION AUTHORIZATION ACCOUNT AUTHORIZATION MEMO COST ACCOUNT CPR
COST ACCOUNT* : ’ AUTHORIZATION OR VARIANCE
' ANALYSIS REPORT

WORK PACKAGE LEVEL
FUEL
SUBASSEMBLY

MECHANICAL
DRAFTING UNIT

COosT
ACCOUNT
PLAN

COSsT
ACCOUNT
PLAN

cosT
ACCOUNT
PLAN

VARIANCE
ANALYSIS
REPORT

COST ACCOUNT CPR
{(WORK PACKAGE
DATA)

* Integration of CWBSIOrganizationISystems Required at the Contract and Cost Account Levels

FIGURE2 CONTRACTOR CWBS/ORGANIZATION/SYSTEMS INTEGRATION
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3. Establishment of Cost Accoﬁnts. The assignmenf: of lower level CWBS
elements to responsible lower 1level fuﬁctionél managers provides a key point
for management control purposes and cost collection. The lowest CWBS ievel
at which organizational responsibility .for individual CWBS elemenlts exists is.
referr‘eé to as the cost account level. At this levél, actual costs are accumq-:
lated and compared with budgeted costs, 1.{3., performénce measurement is con-
ducted. Some contractdrg may choose to collect costs and make performance

comparisons at a still lower level.

vas t}]e natural pbin; for cost and 'schetiule planniné and control; t'hev
: cost account provides a logical point fdr." cost collection and evaluation. While
it is usually located immediately above the detailed job level, a cost account
may be located at highe,r_ le;reis v}hen 1n consonance with the contractor's. method
of management. The data eiements (Budgeted:Cost: for Work Scheduled .(BCWS),
Budgeted Cost for Work Performed (BCWP), Actual Cost of Woric Performed. (ACWP),
Budget at Completion (BAC), Estixl;ai:e at Completion (EAC), and variances) de-
termined at the cost account level should be summarized up thtough both the CWBS
anci the organizational strucfure for reporting to higher levels of cor{tractor

management and to DOE.

a. As a key point for planning and controiling of the contraétual effort,
virtually all aSpécts .of the matiagemg_n; control systéms come together
at the cost account, 1nc1uding» budgets (botﬁ for internal effort and
for planned procurements), estimates, schedules, work assignments,
cost collectiqn, progress assessment, problem 1déntification, vari-
ance"analysis, and corrective action. Mosvt.ma‘nagement actions taken
at higher levels are on ah exception basis, based ‘on significant
problems identified at the cost account level. For these reasons,

13




b.

the levels selected for establishment of cost accounts by the con-

tractor should be carefully considered at the outset of a new contract

to insure that the work will be properly defined into manageable
units and that functional responsibilities and’authorities are clegrly
and reasonably established. The quality.and amount of wvisibility
available dqring tﬁe'performance of the contract will be directiy

relatable to the level and make-up of the cost accounts.

Integration of the CWBS and organizational structure at the cost
gcéount -level may be vfsuaiized as a matrix with the functional’
organizations listed oﬁ one axis and the applicable CWBS elemeﬁts
listéd on the c;ther ,ax:ls.‘ Figure 3 illustrates this relationship
énd includes a sample coding structure. Each organization may then
be clearly 1dentifie<i ‘with the work for which it is respon'sible.
Further subdivision of the workmay be accomplished by the responsible
organization manager by assigning work to supporting units for per-
formance. Critical subcontracts (as determined by the prime contractor
and DOE Project AManager) must ‘also be separately measured and inte-
gratﬂed into the CWBS. Subcontracts m;y be identified a‘nd tr;eated
as individual CWBS elements and' cost accounts, if their value, com-

plexity, and need f'orA visibility warrants.

Contractors should be given flea\tibility in the points of intefface
between the CWBS and their organizational levels. Cost accounts
should not be established below the level at which cost and schedule
management capability and responsibility actually exist. The organi~

zational level selected for cost account responsibility should be

14 - !
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consistent with the level of management responsible for cost and
schedule performance. This avoids the generation of pians, docu-
ments, and performance reports which do not improve managementbcon-
trol. Similar factors should be considered in selecting the CWBS

level at which cost accounts are established.

While all direct costs are accumulated in cost accounts, the Criteria
d; not require the recording ofinditect costs at this level. Con~
tractors must, however, be able to identify thelnaﬂagers responsible
for conérolling tﬁe 1ndirec; costs tﬁaf are allocated to éovernmenpl

contracts. Indirect budgets should be established and assigned to

the organizational managers responsible for controlling such costs.

~ Further, overhead pools and corresponding budgets must be designated

and the methods used for allocationclearly defined and documented.

At the cost aécount level all work should be planned in one of ﬁhree .i

different types of effort: ’ - \

o Work Packages — discrete tasks which have a specific end producf\\

| or end result; ﬂ

o Level of Effort (LOE) - wofk which does not result in a final
product, e.g., liaison, coordination, follow—up, or other support
activities; and

0 -Apportioned Effort - factored effort which canbedirectly related

Ato other discrete tasks, e.g., portions of quality control or inm

spection.

All workunde;the contract must eventually be planned as, and placed

in, one of these categories during the performance of the contract.
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4, Work Packages. In a full Criteria implementation, work packaées

’ constitﬁte the .basic building blocks ﬁsed by the contractor in planning, con-
trolling, and mea;su'ring cop;rgct performance. To be effective, a work package
should have the .chatacteristics delineated in the Glossary, Attachment 1. In
full Criteria implementation, a work package is simply a iower level task or
job assignment within a cosf account. It describes the work to be accomplished
by a spécific performing organizational element and servesl as a vehiéle for
monitofing and reporting progress of work. In the case ;>f a modified Criteria
implementation, objective 1ndicétors reflecting gro;xps of tésks‘ may be used and

o o

" viewed as work packages. Thus, the term "worl'{ package" can refer to a single’
‘task within acost account or a grouping of such tasks at the cost account level.

It 1s a generic term used to identifydiscrete tasks or grouping of tasks which

have a definable end result.

a. Work packages should be natural sub&ivisioﬁs of effort planned accord- -
ing to the way the work will be done apd such planning should
satisfy the requirements for performance measurement. Frdm- the stand-
point of evaluating accomplishment, this means that the work-in-process -
assessment should be minimized. On short work packages, little or
no assessment of wofk-in—process is required because their earned value .
measurement 1is based mé.inly on completed work packages. On longer
work'packages, valid work-in—process assessment should be achieved -
by use of objective indicators, Sucﬁ as discrete }pilest:.ones with pre-

assigned budget values or completion percentages to subdivide the

work.

b. Work packages vary significantly between contractors and between their

organizational functions. . Within a contractor's organization, work
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.packqgeswill differ dependihgnqn séveral factoré, including the type
and amount of work 1hvél;red, it’s' com'plexit_y, thé sche;iule constraints;
etc. For ekamble, éomponent fabriéa;ioﬂ work'packages tend to‘be
relatively simple and short. In contrast, an engineering design
work packagemay entail preparation of a complex specification éndre—
quire a number of months to complete. For these reasons, theCriteria
do ﬁot impose'specificAliﬁitations'on work package:duration. It
should be recognized, howevg_;, that pet;formance ineasuremet;t is accomp-
1i{shed and répor;éd to DOE on a monthlybgsisfor'summaryievel items.

As mentioned above, the earned value reported should be based on
completed work plus a determination of the amount of work-in—-process
completed. Unless objective indicators are used to promote the work-
in-process evalua@:ion, work packages which extend over several repofting
perio&q may require an undesirable amount of subjective evaluation
to determine the -amount and value of in-process work completed as-
of the reporting cutoff date'. On the other hand, work packages which
start during one reporting period and end during that period or the

next, p‘tovid‘e‘a more objective basis f01: determining status of contract

.work. This does not mean that the Critéfia‘requiré work packages

to be limited to two months in durafion, but rather that 16gica1

and rational methods for evaluating completed work-in-process should

exist.

5. Level of Effort (LOE). - Support type effort, or LOE activity, is
measured differently from discrete tasks. While discrete task accomplishment
can be measured through various methods based on the completed work, LOE is

-

"measured" through the passage of time (i.e., the BCWP is equal to the BCWS
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for the reéofting period). LOE must be‘lsegregrated from discrete work in order
fo avoid distorting its measurement. Normally, LOE costs ére accumulated se-
parately from work'packagé costs 1in order to. permit the evaluation of the
measﬁrable effort prior to 1its combinétion with the i.OE data. For example,
this separation could be accommodated by adding a suffix to the code fo;: the
coét account number in Figure 3. Thel amount of LOE activity will vary among‘
performing organizations, but within each organizét:lon LOE should be held to-
the lowest practical level. The Criteria do not establish guidelines as to
how much i,OE is acceptable, but require that only work which cannot b_e measured
or épportioned be designated LOE. LOE, like Qork packages, should be budgeted

on a time-phased basis for control and reporting purposes.

6. Apporti;)ried Effort. Appofti_qhéd effort is d.ependent upon or related
in direct proportion to the pél;form.ance of other work. For example; quality
assurance and other inspection functions may be planﬁed as apportioned effort
based on the amount of design drawings or construction effort. Apportioned
effort may be included and budgeted as a part of the discrete task to which it
relates or'may be establiéhed as a separate task with its own budget based on
a percentage qf the related task budge't.“ 'Cost's n.mét be accumulated consistent
" with the manner in which the. apportioned effort is budgei:ed. Factors established
'. f'or. budgeting apportioned effort and mgﬁgg{{_t}_g? its earned value must be documented
- and applied in a formal, consistent manﬁer. Apportioned effort should be limited

to that which is genuinely related to discrete effort.

7. Detailed Planning. While all contractual effort is eventually planned
and controlled indetail, such planning may not be practical or possible for an
entire contract at the outset. A "rolling wave" or incremental planning ap-

proach may be used 1in doing the detailed planning. Under this approacﬁ,

19




work is planned in. finite, 'but sizable planning increments at.the outset of a
-contract. These planning 1nqrements form the basis for initial work authorization,
budgeting and scheduling. As the near term contract work is defined and
plapned»iﬁ more detail, tasks suitable for job assigmment evolve naturally.
and the work is segregated into cost accohnts, work packages, LOE, eté. Thus,
the contractual effort is progr;ssiyely divided into smalleé segﬁents as work
on the contract proceeds and as fesponsibility is assigned to successiﬁelower
levels of management. However, such work definition must be accomplished in
sufficient time for budgets_to Be developed and detéiled plaﬁs for work accom-
plishment to becompieted. Detailed planning extending.approximafely six months
into the future should provide'adequate planning and control. Howéver, the
extent of the detailed planning is determined by the nature of the work. For ;
‘example, the design of a particular system could be unusually difficult to de-
velop and until the final configuration is determined, detailed planning could
encompass less than six months. Once work has been defined and budgeted, éon—
trols shduld be established to minimize further 9hangestx>thebudget, sche&ule, o
or scope of thaf work, particularly in. the near time frame (apprqximately '

30 days).

C.  PLANNING AND BUDGETING

Generally, the plaﬁning and budgeting Criteriarequire that all authorized
work be scheduled and that budgeté be assigned to identified manageable units
of work.

1. Planning.A The assigmment of budgets to scheduled segments of work
pro&uces a time-phased plan against which actual performance can be compared.
The establishment, maintenance, and usé of such a plan‘are extremely important
asbects of .performance measurement. Good planning demands thoroughness and

discipline at the outset aﬁgxéontinuing discipline is required to maintain
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and operate the plan. This does not mean that the system must be tota11y>

1hf1exib1e but that changes to the time-phased budget plan must be controlled

" in a disciplined manner.

Coe

While planning is required at all levels of management, it becomes
progressively more detailed and finite at lower levels of the or-
ganizational structure and the CWBS. Usually, all the work for a

given contract cannot be planned 1in terms of detailed work at the

"~ outset. However, it can‘and should be initially divided into larger.

segments so that the entire contract requiremént may be viewed as a

gsum of identified parts.

When it 18 clearly impractical to plan all authorized work initially
in cost accounts, budgets fér the work should be assigned to higher
CWBS and organizational levels for subdivision to the cost account
level at the earliest opportunity. The budget for this'effort nust
be identified specifically to the work for which it is intended,
be time-phased, and be controlled to insure that it is not wused
or transferred for accomplishing other work. Eventually, all the work
to be.pefformedwill be budgeted by specific organizational elements
totheapprépriateAcostaccounts(SeeFiguréé);Thegey point4éertain—
ing to summary level planning ié,that it is né sﬁbstitute for early

and definitive planning at the cost account level, Without timely

work definition and realistic budget allocation, the Qalidity of

the performance measurement baseline 1s questionable. .

In the case of authorized unpriced work, the contractor should plan

and budget near term effort in cost accounts while the remaining
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effort and budget may be planned at a higher level. After négot-
iation, the remaining effort will be planned and budgeted_within
cost accounts as soon as practicable to as#ure disciplined baseline
'pianning.

2. Work Authorization. Before work actually begins, the contractor's work
authorization system should define and identify the work to be doné by the orgaﬁi—
zatiohal elements responsible. Schedules and budgets should be established for
all work. Documents to accomplish these activities generally are already available
in the contractor's systems at appropriate levels within the framework of the
CWBS. 'I"hese documents may have a variety of names and may serve more than one
purpose, e.g., one document may transmit -the authoriza_tion to both plan and per-
form the work. Figure 5 shows typical documents used by contract"ors to authorize

work from the contract level .to the work package level,

3. Scheduling. The scheduling system should include all specific work
to the lowest defined element of the CWBS in a way which is compatible with con-
tract milestones and meaningful in terms of the technical requirements of the
contract. The schedules within the \scheduling system should identify key mile-
;e,tones; and acti\'rities which recognize significant constraints and relationships.
The milestones must be objectivelymeasurable. The coﬁtractor's scheduling system
éhould interface with other planning and control systems to the extent necessary

for measurement and evaluation of contract status. The scheduling system should

' provide current status and forecasts of completiondates for scheduled work. The

contractor's summary and detailed schedules should enable a comparison of planned
and actual accomplishment based on. milestones or other indicators used by the

contractor for control purposes.

a. The Criteria do not require the use of a specific scheduling system
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1

or methodologies. Basically, the Criteria rquuire' the éontractor's.

7

scheduling system to be »formal, f:omplete, and consist!ent/." It shouid
contain a summary or master schedule and related subordina’/te schedules
which provide a logical sequence from the countract level to the-.work
package level. AVar'i-ojus' scheduling techniques are available which will
satisfy these requirements. Networking or "c;:'iticél path techniques
ma’yBe ‘used at suxﬁmary and intermediate levels and be supporte& by
bar charts or other f:ephniques at the work package level, if desired,
'provided adeq‘ua,t'e and clear relationsh_i‘ps exist between succé’ssi_ve
levels. Figure 6 illustrates a ﬁypical scheduling hierarchy and how

the contractor's schedules are an extension of the DOE project master

schedule.

The schedule indicators used to measure progress must be meaningful

and occur with sufficient frequency .to ’p'rovide a. basls for accurate

. measurement of accomplishment..  This req'uires' provision for monthly

performance measurement to support the determinationof cost and schedule
performance status at the cost account level. Any rescheduling must

be constrained so as to maintain consistency with key schedule dates

 and changes should not be made to the budgets or values assigned to

performance measurement indicators which are scheduled to occur in,

the current monthly aécounting period. Procedures should be established

" which provide the necessary constraints to maintain performance measure=-

ment baseline stability and integrity. .

To achieve efficient day-to—-day wdrkioading of the performing organi-

zations and to reflect current schedule priorities, work may be re- .

scheduled prior to its scheduled start date. This process, however,
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d..

must be controlled to avoid problems in satisfying the requiremehts

for advance planning and maintenance of integrated schedules. Fur-

ther, the closing of in—process work packages (i.,e.,those affectéd by’

the change) and opening of new work packages for each contract change
generally does not constitute a practical or economical' approach.

Under thesé cohditionsk, rescheduling of the affected work—in-process

may be appropriate and acceptable, providing procedures are in exis—

‘tence which prevent the inadvertent invalidation of baseline schedules

thrdﬁgh these detail-level changes\. The substance of such pfocedures

should be to 1limit the range of rescheduling so as to maiuntain con—.

sistency with key schedule dates on the intermediate and master
schedules. The measurement of performance through the use of objective
1;1dicators does not eliminate the. reéuifement for detailed planning
and ‘control of work. This is essential if schedules and efficient
performance are to be maintained. Examples of objec.;tive indicéfors
for measuring accomplisiunent of work may include: the use of milestonés
with assigne‘d’ or readily determinable Sudggt valués; direct measure-

ment of accomplishment in terms of units of work; a form of equivalent

- or earned unit wmeasurement system; or an input-output measurement

system which compares planned levels and actual perforxﬁance. A con—
tractor who aiready has an éffe.ctive means of measuring pérformance
normélly (:a’n continue to use that means and shouldL b-ev ab‘le‘t.:o satisfy
the>Crit.eria, provided that ‘the measuréxnent is integrated with the

baseline plan for the performahce of the work.

The contractor must have a baseline planwhich reflects the integration
of the budgets and the ‘schedules for the planned work. The budge{:s for
the work plénned must be time-phased in accordance with the ‘schedule
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for vthe performance of the work. The performance measurement indica-
tors (milestones, earned units, scheduled output, etc.) must be clearly’
identified and directly traceable to cost accounts. They must be
scheduled in a sequence which supports the achievement of higher
level schedules, including tﬁose spe\cified for the cost accounts.
The indicators must clearly represent the accompiishment of an identi-
fiable qt-xantity of work within the cost account and bt;. assigned
a value reflecting the planned cost of that work. These values must
summarize or reconcile to the total budget for the .cost account.
The use of an earned value technique which is only generally indicative
of some progress (e.g., equal value milestones not related to specific

work) is not acceptable.

4, Budgeting. Planning and scheduling the contract work provides the basis -

for developing budgets and work authorizations. As the work is progressively

defined in greater detail, budgets for the planned and scheduled work should be

concurrently assigned. Budgets at the work package or cost account level may be .

stated either in dollars, manhours, or other measurable units; budgets for -

cost accounts and higher levels are normally expressed or summarized in dollars.

In general, the contractor's budgeting systems should provide for:

o

Direct budgets allocated to the organizations responsiblé fol‘~ pérforni—
ing the planned work 1dent.1f1ed to CWBS elements;

Indirect budgets allocated to specific organizations having fesponsi-
bilit& for coﬁtrolling indirect costs;

Separate identification of any management reserve budget and undistri-
buted budget; and

The total of direct and indirect budgets, management reserve b;xdget,,
and undistributed budgef equaling the currént negotiated contract .'cost ,
plus the estimated cost of authorized ﬁnpr‘iced work.
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Since primary budget ass’ignménts‘ may be made to functional organizations, the
level at which the o;ganizati'onal and CWBS elements are integrated may be
the first point at which budgets are specifically assigned to CWBS elements.
'Thié is not always the case. Certain'elements of the CWBS may have budgets
"ass'ignedA at the sﬁmmary level and then subdivided as the work is .broken down
into manageable units c;f effort., Regardles_s of the budgeting technique used
all work eventually receives a budéet.‘ ' The sum of the budgets for all CWBS
"elements at any one’ level of the ‘CWBS must be equal to or gre;ater'(if indirect
: “costs are applied at the higher lévél) than the sum of the budgets at the next
: '.'lo‘wer level.: The same ru'ie applié_s at all levels of the organizational

structure.

5. Contract Budget; Base. The original budget established for elemenf:s .of
‘the CWBS should constitute a'traceable basis ag'ainst.which contract growth can
be measured. The starting poin; or base on which these origiﬁal budgets are -
built is the original negotiated conmtract cost. 'In the absence of a negotiated
vélpe, the contract budget base may be those C(.)StS' formally recognized by
Both DOE and the contractor as the value to' be us'ed' for contract performance
‘ ‘f:measurement purposes. In either c‘ase',.fvo‘r Criteria purposes, this is called the
‘contract budget base. Th"e contract budget base incféaSés or decreases only as a
;'esult of changes authorized 'by the Cdgnizaht"Contiacting Officer. For defini-
tized changes, the contracf budget base increaéég or ‘décreasés by the amount
:negotiat‘ed for those changes. For authorized wofk which has not been negotiated,
" the contract budget base increaseé or decreasesA by the amount of cost estimated
by the contractor for that effort.’ Aftef neggtiations‘, the contract budget base
is adjusted to reflect any change resulting from the negotiations. The contract
bu&get base, therefore, 1s a dynémic and cbntrolled "amount, changing as the
authorized work under the céﬁtrac’t changes. - Fiéufe 7 displays the cphtract
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budget base composition and how it may change under varying conditions. -

6. Performance Measurement Baseline. As the contract effort is defined
within the CWBS and identified to responsible organizational elements, the
‘basis for budget ;séignments to'idéntified tasks is provided. Since, normally,
all work cannot be pianned indetail at the beginning of a contract, initial)
‘planning may consist of higher level CWBS work assigned to designated organiza-
tional elements for budgeting aﬁdscheduling.Thesehigherlevelwﬁrk assigmments, -
1ﬁ effect, serve as planning budgéts in - the initial planning. Eventually, all
budgét wili be detail planned in costaccounts. The budgets assigned to cost
acqounﬁs are time-phased in accordapce with the schedule for performing that
work, thus forming the majop portion of the time-phased budget baseline, i.e.,
the performance méasurement baseline, used in the measurement of both CWBS
and organizational performance. Within a costaccpunt,furthérbudget assignments
- are made to work packages, LOE, and appo;tioﬁed éffort, as appropriate,vas
detailed planning proceeds. Any far term cost apgount work 1is planﬁed in
larger. planning packages for budget and sghedgling}jpurposes. These planning
“péckages are thendetailed planned peffhe "rolling wave" épproach. When all
work 1s planned within cost accounts, tﬁe bﬁdgéfed work must equal the total
‘cost account budget. For future effort not ;lénned to the cost account level,
the performance measurement baselinekalso inélhdes budgets assigned to higher

level CWBS and organizational elements and any" temporary undistributed budget

(See Figure 7).

a. All cost accounts must contain “a budget, schedule, and scope of
work and should realistically represent the manmer in which work

is assigned and budgeted totheorganizétionalunits.The cost account
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b.

budget should inclucie 511 direct costé for the tétal'work with
separate identification of cost élements (labor, material, other
di‘rect costs) as agreed to. Eétai:lishing and mainta;ning control
at the costl account level permits flexibility in thé m_énagement of

resources and work replanning. Since cost account budgets and schedules

 establish the basis for baseline control, cost account duration is

a factor in determining t;he extent of clontrols. réquired. When cost
acc;ounts averag.'e nomore thanone year in length, replanning within the
cost accounts. can be’ a;:commodated without the need fér rigid con-
stréints. When cost accounts exceed a year in lgngt:h, they must
be disciplined by budget allocation constraints. It is not intended
to limit cost accounts to one year in length, but to ensure that
budgeting procedures and practices prohibit budget planned for far

term work from being used for other work in the near term.

Replanning of cost accounts is sometimes necessary to compensate
for internal conditions which affect the planniﬁg and scheduling of
;emaining work. Such replanning, however, should be accomplished
within the coﬁstraints of the originally established cost account
schedule and bud.get. Wheﬁ more extensive replanning of future work
is necessary and the ;:otal cost account budget ‘must be changed,

management reserve budget may be used to increase or decrease the

cost account budget, providing a record 1is maintained docunienting

the transfer., If replanning requires that work and associated budget
be trénsferred between cost éccounts, fhis transfer must also be
formal and documented. Except for ¢orrection of errors or normal -
accounting ad justments, no retroactive changes will be made to budgets
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for completed work. Replanning actions designed to reduce costs,
improve' or reflect improved éfficiency o'.f opefations, or otherwise
enhance the completion of the contfact are encouraged.i Replanning
actions which significantly affect the time phasing of the'performapce
measurement bas'eline should be clearly auciitable by review of con-

tractor records and should be reported to the DOE Project Manager.

‘Maintenance of a performance measurement baseline is required to

ensure that deviations from plan are visible and that they can be

examined to determine their causes.,

The contract budget base used to 'report contract perfor:hance to
DOE must always represent an amount which is formally recognized
by both parties. The objective here is to force recognition of
contractual requirements énd to preclude undisciplined changes that.
could result from the use of ami reporting against a contractor's
unilateriallyv eétablished‘base. The initial e'stablishmenﬁ of the
performance measurement baseline should be tied to the contract budget
base. As new work‘is authorized on the contract, the contract budget

base and the performance measurement baseline are increased accord-

.ingly. Normally, the budget at _.compietion (BAC), i.e., the total

allocated budget, will equal the contract budget base.

Nothing in the Criteria prevents the contractor from establishing
an internal operating budget which differs from the A_contract budget.”
Op;arating budgets are sometimes used to establish inte’rnél'targets_
for rework or added in-scope effort which are \not significant enough
to warrant formal reprogramming. Such budéets do not become'a sub- -
stitute for the cost account budgets in the performance measurement
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baseline, but should be visible to all levels of management as appro-

. priate, Cost account managers should be able to evaluate performance
" in-terms of both operating budgets and cost account Budgets in order

‘to meet the requirements of internal management and of reporting -

to DOE. Establishment and use of operating budgets shoulAd’}'Jé done
with caution. Working against one plan énd reportiﬂg progress agalnst
another 1s undesirable, and the operating budget should not differ .
significantly fro“{ the cost account budge.t in the peffomance measure-
ment baseline. Operating budgets are intended to provide targets for
specific elerpents oé wofk where, otherwise, the targets would. be un;
realistic. They are ﬁot intended to serve as a completely é_eparate:g

work measurement plan for the contract as a whole.

Any increase in the BAC in excess of the contract budget base constitutes
formal reprogramming and must be formally submitted by the éontractlo:r
and formélly recognized 'by the DOE Project Manager. This includes
documented reconciliation to the contract budget base. It should

be clearly understood that such changes are not acceptable on a

frequent basis, such as quarterly or semlannually, but may be expected

to occur only once or twice during the life of a multi-year contract.
One would not expect such an adjustment for instance on a contract

with limited dtiration,' e.g., one year.

When a contractor .formally requests the DOE 'Project Manager for

.a BAC in excess of the contract budget base and the revised plan

-1s accepted for petfbrmance reporting, this condition should be

an indicator to the Cognizant Contracting Officer that progress i;&y-

ments, liquidation rates, or cost reimbursement fee vouchers may
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requir'e review for app'ropriaf.e ad justment.

7. Undistributed Budget. Within the performancé neasurement baseline, the
budget not identified to both a responsible ofganization apd a CWBS elément
is designated as undistributed budget. This type of budget primarily results be-
cause it cannot be specifically allocated to cost accounts. The provisions
for undistributed budget are to ‘accommodate témporary situations where time
constraints prevent adequate budget planning or where contréct effort can be
defined only in very g.eneral terms. Undistribut;ed budget should not be used

in lieu of proper contract planning. This budget should be formally allocated

Ato cost accounts as quickly as practicable, as described below, to maintain

the integrity of the time-phased performance measurement baseline. Usually,

the establishment of undistributed budget will occur when:

a. Contract changes are authorized. For example, réporting deadlines
may‘preclude the planning of newly authorized work prior to report
preparation. However, since budgets for all authorized contract

 work must be ac;ounted for,\some 'prov’islion for the budget .applicable
to contract changes must b'e macie. In such cases, undistributed
budget identified to tﬁé specific contract changes may be established.

Except as provided in (b.) below, the budget should be distributed

to appropriate cost accounts by the end of the next reporting period.

b. Authorized work has pot been negotiated. For example, the‘ contractor
may maintain budget 1in an uﬁdistributed ‘budget account until' nego-
tiations have been concluded, alloc‘atlilng bgdget only to tha-t work
which will start in the interim. After negofiafions, the remaining

b&dget will be allocated appropriately.
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8. Management Reserve Budget. In many major acquisition contracts, it
may bedifficult to' foresee and plan all in-scope work. The Criteria permit: use
of a contractor management reserve budget, provideq that records are méintained
on its use., The amount of management reserve budget and any.ap.plication mﬁ_st
always be accounted for by the contractor and repogted‘to DOE at lthe totgl
contract level. Normally, it 1s controlled at the conﬁract ]_.eyel, altho;xgh
in somé cases it might be distributed for control at lower management leyels.
In any event, the management reserve budget 1s maintained separétel& from the
‘ performanéemeasurement baseline. and 1s identified sepafa.tely from undistributed
budget. Also, there is no "negative" management reserve budget;. If ﬁhe'contracp

is budgeted in excess of the contract budget base, the provision for formél

reprogramming applies.

9, Economic Price Adjustment. For those contracts which recognize abnormal :
escalation by use of price .adjustment clauées, the amounts related to these .-
clauses can be treated in essentially the same manner as undefinitized changes.
If {t can be foreseen that economic conditions may result in contract cost
re§ision under the economic price ad justment clause, the contractor ‘may estimate
the amount of the adjustment to be received at the end of the specified eéonomic
price adjustment period or other period agreed to by the contra‘cting pértiés
and inciude that amount in the contract budget base. Distribution of the estimate
will be made to the performance measurement baseline and/or management reserve
budget an;l the distribution reported in the Cost Performance Report and Project
Status Reﬁort. As the contract proceeds and amounts applicable to ec-énomi;
price adjustment are definitized, the contract budget base 1$ adjusted to ref].ect
both these changes and the contractor's latest egtimated cost ad justment for the
' next economic pricé adj\ust:ment period. At all times the economic price aldjust—

" ment estimate shduld be identified to contract specified ﬁerio_ds and reflect
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actual experience, current trends, and a reevaluation of future conditions.
" Thus, the performance measurement baseline canreflect the economic price adjust-
ment conditions contained in the contract, and ﬁerformance can be measured
‘against a more realistic plan. At the contract level, estimates for economic
price adjustment will be identified and reported separately from estimates for
unnegotiated changes. No matter what period 1§ chosen for inclusion of the
estimate in the contract budget base, the estimate and definitized values should
be specifically identified and' reported by the time petiods specified in the
economic price adjustment clause. The purpose 1s to properly identif& what
was definitized versus wha£ was estimated. This identification is _necessar} .
for tracking estimates and tracihg adjustmenta to manageﬁent reserve budgef

and to the budget for remaining work .

D. ACCOUNTING

The contractor's accounting system must provide for adequately recording
all direct and fndirect costs. applicable to the contract. Such costs muét
be directlj summarized from the level -at which they are applied to the con~
tract thfough both the CWBS and functional organizational strucfure in accord-
ance with procedures acceptablé to the Cognizant Auditor.

1. Direct Costs. - The Criteria }equire the contractor to rgcord direct
costs on an applied or other acceptable basis for performance measﬁrement and
unit costing purposes. Direct labor lcosts are normally applied to work—in—
process on an as—used (applied5 basis. Wheﬁeverpossible,direc; material costs
shoﬁld also be recorded in the same manner; however, in no case will the
costs be recorded earlier than the time of actual receipt of the material.
If existingconfractoraccountingsystemsfacilitatecostandscheduleperformance
measurement, they may be accepted even though they do not record maferial

.as a direct cost at the point of usage.

37




ae.

To be acceptable, contractor material accounting systems should haye

the following characteristics:

o An accurate cost accumulation system which aséigns material
costs ‘to appropriate cost accounts in a manner consistent with
the budget;

o Recognizéd.costing techﬁiques acceptable to the Cvognizant Auditor;

o | Capability to establish cost variances attributable to price
variance and usage variance;

o Performance measﬁreﬁent at the point in time most suitable for

the category of material involved; and

0 Full accountability for all material purchased for the contract,s

including the residual inventory.-
The first twocharécteristicsarewithintheprovinceof the Cognizant.
Auditors 1in their normal activities or és participants on systems
reviews. With regard to ﬁaterial accounting, the contractor must
be able’ to account for all contract material, including subcontract
material, andpurchasedpartsAwhich,bytheir value and significance,

warrant such attention. It is not cost effective to require individual

;identification-ofsuchitems‘as small. hardware, miscellaneous wiring ;

materials, and other items of a similar nature.

Materigl pricé varlance 1s an essential element of material cost
control. This can be determined early in the cycle of ordering
material, at which péint the price of the material can be cqmpared
with the amount budgeted for that mater;al. Accumulation of these
differeéces represents the total material price variance. Various

methods can be used to calculate this variance, but the system

" should readily provide .such data. When it becomes known that actual
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material costs will vary from the amounts planned, the contractor’
should immediately reflect thesedifferences inthe estimate at com-

+

pletion for the material.

Materialt usage vafiance is an Important cost factor on repetitive
type jobs, but may be of marginal significance on a contract for.
oné—qf—a—kind R&D equip;neng. Although the final material usage vari-
ances are not -available‘ until the work is completed,.acceptable cost
accbunting techniqbues for analyzing and determining current and pro-
jected usage variances shéuld be appiied to provide continuing internal

measurement whenever the value and nature of the material warrants.

-The Criteria requiré that contractors' systems be capable of formally

planning and tracking the cost of material usage. For most contractors,
purchases of material in excess of bill of material requirements
are standard practice for many categories of material. Planning for
material usage allowance to cover scrap, test rejections, unanticipated
test quantities and the like, is a practical necessity and the con—-
tractor should have records of such provisions. The‘more uncertain
the expected usage, the more important it is to have a good plan
an& to keep track' of éerfor_mance against it, particulafly for coﬁ;
tract-peculiar materials or materiais which require long procurement

lead times.

In those instances where the contractor maintains separate stores

"store" material

inventory areas, actual or applied direct costs of
or components will be relieved from the inventory account and charged
as actual direct cost on the contract when issued. Normally, all

unused material should be returned to stores for disposition. Actual
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direct material cost includes the materials in the final product,

hY

s'c‘rvap, d amaged materials plus any material which was purcﬁased for
the contract but not used, and for which an alternate use cannot
be found. However, cost projections for follow-on procurenment, would
be expected to i,.nclude mat_:erial ‘consuned plusmaterial brequireme'nts

for schedule assurance based on waste and spoilage trends determined

from an appropriate phase of the contract performance.

Actu‘al' matérial resources éxpénded must be recorded on the same
basis as their budget assigmment, 1f meaningful compafisons are - to"
be made. The definition of applied dii‘ect costs takeks into consider-
ation ﬁhe different types of méterial involved in a contract. Not
all mat':erilal items afé processed through inventory accounts. High-

dollaf value items such as major components or assemblies are frequently

’ séheduled for delivery in accordance with the assembly line schedule -

or site need dates. Items of this type are not usually scrapped
1f found defective, but are returned to the supplier for rework

or repair. Actual direct costs for such material may.-"be'recorded

~ upon recelpt, payment, or usage, as appropriate under the contractor's

system.

Neither the applied direct cost approach nor any acceptéblé alter-
nate should be interpreted to relieve the contractor of the need

to maintain records of contract commitments for material. To avoid

- distortion of cost \}arianées, costs of material should be reported

as incurred in the" same period in which BCWP is earned for the

material. For situations where BCWP is earned and the assoclated
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invoice has not been paid, the estimated actual cost may be 1ncorpor-ated

into ACWP from the 1invoice or from purchase order information.

2. Indirect Costs. The contractor should chargé indirect costs to appro-
priate overhead pools by methéds acceptable to the Cognizant Auditor; ‘Controls
of indirect costs are‘requtred and should include: |

o Establishment of realistic time-phased budgets by organizations,
e.g., department or cost center;
o Placement of responsibility for 1ﬁdire<it cpsts in a manner com-
mensurate with an individual's authority;
o Monthly variance analyses and appropriate action to el;mipate
or reduce costs where feasible; énd |
o Review of budgets at least annually iand ;vhen major unforeseen
variations in work load or other factors affecting indirect costs
become known.
After ‘indirect costs are accumulatéd and allocated to contracts, they are applied.
at the CWBS and orgapizational level selected by the contractor. However, it

must be possible to ‘summarize indirect costs from the applied level to the

contract level without further allocations.

E. ANALYSIS

The; Criteria set forth the characteristics which contractors' systems must
possess and specify‘ the type of'data which should be derived from tbe systems
and reported to DOE, This section discusses the data elements identified in-
the Criteria and t.h'eir associated variances. It also includes discussion of

technical achievement and its impact on cost and schedule performance measurement.
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1. Budgeted Cost for Work Scheduled (BCWS). BCWS represents the time-
phased budget plan (performance meaéurement baseline) against which performance
is measured. ‘For the total contract, BCWS is normally the éontract budget base
less any ménagement reserve budget. It 1is time—phased by the assigmment of
budgets to scheduled increments of work. For any given time period, BCWS is .
determined at the cost account level by totaling the budgets for all discrete‘
work scheduled to be completed, pius the budgets for the portion of in-process
discrete work scheduled to be'accomplished, plus the budgets for LOE and apportioned
effort scheduled to be completed during the period. Indeveloping the BCWS, c;)n-
sideration should be given to the methods planned for determining BCWP and. .
fo‘r recording ACWP.. | .

2. Budgeted Cost for Work Performed (BCWP). BCWP (earned value) consists
of the budgeted costs for all work actually accomplished during a giveh period.
At the cqst account level, BC&P is determined by totaling the budgefs for work
actually completed, plus the budgetsv applicable to the completed in—-process .-
work, plus the budgets for LOE scheduled for the period and the appropriateA
" value for apportioned effort associated with completed work. . The Cri‘teria do
not spgcify any particulax_r method to measure ea;ned value because the technique'
u;ed‘wili largely depend on the wo.rk scope, val;xe, and duration. The major
difficulty encountered in coﬁtraétor determination of BCWP is the evaluation
of work—-in-process. Some contractors use short-span work packages or establish
discrete value miiestones for longer duration work to reduce the work-in—process )

evaluation and facilitate objective earned value measurement. Others use formulae

or earned standards for determining BCWP, while still others prefer to make

physical assessments of work completed to determine the applicable budget earned. .

The use of arbitrary formulae should be limited to v}ork packages of relati.vely
short duration, e.g., two months or less. 1In all cases, BCWP should be
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calculated in the same manner BCWS was developed.
‘ 3. Actual Cost of Work Performed (ACWP). ACWP is the sumof costs actually
incurred in accomplishing work within a given time period and recorded at the

- cost account level. The composition of ACWP must be consistent with the costs

originaily budgeted for the cost accounts. This rule also applies for any

higher level of either the CWBS or organizational structure. If indirect costs,

for example, are included in ACWP at a given level, their budgets must also

be included in BCWS and BCWP at the same level.

4, Budget at:Completion, (BA'C-). At the cost account level, the BAC is
the total authorized cost account budget. This budgét changes 4t<_)-r_eflectAconttact;
changes, internal replanning actions, application of management reserve budget,
or application of undistributed budget. When the cost account budgets are
added to f'thé xﬁanagement reéerve budget and undistributed budget, the contract
BAC results. The contract BAC normally equals the contract budget base and

provides a reference for comparison with the contract estimate at completion.

5. Estimate at Completion (EAC). The Criteria require the contractor
© to dévelop periodically comprehensive estimate of costs at contract completion.
In developing the estimate, the contractor should-use all available information,

including reestimating quantities and costing all remaining work to arrive

at the best possibie time-phased estimate of costs for all future effort. This

is ngée‘ssary to insure that resource requirements are realistic' and time—phased
in accordaﬁce with projected performance.~ The proéedure for EAC developmént
should be systematically and cons.istently used with adeq'uatglconsideration given
vto performance to date. In addition, the cost account EAC should be routinely

examined monthly and should be updated as warranted.  Such an examinatbibn
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is required to assure.reliable and timely EAC- status reporting consistent with

contractor reporting requirements. Both thé comprehensive EACs and the cost

“account updates are essential as abasis for managemeht decision—-making by both

the contractor and DOE managers. Although no specific time period for developing

‘ the comprehensive EAC is established by the Criteria, it is expected that a

comprehensive estimate will be prepared on an annual basis as aminimum, usually

in support of current and future year funding requirements, or more frequently
whenever performance relative to the budget at completion (BAC) or variance

thfesholds,orotherknownfactors indicate that the current estimate is 1n§alid1

The EAC submitfed to DOE on- the Cost Performance Report must be reconcilable

with internal cost reports and the contractor's latest statement of funding

requirements reported to DOE. EACs should be established without regard for .°
contract ceilings. \

6. Data Analysis. Contractor data analysis is initiated at the.costaccount
level by the responsible manager. Cost, schedule, and at completion variances ;'
that exceed egtablished thresholds require review and analysis to determine the
cause,tqevaluateoptionstotesolvethé situation, and to report actions (taken,
planned, or proposed) to higher level management.

a. The compa?ison of BCWP with-ACWP shows whether completed work has

cost more orlless (cost variance) than was planned for that work.
Analysis of the cost variance should reveal the congributingfactors
to the variance, such as poor initial estimate for the task, technical
difficulties ;equiring application of additional resources, the cosf
of labor or matefials different than planned, personnel efficiency

different than planned, or a combination of these or other reasons.
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b.

Ce

d.

The comparisons of BCWPwith BCWS relates work completed to work sche-~

duled during a given period of time. Their difference represents

-a schedule variance. While the schedule variance provides a valuable

indication of schedule s‘tatué in terms of dollars worth of work

.accomplished, it may not 1in all cases clearly indicate whether or

not scheduled milestones are being met since some work may have
been performed out of sequence or ahead of schedule. A formal time-
based scheduling system must therefore provide the means of determining

the status of specific activities and milestones.

Comparisons of BAC ‘-v'dth EAC represent a forecast of budget oVe.frun
or underi‘un (at completion variance). Analysis of this variance
should identi_.fy the possible causes Such,_\-as redesign, change in
scope, unréalfistic EAC or BAC, lack of proper'controls, or a combin-

ation of these or other reasonms.

Compariséns of BCWPwith BCWS and with ACW%,‘ and of EAC with BAC, are
:eq‘uired at the cost account level. Since cos;_ accounts are the re—
sponsibility of a specific 1ndividd§1 -wit:hin a single funétipnal
érganization, .managerial ag'thérity and pgsponsibility for corrective
action should 'exis‘t ‘;at this'point. n_:aking the cost account a key
management contrql point inthe cqntractOF's system. It is 1mpoftant
that the perfofmance measurement baseline be maintained at this level

and that higher level management information consist of direct summa-

ries of cost account date. Comparisons of planned versus actual perfor-

mance are of little value 1f the measurement base is subject to
uncontrolled change or if cost account managers lack the responsibility

and authority for corrective actions.
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e. When a subcontractor is requi:ed to comply with the Criteria and
provides a Cost Performance Repoft and Project Status Report, sub-
contractof data are readily available to the prime contractor for
perfofmance measurement purposes. If a critical subcontractor is
not required tocomplywitﬁ theCriteria,the prime contractor should
estahlish procedures which tie the subcontractor's planned and actual
accomplishment (BCWS and BCWP) to wvalid indicators,' such as the

proposed payment schedule or completion of identified work segments.

f.' It {is unneceésary and would prove unproductive to anglyse every
cost and schedule variance.Therefore,thecontractorshouldestablish
internal cost and schedule variance thresholds and analyze on1§
those variances which are significant, i.e., those which exceed thé
thresholds. These internal thresholds may vary with respect to the
level of the CWBS element, the level of the organizational element,
the risk 1nvoived, the amount of work remaining, and the thresholds
negotiated for reporting to DOE. It 1s essential that these internal
variance thresholds be reviewed periodically in order to assure that

-all significant variances are analyzed for reporting to DOE, while

avolding an excessive number of internal variance analyses.

7. ~Summarization. BCWS, BCWP, ACWP; BAC, EAC and associated variances
should be summarized directly from the cost acc;unt level up through both the
CWBSandorganizationaistructures in order to provide both contract status apd
organizational performance at all levels of management (see Figure 8). Becaﬁse
favorable variances in soﬁe areas are offset by unfavorable variances in other
éreas,higherlevelmanagerswillnormallyJsee only the moétsignificantvarianees

-~

at their level. On the other hand, the accumulation of many small variances,
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not attributable to any single major difficulty, add up to a significant

overall schedule or cost problem and will be evident. The sameé is true of

the information to be reported to DOE.

Qe

The Cost Performance Report provides data to DOE at a summary level,
normally‘ the t:hird level of the Contract WBS or higher. Functional
cost information\may be reported at the total contract level for
major funntional categoriés which reflect the contractor's organi-—
zational structure. The cost or schedule variances that appear on .
this report and exceed the negotiated thresholds shoul.d‘be explnined

in the Project Status Report. The reasons for reporting only summary

"level information to DOE is that as long as contract performance

is proceeding according to plan, there should be no need to re‘pOftv'"{“
additional detail. If péx"formance begins to deviate from the pla\\n,‘f"‘f _
the contractor's system should provide the capability for tracing -
the variances to their source 1in order to isolate the causes of;,"‘
the deviations.
It should be recognizéd that this method of performance measurement .
is only one of the management tools available to contractors and
DOE. Many problems will be disclosed through methods other than i:he
monthly contractor performance reporting. For example, the contrac—
tor's failure to meet plnnned cost, schedule, or technical require-

ments should be readily appafent "and promptly lead to corrective

.action. However, the reports to DOE’ should indicate the overall

cost lmpact of such problems on the contract.

Technical Achievement
Akey to effective cost and schedule control is correlation of technical

achievement with accomplishment of specific work. If the Project
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Summary WBS and the related Contract WBS reflect the manner in which
the contractor actually plans. to do the work, this correlation is
greatly simpiified. When unfavorable cost and/or schedule va;iances
are caused by technical difficulties, the quantitative variance infof—
mation in the Cost Performance kepo‘rt should be supplemle'nted by a
narrative in the Project Status Report to explain the technical
probléms encountered and thgir impact.

As work on a contract progresses, the contractor determines the

.adeduacy and quality of the work .‘;é'r'fdrmed by inspections, tests,

or other types of technical measurements. If the technical results

1

are satisfactory and no corrective action is required, the work is

allowed to proceed.further. If, on the other hand, deficiencies are

- found, the contractor considers various alternatives for corrective

action, e.g. , redesign, scrap and remake, rework. When considering

these alternatives, the impact on cost and schedule are wéighed ‘in

addition to the technical considerations. One or more of the alter- .

natives may be selected as the planned course of actionto obtaiﬁ the

technical results "desired. As the replanned work is accomplished,

the contractor's performance measurement reports will document the

increasing vériances. Thus, there is a close relationship between

| tec_hniéal achievement and its impact on cost and schedule.

F. REVISIONS AND ACCESS TO DATA

The final section of the Criteria pertains to revisions to planning which

are necessitated either by contactual ;_.chafnge or by internal conditions which

49

h




require. replanning within the scope of the contract. It also deals with main-
tainiﬁg the validity of the'perfofmance measurenent baseline, and with government
access to contractor data.

’ 1, Contract C‘hanges. DOE directed chénges to the cont:raét can impact

virtually all aspects of the contractbr's internal planning and control systems,

including the CWBS, work authorizations, budgets, schedules, and estimated costs

at completion. Contractors should incorporate contract changes authorized

ﬁy DOE in atimely manner. Revisions to systems documentation (e.g., schedules,

work authofizations, etc.) should be acéomplished as soon as possible, but in any
cagse within 30 to 60 days of receipt of the change authorization.

a. Wheré the change has been negotiated and priced, budget revisi_ons

are based on the negotiated cost of the change. Where work 1is

. authorized prior to negotiations, appropriate replanningwill be acl-

complished and budgets will be established based on the contractor's

cost estimate for the change. The adjustment of budgets to reflect

neg;)tiations may be accomplished by revising the undistributed budget

identified for the change, the management r'eserve budget, bud‘getsv

established for work t.wt_ yet started, or a combination of these.

b. The budgets associated wifh near—-term wak should be well planned, and

retroactive changes to budgets for completed work associated with

the change are prohibite;i; A;léquate records of all budgeting changes

shoﬁid be maintained to ‘pfovide' the “ba'sis ‘for reconciliation with

original budgets at the lowest level of the Projeg; Sun'u'xiary WBS’

Aas a minimum. | |

2; Internal Replahﬁing. During the course of the contract, it may be

necessary. for the conﬁractor to perform replanning actions within the scope

of the authoriée’d contract to compensate for cost, schedule, or technical problems
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which have caused the original plan to become unrealistic require a reorganization

‘ of work or people in order to increase efficiency of operations, or require .

i

different engineering or. fabrication approaches than originally contemplated.

a. Due' 'to‘ the_"= importance of vmaintaining a valid performanc'e measure-

‘ : ; N _ment: -b_aseline; internal repl'anning - changes shodld be Aaccomplished
) in a systematic _and: timely manner:-and should: be carefully controlled

- and 'docmnented.l Many such'chang'e's :can‘ he handled :wit_hin the budget

fand schedule constraints of the cost accounts;linvolved. Other changes

. ' .may require the application of management reserve budget to cost
accounts to cover additional costs estimated as a result of work

changes (See Figure7). All changes whilch affect cost account budgets

or include significant schedule revisions which. impact the time-e

phasing of the performance measurement baseline, should be documented

X o internally by the contractor and reported to the DOE Project Manager
"in the Project Status Report. This requirement'is intended to assist

‘all users of the data produced from the 'management‘systems in under-

'standing and’interpreting it'correctly.

b, If the‘contractor proposes a change to budgets'for either completed
| or in-process work (e.g. , an adjustment for indirect cost application) ’
-the Cognizant Contracting Officer in conjunction with the DOE Project
Manager, should promptly and thoroughly evaluate the proposed change
.and its effect on contract performance measurement prior to DOE
iapproval .of the' change'.l The ‘agreementy'with the contractor should
address the specific adjustments to be ma_del and the‘ time period
during which the change will b‘ei‘ implemented_. The change will not

be made prior to DOE approval.




3." Formal Reprogramming.  During the Alife of a contiract, situations m;ay
arise whereby available contract budgets for the remaining work are decidedly
insufficient. Consequently, c'ontraét performance measureﬁ:ent against the avail-
able budgets becomes unrealistic and contractor reprogramming (i.e., compre-
hensive replanning) may be necessary. Thig may result in the contractor adding
budget to the performance measurement baselint-_: which, in turn, causes the BAC to
exceed the DOE authorized contract budget base. Ifthi.s condition occurs, the
contract~or 1s measuring performance to an "over target budget baseiine" rather than
"the contract plan represénted by the contract budget base (See Fig’ure . '

a. | A thorough énalysis of contract status requiring the full coordin.én:ion‘
of both the contractor and DOE is mandatory prior to DOE recog- .
nition of a BAC iﬁ excess of the contract budget base. The contractor;ﬁ'
.must develop a detailed estimate of all cost necessary to complete?'
the contract. factoré to consider in devgloping the estimate are-
the amount of authorized work remaining, the est;imated cost of the
resources required to 4accompli'sh the remaining work, and the budget*‘*
(including management reserve budget, if any) available for reallo-
;ation to the remaining work. If the difference between the revised
es;:imated cost to complete and ;,he remaining budget is a significant
amount, the contractor will reque'sAt the DOE Pro jéét Manager to re;:og'nize
the increase in the remaining budgets thereby perﬁitting subsequent
perforinance to be measured against a total contract goal higher
,t:ha'n the contract budget base. Before making adecision as té whether =
to recognize the contractor's request, the DOE Project Manager should
perform an analysis of the contract work remaining and the budget
remaining to verify the s;tuation. Guidance on formal reprogramming
aiso should" be obtained from the Controllgr. A contractor's request

I'd
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for formal reprogramming merely to compensate for variances already

experienced should not be approved.

As appropriate,. contractor formal reprogramming may entail replanning
future wofk and in;process work. The cumulative variances (cost or
schedule or both) may also be adjusted on a one-time basis in estab-
lishing the revised ‘performa‘nce measurement baseline. Such reprogram- '
n;ing will permit the contractof to increase the amount of budget
for the remaininghwork to amore fealistic amount, adequate to prdvide

reasonable budget objectives, work control, and performance measure-

ment., Establishment of a management reserve budget for the repro-

grammed work is not precludéd.

1f t‘he DOE Proj;act Manager is satisfied that the contractor's formal.re—
programming represeﬁts an acceptable plan for compléting t-he'conltract
work, the proposed performance measm;'ement baseline may be recognized
as abasis for future performance measurement. Timeliness is essential
in making this determiﬁation. Therefore, the DOE Project Manager
should take quick actic;n to evalu;te:

o The impact on contract .stat'l'xs reporting, such as 'the effect
on cost and schedule variances aﬁd the change in the relation-
ship of BCWP to the contract value;

o 'Th'e -method to be emplo&ed by the contractor in implementing the

A,change, €eBey ad;]‘u‘stments to .variance applicable to completed .
work, and/or adjustments to work—in-process;

o The estimated amount of time required to ‘acc'ompllish'the repro-—
gramming and the gffect on performance measurement during that
time; and
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o The effect on other contractual commitments, e.g., the status
of contractually specified project milestones, the contract share

ratio, and the liquidation rates for progress payments.

d. AfterDOErecognitionof theformalreppogramming,thecontractormust
document the changes made to the performance measurement baseline
to assure budget traceabiiity. Appropriate internal records and
reports must be revised expeditiously to account for the manner
in whicﬁ the budgets were changed., If variances are adjusted, the
BpWé and BCWP values prior to adjustment will be retained to assﬁre”"

traceability.

4. Baseline Maintenance. In order to maintain the validity of the per-
formance measurement baseline, discipline is mandatory throughout the contractor's *
organiz;tion,particularlywithrespecttobudgetarycontrol.Contractor'swritten'f
internal procedures should clearlydelineate écceptable budget practices. Thesefl

procedures should include the following provisions:

.

o Bﬁdgets must be assigﬁed to specifié segnents of work as appropriaté
(higher 1eve1.6rganizationa1 and CWBS elements, cosé accounts, work
packages, planning packages);

’ d" Work responsibility must not be transferred from one cognizant
organization to another,'orfrom one cost account to another, with-
out transferring the associated budget;

o A budget assigned to future specific tésks or,planning packages
must not be used to budget another task, regardless of the CWBS

level involved;
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o] When management reserve budget is used, records should clearly indicate

when and for what purpose it was applied;

o When undistributed budget exists, records should clearly identify
its amount, source, the CWBS or organizational. level at which it )

(3

41s held, and if distributed, when and for what purpose;

o] Budgets assigned to work should not be changed once the work has
started unless the scope of work is affeéted by contractual change

or other reasons agreed to by the contracting parties; and

o0 Retroactive changes to BCWS, BCWP, ACWP or schedule; for complgteél
work should not be made except for correction of erro;'s or normal
accounting adjus'tm’ents.

5. Data Access. The contractor shall provide the Cognizant Contracting
Officer and duly authorized‘ representatives access to all of_the information
and suppoftiﬁg documentation necessary to evaiuate the contractor's management
control systems initially and throughout the contract life, and to trace to

* the source the problems indicated in summary level data reported to DOE.
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CHAPTER III - DOE ORGANIZATIONAL RELATIONSHIPS

A. INTRODUCTION

Successful CSCSC application requirés thé coordinated efforts of various
organizational elements of DOE. -This chapter ‘describes the res'ponsibilitiés
and authorities of DOE organizations concerned with the implementation of the

Criteria as well as the compoéitidn and fesponéibi;ities of review teams.

"B DOE ORGANIZATIONAL kESPQNSiBILITIES

| 1. Secretarial Oiffic'ia]..s‘. 'Assistant Secfetéries with outlay prograﬁ re'?-
sponsibilities and the Dlirector,‘ Office' of Energ& Research, are responsible fér ‘
assuring that the Criteria éarelimp;emg.nted on new ulla.jbr system acquisitionprojects
and fori approving | teconmlendatli'ons for such iﬁplexqéntatioﬁ on other projects. '
The appropriate Secrétarial Officiél désignates and maintains a focal point.'
for_' coordinatéionof Criteria métters with the Controlier, the overall DOE focal-.

point.

e

2. Program Office Directors. Based on Project Managers' proposals and
on fheir qwﬁ identification of apﬁrépriate projects, Program Office Directors
recommend to the appropriaﬁe Secretarial Official projects for Criteria imple- .
mentation and ass;xre that in each case the approved Project Plan forms the
basis for or includes Cr"l:.lteria implementation pianning.'ﬁpon completion of the
e\;aluat:‘lon of a contractog's systems, the Program Office Director reviews the Pro-
ject Manager'.s fecommend'ations, for validafion or acceptance and forwards it with

appropriate endorsement to the Controller.

.3. TField Office 'M;nagers. Field Office Managers support review teams'

efforts at contractors' facilities within their purview, as well as surveillance
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activities associated with assuring continuing acceptability of contractors'
management controlisystems. They élso insure the inclusion of appropriate
Criteria réequiremen;s in solicitations and incoutracts. anch Field Office also
designates and maintains a focal point for éoordinating Criteria matters with

the Controller.

4. Project Managers. DOE Project Managers apply the Criteria on selected
contracts supporting major system acquisition projects and on other projects that
have been approved for Critéria application. In coordi‘nati.on with the Controllier
.and with the.cognizant' Program Office, the éoncerned Project Manager prepares
:,’Criteria implementation plans. Such plans idéntif_y ;he contract/s which are -
’cér_ldidat.es for full or modified implementafion, establish a proposed schedule
of review activities, and specify ti\e level of detail for reporting as wéll

as the thresholds requiring variance analysis.

a. The Prbject Manager ensures inclusion of the Criteria requirements
"in the s‘o‘licitation and contractuai documents and provides prospective con-
tractors,\ through the Cognizant Contracting Officer, with required Criteria
-, 1nformation. After contractor selection an;l in coordination with .the Controller,
the Project Ménager appoints the review Team Chief,determines team éompositién
" and establishes the schedule for systems review. The Project Manager reta;’.ns
responsibity for overall review conduct. Baséd on the review team's re_pbrt,
the Project Manager recommends system validation to the Controlller through the
cognizant Plrogram Offige under f;xll Criteria 1mp1ementét:io'n, or ﬁotifies the

" Controller through the Cognizant Program Office of sysfems acceptance under

modi{fied Criteria 1mp1ementatioﬁ.

b. Upon validationor acceptance, the Project Manager informs the Cognizant

Contracting Office who, in turn, notifies the contractor that the cit_ed Criteria
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requirements have been met. In the event of significant problems in reaching
validation or acceptance of a contractor's systems, or in reaching agreement
Between DOE and contractor personnel on any Criteria matters, thé Project Manager
requests the Controller, through the c'ognizant Program Office, to arbitrate
such matters. Subsequently, the Project Manager éonducts periodic system sur-
veillance to ensure continuing performance in accordance with the contractual
requirements. Schedules developed for the conduct of surveillance reviews should

be coordinated with the Controller.

| 5. Director, Procurement and Contracts Management. The Director, Pro-
curément}'and Contracts Management develops ‘and provides procurement regulations k
or implementing clauses for use in sglicitation documents .(e.g., Requests for
Proposals, Program Opportunity Notices) and in contracts, and provides assistance
in solving contractual implementation problems. The Director also supports con-
tractors’' systems reviews and sufveillance activities and designates a focal .

point for coordination of Criteria matters with the Controller. -

6. General Counsel. The General Counsel reviews,. és appropriate, procure-
lﬁent solicitation and contract clauses to be used in applying the Criteria
;requirem'ents and, when requested, provides assistance in resolving Criteria
implementation problems. - |

7. Director of Administration. The Director of Administratibn develops
and/or ari’anges training programs in the following areas: applying the Cri- -
teria contractually; reviewing contractor Criteria implementation; analyzing the
¢ontractors' cost and schedule performance reports; and’condﬁcting systems sur—
veillance.

8. Inspector Genéral. The Inspector General. inspects the contractor
systems review process, the conduct of system surveillance activities, or the
operation of reviewed systems, when requested, for compliance With DOE policy

58




Vs

and provides the inspection results to the respénsible Project Office,. Program

Office, and the Controller.

9.

- The Controller. As the DOE focal point for the Criteria and their

interpretation, a'pﬁlication, and interagency coordination, the Controller has

major responsibilities to perform, including: defining the DOE Cost and Schedule

Control Systems Criteria; developing the DOE policy for Criteria use and applica-

tions; developing guides, handbooks and other documentati.onito assist inCriteria

implementation; resolving significant problems encountered during system reviews

and surveillance; reviewing and approving Project Managers' recommendations for

validation; and 1ssuing formal DOE validation for contractors' management control

systems.

8e

b.

;I‘o ma;cimize use of available resources, the Co:it:roller advises and
assists participaﬁing DOE organizations in organizing and carrying
out contractors’ systems review activities, including the maintenance
of an overall DOE schedule of such activities. To minimize the potential
for conflicting and time-consuming 1nterpre£at10n of the Criteria,
the Controlle;' also provides Review Directors to assist in the reviews
of cqntractors' Criteria implementations.

To aid in consistent and expeditious system reviews, the Controller main-
tains a listing of qualified DOE personnel (including Controller coﬁ—
struction management personnel) td serve on Review Téams ,‘ and coordi;
nates théir avallability as requested. To accelerate and broaden DOE

experience, the Controller, in coordination with Program Offices and

- Field Offices, arranges for DOE personnel to part:j.cfl.pateé in systems

reviews conducted by other govermment agenéies.

Additionally, the Cohtt_'ollet maintains records of Criteria implementa-
tions by DOE contraétors, exchanges such statﬁs 1nf9r1;1ation with other .
g’overnment agencies,‘a‘nd provides this information to the other DOE

focal points for use in source selection.:
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10. Other Participants. The implementa-tion of the Criteria also involves
'two other specialized funétions. These fuﬁctions are performed by the Cbgnizant.v-
Contrécting Officer and Cognizant Auditor. Their responsibj.iities are dj.scussed
below: | |
a. The Cognizant Contracting Officer represents the’Conttag:ting Office
‘responsible for administering “the contractual activities under 'the:
contract on. which the Criteria are being or have been iniplemented.z
The contract administration function may be located at a Field Opera-
tions Office, Project Office, Site Office or Headquarters, depending
on the project. The Cognizant Contracting Officer supports Criteria

implementation and subsequent systems surveillance, as appropriate.

b.' The Cognizaﬁt Audii:or represents the audit organization (DOE Field
Operations Office, Defense Contract Audit Agency, etc.) responsible
for auditing the DOE contract on which the Criteria are being or are'
implemented. The Cognizant Auditor 1is responsible for conducting
audits of the contractor's accounting system policies and procedures
for compliance with the Criteria. The Cogriizant Auditor participates

in Criteria implementation, as well as subsequent sys‘tems surveillance,

c. REVIEW TEAMS

Evaluationof a contractor's systems is conducted: through a team approgch.
The Project Manager, 1in coordination with the Controller, will organize a team
of qualified individuals to conduct the in-;plant review of the c'ontracto;"s
managemehﬁ. control systems. The purpose of these reviews is to verify that
the contractor 1is operating systems which meet the contractual Crite;ia re--
quirements. i

1, Team Com;;osition. The review team 1s composed of appropriate re-
presentatives from tﬁe Project Office, Controller, Field Office, Cognizant: Con-

tracting Officer, Cognizant Auditor, and cognizant Program Office, with each
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member assigned specific review résponsibility. The Controller identifies the

Review Director and informs the other DOE focél points regarding the appointment,

requesting these focal points to identify candidate team members. Team size

and types of expertise of members will be determined by the review requirements;

.. for example, full or modified implementation, contract value, contractor char-

acteristics, Project Office composition, etc. As soon as a review schedule

is developed, the Controller notifies all participants as far in advance as

possible concerning the starting date and the planned duration of the review. -

ae.

Ce

The ReviewDirector, appointed by the Controller in coordination with
the Projectz Manaéer, serves as the technical advisor to the review team
and is responsible for assulring thét the review of the contractor's
systems is consistent with DOE policy for Criteria use and application.
Typical activities include assisting in overall review planning and
review team selection, interpreting the DOE Criteria, policy and re-
quirements, evaluating contractor earned \Iralue techniques, and con~
sulting on review report preparation;

The Team Chief, appointed by the Projectt Manager in coordination with
the Controller, serves as the representative of the Project Manager
fox" evaluation of a contractor's systems and is res‘ponsible for the
review teamfs day-to-day activities. Typical activities include assist-
ing in team member selection, planning and scheduling the review,
organizing and leading the review team, resolving identified systems

discrepancies with the contractor, and supervising the preparation

of the review report.

Review team members should be formally appointed and their designated

review responsibilities stated in writing. Members will be full-time
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participants during a review. The team may be augmented on a temporary
basis .with functional specialists to assist in review of specific

areas. Normally, members should possess one or more of the following

qualifications:

o ‘Prior Criteria implementation review experience;

o Knowledge of the technical content of the project or contract;
o knowledge of the processes (e.g., design, manufacture, construc-

tion) that will be used to produce the contract end item;

o Knowledge of the principal engineering design and test requirements
of the activity under review;

o General industrial engineering/production control background;

o Accounting/auditing knowledge;

o] Project planning and control experience;

o Management/cost/price analysis experience;

o Contract negotiation or administration experience:
o Configuration management experience; or

o Systems engineering experience.

"2, Team Operation. The team is responsible for the assessment of the
contractor's compliance with the contractual Criteria requirements. Such assess-
ment should include review of management countrol techniques used by the con-
tracfor's organizational elements which perform work on the contract. The
team should not design or recommend changes to the contractor's systems in order.
fo meet the Criteria. The cont;actor will be afforded an opportunity to correct

the systems' deficiencies.

- Team members are responsible to the Team Chief for the completionv
of their review assignments. To the extent possible, the Team Chief
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3.

assigns tasks consistent with background qualifications of team
members. However, the Team Chief retains the prerogative to select
and use any professional skills and methods considered necessary

to adequately aécomplish an assigmment.

The Team Chief makes all necessary arrangements to assure that team
mémbers are avallable for the required preliminary indoctrination and
for each review for which the team member is needed. Mem'bers are -
administratively re-spon'sible, to the Team Chief during the period
of the revie&.- In the eVeht a follow-up review is necessary to
determine the correction of observgd deficiencies or to cover another
phase of the project, the members of the original team should be

reassembled, if practicable.

Training. All team members should receive training dealing with man-

agement control systems concepts and performance requirements and interpretations

prior to participation in a review. Such training may be provided by DOE

fworkshops, for example, and may be supplemented by additional imstruction to

‘ensure the fullest understanding of the task to be performed during the Demon—

stration Review. On-the—-job trainiﬁg will be provided, when feasible, to enlarge

upon background experience and classroom training, for members without prior

review participation.
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CHAPTER IV - IMPLEMENTATION REVIEW PROCEDURES

A. INTRODUCTION

This chapter provides guidance to DOE representatives for conducting a
review of the contractors' systems under either a fullor mod-ified‘ Criteria im-
.plementation. Actions required for the systems review under full implementation
.are specified in paragraph B of this -chapter; those required under modified
implementation are delineated in paragraph C. This chapter may serve also as
a réferencé for contractors in preparing thelr systems descriptions, so as
to accommodate more effective assessment of th’eir systems by DOE representatives.
Additiohal guidance for systems reviews and continued surveillance of contractors' .
systemé ;-‘is contained in DOE/CR-0018 , Systems Review/Surveillance Guide.

B. FULL IMPLEMENTATION

From the general guidance provided here, implementation procedures may be
adopted to specific situations as they arise. Details concerning each full
implementationwill be developed by the DOE Project Manager in coordination with
other participating DOE organizations. The implementation will be consistet}t
-with this guidance. |

1. Preaward Action. After 1t 1s determined that the Criteria wiil be
applied on a contract, the requirements will be included inthe solicitation -
document. A sample clause for this purpose is contained in Attaclment 3. In
response to the solicitation, each‘prospective contractor's proposal should
include a déscriptioﬁ of the management control systems planned to be used -
under contract in meeting ‘the Criteria requirements. Contractors may propose
to use the existing systems which in their judgement meet the Criteria.

a. The contractor's management cpntrol systens must be described in
sufficient detail to determine compliance with the Criteria and

subsequently permit adequate surveillance of the operating sys-

tems. Contractors must show clearly how their systems meet DOE
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requirements. While the contractor's system description is not

expec;ed to follow the Criteria Checklist (Attachment 2), the
contractor should correlate the deécription with the checklist
items to insure adequate c_overagé. Applicable company policydocu~
ments and procedures should be referenced or attached to the de-
scription. A sample outline of a management control systems descrip—.

tion is shown in Figure 9.

Contractors proposing to use management control systems pre-—

4 viously‘ validated may satisfy the Criteria requirements in the

" solicitation d.ocufnent by citing in their proposal the Memorandum '

of Understanding or Certificate of Validation.

Normally, for a new contract, the Cri.t:eria evaluation review is
accomplished as a part of précontraét award procedures, This review
consists of .evaluating proposed or existing systems and methods
by which prospective contractors plan to comply with the Criteria

requirements. The review is basically an analysis of the contrac-

. tors' management control systems descriptions submitted in response

to the solicitation. If any part of a systems description cannot
be clearly understood, clarification may be obtained from the

contractor through the Source Evaluation Board. Care should be

‘exerc:,lsed to avoid improper disclosure of information obtained

from contractors, especially in competitive situations. Following
the evaluation review, a written report will be prepared By the .
evaluation review team which will attest whether or not the con—
tractor's systems as described in the proposal comply with the
contractual Criteria requirements. If ,not, the repolrt will identify
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A. GENERAL

Company Policy for Cost and Schedule Control
Administration of Policy
Svsterps Summary

B. ORGANIZATION

CWBS Development and Control

Organizational Structure & Responsibility
Integration of CWBS with Organizational Structure
Systems Integration :

Subcontract Management

C. PLANNING & BUDGETING

Work Authorization
Schedule Development & Control

Cost Account/Work Package Development & Planning -

Establishment of Performance Measurement Baseline
Overhead Planning & Budgeting

Management Reserve Budget Control

Undistributed Budget Control-

- D. ACCOUNTING

Procedures

Elements of Cost

Materials Cost Control

Purchase Order System
Recurring/Nonrecurring Costs
Overhead Procedures and Control
Data Base Description

Data Reconciliation

E. ANALYSIS

Earned Value Methods Determination & Use
Comparison of Actual versus Planned Performanée
.Variance Analysis

Estimate at Completion Derivation

F. REVISIONS & ACCESS TO DATA

Baseline Maintenance

Change Incorporation

Internal Replanning

Formal Reprogramming

Interhal & External Reporting Procedures
Systems Surveillance

Access to Data

- FIGURE9 EXAMPLE OUTLINE MANAGEMENT CONTROL SYSTEMS DESCRIPTION
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specific deficiencies. The report will be provided to the Source

Evaluation Board.

2. Contract Award. The contract will require that the contractor's

systems comply with the Criteria requirements throughout performance of the

contract. The sample contract clause contained in Attachment 4 covers the re-

quirements of the Criteria and other conditions.

ae

b.

The clause requires the contractor to establish, document, demon—
strate, and use management control 'systems in accordance with
the cited Criteria. It requires ttnxe contractor to obtain approval
of cﬁanges to validated management control systems prior to their
implementation aﬂd provides for govermment access to pertinent

records and data associated with the management control systems.

When the Criteria are to be applied to selected subcontracts,
this requirement will be mutually agreed to by the DOE Project
(Manager and the prime contractor. This decision should bé based
on the criticality of the subcontract to the project and should
consider the dollar value of the subcontract involved, After
Lagreement, th;: prime contractor will contractually require subf
contractors to cpmpiy wi-th't‘he cited Cri£eria and incorporate
adéquate proviéioﬁs for systems review and surveillance. Subcon~
tracts selected for applicationof the Criteria should be identi-
fied in the prime contract. After a prime contractor has reviewed
and accepted a subcontractor's management control systems, the
prime contractor should provide the subcontractor with a written
statement. documenting the acceptance. Review and validation or
acceptance and surveillance of a subcontractor's management con
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trol systems may- be performed by DOE in coordinat:lon with the
pfime contractor whenA requested by either the prime contractor
or subcontractof‘. DOE will follow the same procedures in conduct:ingl
subcontractor reviews that are used during prime con‘tractorlne-
views,

c. Contractors whose management control systems were validated under
another DOE or governmenf éontract of the same type at the same
location will not be required to uﬁdergo a Demonstrétion Review
on a new contract except under the following conditions: signi—
ficant modificat‘ion_zs have been made to the previously v-alidated .
systems, or surveillance reveals that the syétems have nét b\een'?,
operated as conttactuélly agreed to in the _vpriorvcontract, or
DOE has determined that the 'validatéd systems are no longer opera--
tional. Prior validation can be withdrawn 1f the systems are
not operated as validated.

d. ~ When acontractor has a previously validated system, a new contract
at the same location may requir_e that a Subsequent Ap}v)lication‘
.Review be conducted. This requirement will be determined "jointiy‘
by the Project Manager and Controller. This review 1is normally
conducted within90 days after contract; award to determine that
the contractor has properly appiied the validated management con-
trol systéms to thé n;w contract and theVCriteria requirements
are beingmet. The team composition and duration for the Sul;sequent
Application Review should be minimized.

3. Post-award Actions. After contract award, the Review Director and Team
’Chief should determine in conjunctionwith the contractor, an a'ppropriatle'date for‘

the initial review team visit. This visit's purpose is to review the contractor's
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plans for implementing. the Criteria. Succeeding visits are to assess the con-
tractor's progress and to conduct the detailed Demohstrat.:ion Review - of the
'contractor’s management control systems in operation. These visits to the con-
tractor's facility are described below. \
a. Implementation Visit. As soon as poséible after contract award,
preferably within 30 days, the review team should visit the
contractor's plant and review the cont;ra;:tor's plans for C;.'iteria
implementa;ion. This visit provides an early dialogue between
DOE and the contractor relative to the review prc;cess. The con—
tractor should make ptésentations to reflect systems design
and operation and exi:laiﬁ applicable reports. The team will
examine selected documents and broced,ures proposed by the con—l
tractor. Areas of noncompliancé or potential problems will be
}identified to the confractor. During this visit, a schedule

will be developed for the Readiness Assessment and Demonstration

Review.

b.  Readiness Assessment. The Readiness Assessment 1is uAs.ually three
to five days iﬁ(_duration and precede’s the Demonstration Review.
Without involving the time -and expense of the full DOE team
.and coﬁtractor-personnel, it p'rovhidesv-an opportunity to review
progress toward implementiné the Criteria requirements, to clear
up misunderstandings, and to assess the contractor's readiness'
to dan;)nstrate fully integrated and éonﬂaliant management control
systems. It assists in preparation for the Demonstration Review
by familiarizing key team members with the fundamentals of the
coﬁtractor's systems. Any discrepancies revealed should be iden-

tified to the contractor for correction.
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Demonstration Review. The Demonstration Review will commence

as soon as practicable following the contractor's systems imple-

mentation and correction of deficiencies, if any, identified

during the Readiness Assessment.

(1)

(2)

(3)

The revié;y';: team will examine the contractor's working papers '
and docum;nts toascertainCOmplianceanddocupentitsfind-
ings. For this purpose, the contractor will make available
to the tgam the documents used for organizing, planning,
schedul#ng,budgeting,authorizing,accounting,controlling

and estimating tﬁe work and any other pfocedural or func-

tional documents which apply to the contract. The documen-

tation must be complete, current, and accurate.

The contractor will demonstrate to the team how the man—-
agement control systems are structured and used in actual
operation. All appropriate internal planning and control
documentation required for an 1in-depth analysis of the
adequacy of the systems in relation to thé Criteria re-
quirements and the work under contract will bé made avail- -

able.

The contractor should have a current systems description

available which describes the management control systems.

Applicable portions of the systems description and opera-

ting procedures should be available at the contractor's

.

operating levels. Detaile@ operating procedures should de-
lineate responsibilities Bf operating personnel, limita-
tions on action, and internal authorizations required.
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(4) The burden of proof for demonstrating compliance with the
Criteria requirements necessarily rests with the contractor.
The review teamwill assess compliance with these requ‘ire-
nents. If the contréctor's systems are not acceptable, areas
to be reexamined will be clearly identified, and correctﬁlea
actions to achieve compliance must be initiated by the com
tractor. A -schedule for developing and implementing solu-
tions and, consequently, for determining acceptability will

be agreed upon by t_he contractor and Review Director.

4, ¥ Review Process. The teamwill follow the Criteria Checklist (Attachment

2) to assure that an orderly, comprehensive, penetrating and conclusive

review is conducted. The checklist includes the Criteria, followed

by specific questions, to assist in interpreting the contractor's com-

pliance with each of the Criteria.

The team may employ sampli;lg techniques when it is not practical
to review entire systems. Generally, the team will proceed in
any given area until conclusive findings are reached. If necessary,
the Team Chief will identify the cutoff point in a particular

area.

The responsibility for assuring that a contractor's indirect cost

control system is 1in compliance with the Criteria is normally
assigned to the Cognizant Auditor representative on the Demonstra-
tion Review team. If a recent evaluation of the indirect cost
control =sysf:em substanttates compliance with the Criteria, a
second investigation during fhe Demonstration Review will not

be required.
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5. Review Report; At the conclusion of the Demonstration Review, a
formal report will be prepared and submitted to the Review Director. Preparation
of the Demonstration Review Report is the responsibility of the Teém.Chief..
The report will state whether t;he contractor's sy'rstem.s comply with the contractual
Criteria requirements and if the team recommends the contractor's systems for:
validation. If they do not comply, the report will identify the areas of nonm-
compliance indetail and the contractor's plan for corrective kaction. Any signi-
fi'can:t disagreemenfs on the final wording or content of the report will be
resolved by the Reviéw Director. DOE/CR-0018 , Systems Review/Surveillance
Guide, discugses in greater detail the format, preparation, and content of the
ﬁemonstra;ion Review Repori;.

6. Systems Validat;’ion. The Demonstration Review Report will be the‘
basis fér validation of the' contractor's management control systems by the
DOE Controller. After the contractor's correction of any deficiencies, the
Review Director will forward the Demonstration Review Report to the Project.
-Manager. Aft:ervrevie‘wing thé report and concurring ?n the tean's recommendation,
the Project Manager, in turn, will’recom_mend éygtems validation to the DOE
Controller through the cognizant Program Office. After Controller approval,
the -Controller will issue a Certificate of Validation to the contractor docu-

menting chat-the contractor's systems comply with the Criteria.

a. VThe Cognizant Contracting Officer willl officially notify the
contractor that the contractor's systems have complied with the
Criteria requireménts in the contract and provide the contractor
with éopies of the DemonstrationReview Report. Once a contractor

is validated, the demonstration of system operation upon award
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of a new contract with the. Criteria requirements 1is normally

‘not required.

b. The DOE Controllef will control the issuance and distribution
of Demon’st.r’e.tion Review ‘Re.lport_s -within DOE., When applicable, -the.
covef éage of each report will contain a statement indicating
that the' report contains coﬂtractor proprietary data, and that
distribution of copies wiil be restricted. Contents, in whole

or in parﬁ, will not be disseminated outside DOE without the

”

7. Maintaining Compliance. The validated management contfol systems
description will be referenced in the éontracf by title and date. Validation
of the contractor's management control systems is not intended to inhibit in-
nova»tions and improvement of the systems. However, the contractors are obligated
contractually to maintain their systems in the validated state. Surveillance
to assure that contractors maintain compiiance will be accomplished by the DOE"
Project Office -and as agreed to with the Cogniz'antA Contracting Officer anq
Cog;ynizantAAuditot. Indications that a c_pntfactor"s‘ systems are failing to operate
as §alidated can be cause Ifor scheduling another review and may résult ‘in
revocation of validation. Specific discrepancies discovered as a result of surveil-
lance should be corrected immediately. Contractor proposed changes to validated
management control s&stems will be submitted to the Cognizant Contracting Officer

for approval prior to incorporation.

8. Memorandum of Understanding. After validation of a contractor's man-~

~agement control systems, the: contractor's systems description should be up-

dated as necessary to assure that the validated systems are described accurately.
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Since a complete systems description may be voluminous, consideration should

be given to preparing it in a format which may be referenced or summarized

for use inrelated documents. Acontractor desiring a Memorandum of Understanding,

subsequent to systeins validation under a current or previous DOE contract,

will direct a written request to the Cognizant Contracting Officer. A Memorandum

of Understanding (referencing the validated systems description) may then be

executed relative to the application of the systems to other contracts with

Criteriarequirements. Acopyof the Memorandum of Understanding will be forwarded

to the Controller for approval. An example of a Memorandum of Understanding

is provided in Attachment 5. Pertinent features are described below.

Q.

Coe

The Memorandum of.Understanding is not a contract clause. It
will be incorporated by appropriate reference in any éontract
requiring compliance with the Criteria. This document serves
toclarify the intent (;f the contractor and DOE relative to imple-
mentation of the Criteria. It contains reference to“description
of the validated systems and provides for access to pertinent
contractor records and data for surveillance purposes. Provision

is also made to permit changes to validated systems.

When a Memorandum of Understanding is to be consummated between

DOE and the contractor, it will be prep;red and executed by the ap-

propriate Cognizant Contracting Officer. AMemorandun; of Under-

standing normally will be limited for application to a single
contractor division, facility or location as defined for the

purpose of contx_"act administration.

A contractor inay respond to solicitations for potential contracts

by citing the Memorandum of Understanding in proposals. DOE may
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conduct a Subsequent Application Review to evaluate'the current
étatus of the validatea s&stems to ascert‘ain whether the systems
are'acceptéble without requiring a DemonstrationReview. Reviews:
may ﬁe- conducted using any contract at th.e'location where the
. Criteria are applied, provided that the contract: éelected will
.ensure a -fepresentative appraiéal of the contractor's sfstems .
in operation. The use of .an alternative éontrac,t for r”e'view

' purpbses will be approvéd by the Controller.

C. ﬁODIFIED IMPLEMENTATION

: l. Preaward Activ‘:l.'t_ies. When the Criteria are to' be iinf:leménted %on a
modified basis, the requirement is detailed in the solicitation document and
contract similar | to full Criteria implementation. The sample g:l’auses cdntai_ried
in Attachmentg 3 and 4 can be'.tai'lo(red to state the modified requirements. Any
Criteria not deemed applicablg should be specifie.dA as exemptioné in the ciause.
Proposal evaluation and sub'contiract application follows the précedures d‘escri‘bed ‘
for full Cfiteria imflement_:ation in Pa-rag\raphi IV.B.

a; The degreé of technical ri‘sk, contract value, and po.téntial for cost
growth are typical qf the factors‘to l;e 'cons_‘idgred' in detemiﬁing
the degree of Criteria impleinentéti-on required kfor effective project
:managemem:. ‘Additionally, the Project Manager should‘ assure that the :

g AproApose'd cost and schedule pérformance reporting-lrequi.rex.pe.nt:s will
meet project management needs. The Project Manégér is encouraged

to request advice and assistance in these matters from the Controller.

b. For new é.ontrécts, each offeror will submit a description of the
management control systems proposed for use in conducting the work.

If an offeror 1is using management control systems that have been
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previousiy validated fpr a full Criteria impleméntation or accepted
for a modified Criteria implementation, this: should'be cited in
the proposal. For existing contracts, modified Criteria implementa-
tion occurs by contractual agreement betweeﬁ the Cogniéant Contréct-

ing Offiéer and the participating contractor.

2. Post ‘Contract, Award Activitiés. After contract award, the scope of
:review a;:tivities under modified Criteria implementation will vary depending
.upon contract value and content. For example, a contract in the $30 to $50
‘'million range will noﬁally feceivg more management attention than a contract-
for $2 million. Similarly, a high_techﬁical risk contract will demand hore
:attenéion than one with minimal risk. Thus, exact gu.idelines cannot be given:
However, for the Project Mahager to make effective use of contractor reports,
.the operationof the contractor's syéteﬁs generating the reports should be clearly
understood and should be ‘opérating in accordance with the stated Criteria re-
quirements. In order to accomplish this objec'tivé, an Acceptance Revie‘w visit
| should be' made i:o t"he' contractor's facility soon after receipt of i1initial

.. performance reports to observe the contractor's systems in operation and determine

if the specified Criteria requirements have been met.

a. Prior to the visit, Ithe DOE Project Manager should perform the

following:

o Request the contractor to brief the DOE representatives on the
systems oper_:ation, how they meet- the cited Criteria requirements,
.and how reports to DOE are prepared;

o Identify any poteiﬁ:ial problem areas in the contractor's systems
from review of the systems description and discuss necessary
corrective actions with the contractor;
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Coordinate adatefortheAcceptance Review visgit with the.con-
tractor; |
IdentifyappropriateDOErepresentatives who should participate
in the review; - ' ‘-

Familiarize the representatives witn the specified ériteria

requirementsiand the techniques the contractor proposes to

'usefor compliance with the requirements, and

Advise the DOE Controller of planned activities and request’ -

assistanceé, if needed.

‘During the Acceptance Review visit, the DOE Project Manager and the

DOE representatives should:

o

Verifythat.tnecontractor;s systems andproceduresfunction in
accordance withltnesystemsdescription and contract provisions
and provide,reportsthataccurately reflect contract task pro-
gress;

Review internal contractor management control reports that sup—

port external reporting;

Identify and discuss with the contractor any aspects of the
operating systems that may differ from the systems
description andcontractrequirements; and agree on corrective
action to be taken; and” o

Agree on how'contractor proposed changes to the management

control,systems will be processed;

After the visit, the DOE Project Manager shou1d°

o

Document systems operation by Criteria category and agree-

ments on corrective actions to be taken by the contractor;
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o Arrange for surveillance requirements and monitor contractor

corrective actions;

o Notify‘ the Controller through thé cognizant Program Office
of the acceptance of the contractor's systems for successfully
1mp1.ement:ing themodified Criteria for the specific project; and

o Inform the Cognizant Contracting Officer to notify the con-
tractor that themodified Criteria 1mp1ementétion requirements

have been satisfied.

© D. - SYSTEMS SURVEILLANCE

1. Requirements. Contractors are required to operate their management cén—
troi systems as validated or accepted by DOE. It ~1s the DOE Project Manager's
responsibility to ensure the con;ractor's continued compliance with the specified -
Criteria fequirements, throughout,the contract's durat;i:on. This is accomplished
by agreement with on-site personnel (e.g., representatives of the Cognizant °
Contractiﬁg Officer and Cognizant Auditor) or. through periodic visits to the .
contractor by Project Office representatives. Contractors should be encouraged
to eétéblish plans for their own and appropriate subcontractor surveillance.
Gengrally, such contractor activity can be made a l.)art of existing audit procedures.
A%iditional guldance for performing the surveillance function is contained in

DOE/CR-0018 , Systems Review/Surveillance Guide.

2, Surveillancek Phases. Normally, the surveillance function is accoml;-
lished in two phases. Thé first phase begins after contract award., At this
time the coﬂtractor's management control systems may be in a stage of imple-
mentation inwhich theydo éot fully satisfy the Criteria requirements, indicating
aneed formodification and improvemetit:. The second phase begins after systems

review and the contractor's operational systems have been validated or accepted.

78



Phase I surveillance is directed to assure satiéfactory 1mp1é1}1enta—
tion of the contractor's manaéement control systgms by monitéring
the contractor's progress toward such implementation. During this.
period, ‘ev"en though the contractor's systems have not yet been
validated or accepted, it 1s necessary that DOE make decisions
based upon contractor reports derived from the operating manage-
ment control systéms. Thus, it is necessary to determine_ if the

data in the reports are valid and complete.

Phase Il surveillance follows validationor acceptaﬁce of the con-
tractor's mahagement confrol .syétems and 1s more formalized.
The surveillance should provide foAr verifying, tracing, and eval-
uating the informati—on‘ contained. in the reports submitted to
DOE. It also shc;uld ensure .that the contractor's management
control systéms contiﬁue to operate as required by the contract
and that any proposed or actual changes are reviewed or approved,
as applicable. If, dufing surveillance, the co_ntraétor's practices
are found to differ "from the systems validated or acceptéd,
the contractor will take the necessary action to rectify fhe

situation.
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ATTACHMENT 1

GLOSSARY OF TERMS

ACTUAL COST OF WORK PERFORMED (ACWP). The costs actually incurred and applied
-or distributed in accomplishing the work performed within a given time period.

ACTUAL DIRECT COSTS. Those costs identified specifically witha contract, based
upon the contractor's cost identification and accumulation system as accepted
by DOE (See Direct Costs).

APPLIED DIRECT COSTS. The amounts charged to work in process in the time
period associated with the consumption of labor, material, and other direct
~ tesources, without regard to the date of commitment or the date of payment.;

APPORTIO_NED EFFORT. Effort (e.g., quality assurance) that by itself is not -

readily divisible into work packages but which is related in direct proportion
to a specific measured effort.

AT COMPLETION VARIANCE. The difference between the Budget at Completion (BAC)
and Estimate at Completion (EAC). At any point in time, it represents a forecast
of budget overrun or underrun. "

AUTHORIZED WORK. That effort which has been definitized and. is on contract
with DOE plus that for which definitized contract costs have not been agreed

to but for which written authorization has been received by the contractor. .

BUDGET AT COMPLETION (BAC). The sum of all budgets allocated to the contract.
It consists of the performance measurement baseline and all management reserve
~ budget. Total allocated budget and BAC are synonymous.

BUDGETED COST FOR WORK PERFORMED (BCWP). The sum of the budgets for completed

work packages and completed portions of open work packages, plus the appro— °

priate portion of the budgets. for level of effort and apportioned effort.

BUDGETED COST FOR WORK SCHEDULED (BCWS). The sum of the budgets for work
packages, planning packages, etc. scheduled to be accomplished (including in-
process work packages), plus the level of effort and apportioned effort budgeted
for the relevant time period.-

COGNIZANT AUDITOR. Represents the cognizant govermment audit organization
responsible for auditing the DOE contract on which the Criteria are being
or are implemented. Reviews the ‘contractor's accounting system policies and
procedures for compliance with the Criteria.

COGNIZANT CONTRACTING OFFICER. The DOE Contracting Officer, within the cognizant
contracting office, responsible for administering the contract on which
the Criteria are being implemented.
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CONTRACT BUDGET BASE. The negotiated contract cost plus the estimated cost
of authorized unpriced work. 1In the absence of a negotiated value, it is the

cost normally recognized by both DOE and the contractor as the value to be used
for contract performance measurement purposes.

CONTRACT WORK BREAKDOWN STRUCTURE (CWBS).A See Work Breakdown Structure.

CONTRACTOR. An entity in the private sector which enters into contracts with
the governmment. In this guide, the word also applies to govermment-owned,
contractor-operated activities which perform work for DOE.

COST AND 'SCHEDULE CONTROL SYSTEMS CRITERIA. DOE~established characteristics
that a contractor's internal management control systems must possess to assure
effective planning and control of contract work, costs, and schedules.

COST ACCOUNT. Amanagement control point at which actual costs are accumulated

and performance determined. A cost account is a natural control point for _'

cost and schedule planning and control since it represents the work assigned
to one responsible organizational element on one CWBS element.

COST VARIANCE. The difference between BCWP and ACWP. At any ﬁoint in time

it shows whether the work actually performed has cost more or less than that

budgeted.
CRITERIA. See Cost and Schédule Control Systems Criteria.

CRITERIA CHECKLIST. A list of questions compiled by the Controller used to
assist in interpreting a specific Criterion. The checklist provides the basis
for Criterila use from evaluation of proposalsdescribing a contractor's systems
to on-site review of the contractor's operating systems.

DEFENSE CONTRACT AUDIT AGENCY. A Department of Defense agency that pfoVidés,

onrequest, accounting and financial services to DOE contracting offices re-

- sponsible for procurement and contract administration.

DIRECT COSTS. Any costs which are identified specifically with a particular
final cost objective. Direct costs are not limited to items which are incor—
porated in the end product.

EARNED VALUE.. The periodic, consistent, and objective measurement of work per-
formed in terms of the budget planned for that work. In Criteria terminology,
Earned Value is the Budgeted Cost of Work Performed. It is compared to the

Budgeted Cost of Work Scheduled (planned) to obtain schedule performance and,

it 1s compared to the Actual Cost of Work Performed to obtain cost performance.

. ESTIMATE AT COMPLETION (EAC). Direct costs, plus indirect costs allocated

to the contract to date, plus the estimate of costs (direct and indirect) '

for authorized work remaining.

ESTIMATE TO COMPLETE. The time-phased estimate of costs (direct and indiréct)
for authorized work remaining.
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FOCAL POINT. The principal point of contact, in a particular DOE organization,
responsible for coordination and exchange of information related to CSCSC appli-
cation, implementation, or surveillance.

FULL CRITERIA IMPLEMENTATION. The application of the Criteria to designated
contracts. DOE formally reviews the contractor implementation and issues a
Certificate of Validation for successful contractor compliance.

GENERAL AND ADMINISTRATIVE (G&A). A form of indirect expenses incurred in
the direction, control, and administration of contractor operations.

INDIRECT COSTS. Costs which, because of their incurrence for common or joint
objectives, are not readily subject to treatment as direct costs.

INTERNAL REPLANNING. Replanning actions performed by the contractor within the
recognized total allocated budget.’

LEVEL OF EFFORT (LOE). Support type. effort (e.g., vendor 1liaison) that does
not readily lend itself to measurement of discrete accomplishment.. It is generally
characterized by a uniform rate of activity over a specific period of‘timet

MAJOR SYSTEM ACQUISITION PROJECTS. Those projects that: are directed at and
are critical to fulfilling a DOE mission; entail the allocation of relatively
large resources; and warrant special management attention.

" MANAGEMENT CONTROL SYSTEMS. The‘systems(e.g., planning, scheduling, budgeting,
estimating, work authorization, cost accumulation, performance measurement, ete,.)
used by a contractor to plan and to control the cost and scheduling of work.

MANAGEMENT RESERVE BUDGET. The portion of the contract's total allocated budget .
withheld for contractor management control purposes rather than designated for
the accomplishment of a specific task or set of tasks. It is not a part of
the performance measurement baseline.

MEMORANDUM OF UNDERSTANDING. An agreement between a contractor and DOE indicating
the contractor's intention to use validated management control systems on future
contracts which require compliance with the Criteria.

.MODIFIED CRITERIA IMPLEMENTATION. - The application of the Criteria, with less
rigorous requirements for the verification and substantiation of the operation
of the contractor's management control systems, including organizational and
work breakdown structures, their definition, and levels of integration and utili-

. zation. DOE conducts sufficient system review to assure contractor implementation
is in compliance with the contractual requirements. :

NEGOTIATED CONTRACT COST. The estimated cost negotiated in a cost-reimbursement
type contract or the negotiated contract target cost in either a fixed-price-
incentive contract or a cost-plus—incentive-~fee contract.

ORIGINAL BUDGET. The budget established at, or near,- the time the contract
was signed, consistent with the negotiated contract cost.

1-3




OVERHEAD. See Indirect Costs.,

PERFORMANCE MEASUREMENT BASELINE. The time-phased budget plan against which
contract performance is measured. It 1is formed by the budgets assigned to
scheduled cost accounts and the applicable indirect budgets. For future effort,
not planned to the cost account level, the performance measurement baseline also
includes budgets assigned to higher level organizations and CWBS elements and un~
distributed budget. It will reconcile to the contract budget base. It equals.
the BAC less the management reserve budget.

PERFORMING ORGANIZATION, A defined unit within the contractor's organizational
structure which actually performs the work.

PLANNING PACKAGE. A logical aggregation of work within a cost account, normally
the far term effort that can be identified and budgeted in early baseline
planning, but which will be further defined into work packages LOE, or apportioned
effort.

PROJECT. A major endeavor within a program with: firmly scheduled beginning,
intermediate and ending date milestones; prescribed performance requirements;
prescribed costs; and close management planning and control. A project is
not . constrained to any spec¢ific element of the budget structure, e.g., operating
or construction.

PROJECT MANAGER. The individual who 1is assigned the responsibility and is

delegated the full-line authority for the management of a specific DOE project.

PROJECT SUMMARY WBS (PSWBS). See Work Breakdown Structure.

REPROGRAMMING. A comprehensive replanning of the effort remaining in the con~-
tract resulting in a revised total allocated budget which exceeds the contract
budget base.

RESPONSIBLE ORGANIZATIONAL ELEMENT. 2A defined unit or individual within the
contractor's organizational structure assigned responsibility for accomplishing
specific tasks.

REVIEW DIRECTOR. The review team member appointed by the Controller in coor-
dination with the Project Manager. The Review Director serves as the technical
advigor to a reviewteam and is responsible for assuring that the review of the
contractor's systems is consistent with DOE policy for Criteria use and appli-
cation. Typical activities include assisting in overall review planning and
- review team selection, interpreting the DOE Criteria, policy and requirements,
evaluating contractor earned value techniques, and consulting on review report
preparation.

REVIEW TEAM. Evaluation of a contractor's systems for compliance with the
Criteria is conducted through a team approach. The team is composed of appropriate
representatives from the Project Office, Controller, etc., with each .member
assigned specific review responsibilities. ‘

SCHEDULE VARIANCE. The difference between BCWP and BCWS. At any point in time
it represents thedifference between the dollar value of work actually performed
(accomplished) and that scheduled to be accomplished.
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SIGNIFICANT VARIANCES. Those differences between planned and actual performance
which exceed established thresholds and which require further review, analysis,'
and action.

SYSTEMS. See Management Control Systems.

TEAM CHIEF. The review team member appointed by the Project Manager in coor-
dination with the Controller. The Team Chief serves as the representative-

* of the Project Manager for evaluation of a contractor's systems and is respon-
sible for the review team's day-to—day activities. Typical activities include
planning and scheduling the review, organizing and leading the review team,
resolving identified systems discrepancies with the contractor, and preparing
the review report. .

UNDISTRIBUTED BUDGET. The budget within the performance measurement baseline
which 1is not identified to both a responsible organization and a CWBS element.

VALIDATION. The Controller notification to the contractor that the contractor
has .satisfactorily demonstrated full Criteria implementation. .The Controller
-igssues a Certificate of Validation to the contractor documenting that the con-
tractor's systems comply with the Criteria and adds the contractor to the
DOE listing of validated contractors. Once a contractor is validated, the
demonstrationof systems operation upon award of a new contract of the same type
and at the same location (with the Criteriarequirement) is normally not required..
The Contracting Officer will officially notify the contractor that the con-
tractor's systems have been accepted as being in compliance with the Criteria
provisions set forth in the contract.

WORK BREAKDOWN STRUCTURE (WBS)., A product-oriented family tree division of
hardware, software, facilities, and other items which organizes, defines, and
displays all of the work to be performed in accomplishing the project objectives.

“e

‘o0 Project Summary Work Breakdown Structure (PSWBS). A summary WBS
tailored by project management to the specific project with the
addition of the elements unique to the project. Generally, the
PSWBS will identify project elements through the third level.

o Contract Work Breakdown Structure (CWBS). The complete WBS for a

" contract developed and used by a contractor in accordance with the

i ’ ' contract work statement. It extends the PSWBS to the lowest level
appropriate to the definition of the contract work.

WORK PACKAGES. Detailed jobs, or material items, identified by the contractor
. for accomplishing work required to complete the contract. A work package has
" the following characteristics: :

) It represents units of work at levels where work is performed;
o It.is clearly distinguished from all other work packages;
o It is assignable to a single organizational element and cost account, -

o It has scheduled start and completion dates and interim milestones,
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as’applicable,»all of which are representative of physical
accomplishment; ' ‘

It has a budget or assigned value expressed in terms of dollars,
manhours or other measurable units;

Its duration is limited to a relatively short time span or it
is subdivided by discrete milestones to facilitiate the objective

- measurement of work performed; -and

Its duration can be integrated with higher level schedules.




ATTACHMENT 2

CRITERIA CHECKLIST

I. ORGANIZATION

1.

DEFINE ALL THE AUTHORIZED WORK AND RELATED RESOURCES TO MEET THE RE-
QUIREMENTS OF THE CONTRACT, USING THE FRAMEWORK OF THE CONTRACT WORK
BREAKDOWN STRUCTURE (CWBS). .

a. Is only one CWBS used for the congracf?_
b. Is all.contract work includéd in the CWBS?
c. Are the following elements included in the CWBS:
(1) Products or services to be provided?
(2) CWBS elements specified for external reporting?

(3) Appropriate intermediate levels?
(4) Cost account levels?

2.‘

IDENTIFY THE INTERNAL ORGANIZATIONAL ELEMENTS AND THE MAJOR SUBCONTRAC-
TORS RESPONSIBLE FOR ACCOMPLISHING THE AUTHORIZED WORK.

7/

a. Are all authorized tasks assigned to identified organizational
elements (this must occur at the cost account level as a minimum)?

b. Is subcontracted work defined and identified to the‘abpropriate'
subcontractor within the proper CWBS element?

PROVIDE FOR THE INTEGRATION OF THE CONTRACTOR'S PLANNING, SCHEDULING,

BUDGETING, ESTIMATING, WORK AUTHORIZATION, AND COST ACCUMULATION

SYSTEMS WITH EACH OTHER, THE CWBS AND THE ORGANIZATIONAL STRUCTURE.

‘a. Are the contractor's management control systems .listed above in-

tegrated with each other, the CWBS and .the organizational structure
. at the total contract and cost account levels?

IDENTIFY THE MANAGERIAL POSITIONS RESPONSIBLE FOR CONTROLLING OVERHEAD
(INDIRECT COSTS). :

a. Are the following organizational elements and managers clearly
identified:

(1) Those responsible for the establishment of budgets and assign-
ment of resources for overhead?

(2) Those responsible for overhead performance and control of re-
lated costs?
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b. Are the'résponsibilities and authorities of each of the above or-
ganizational elements or managers clearly defined?

5.

PROVIDE FOR- INTEGEATION OF THE CWBS WITH THE CONTRACTOR'FUNCTIONAL OR-

GANIZATIONAL STRUCTURE IN A MANNER THAT PERMITS COST AND SCHEDULE PER-

FORMANCE MEASUREMENT FOR CWBS AND ORGANIZATIONAL ELEMENTS.

a. Is each cost account assigned to a single organizational element

" directly responsible for the work and 1dent1f1ab1e to a single
element of the CWBS? .

b. Are the data elements for measuring performance (BCWS, BCWP ACWP,

- BAC, EAC, and associated variances) available at the levels selected
for control and analysis?

II1. PLANNING AND BUDGETING
"l. SCHEDULE THE AUTHORIZED WORK IN A MANNER WHICH DESCRIBES THE SEQUENCE

OF WORK AND IDENTIFIES THE SIGNIFICANT TASK INTER-DEPENDENCIES REQUIRED

TO MEET THE DEVELOPMENT, PRODUCTION, CONSTRUCTION, INSTALLATION, AND

DELIVERY REQUIREMENTS OF THE CONTRACT.

a. Does the scheduling system contain:

(1) A contract master schedule?

(2) Intermediate schedules as required which provide a logical
sequence from the master schedule to the cost account level?

(3) Detailed schedules which support cost account start and com-
pletion dates/ events?

b. Aresignificant decisionpoints, constraints, and interfaces identi-
fied as key milestones?

c. Does the scheduling system provide for the identification of work
progress against technical and other milestones, and also provide
for forecasts of completion dates of scheduled work?

d. Are detail schedule :dates formally recorded in terms of'physicél
‘accomplishment by date?

2. IDENTIFY PHYSICAL PRODUCTS, MILESTONES, TECHNICAL PERFORMANCE GOALS,

OR OTHER INDICATORS THAT WILL BE USED TO MEASURE OUTPUT.

a. Aremeaningful1nd1catqrsidéntified for use in measuring the status
of cost and schedule performance?

b. Does the contractor's system identify and measure work accomplish-
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c.

ment against the schedule plan?

Are current work performance indicators and goals relatable to origi-
nal goals as modified by contractual changes, replanning, and re-
programming actions?

3.

ESTABLISH. AND MAINTAIN A TIME-PHASED BUDGET BASELINE AT THE COST AC-
COUNT LEVEL AGAINST WHICH CONTRACT PERFORMANCE CAN BE MEASURED. INITIAL

'BUDGETS ESTABLISHED FOR THIS PURPOSE WILL BE BASED ON THE NEGOTIATED

TARGET COST. ANY OTHER AMOUNT USED FOR PERFORMANCE MEASUREMENT PURPOSES
MUST BE FORMALLY RECOGNIZED BY BOTH THE CONTRACTOR AND THE GOVERNMENT.

ae

d.

e.

Does the performance measurement baseline consist of the following:

(1) Time-phased cost account budgets?

(2) Higher level budgets (budgets assigned to both a functional
organization and CWBS element, but not yet broken down into
cost account budgets)? : "

(3) Undistributed budget, if any?

(4) 1Indirect budgets, if not included in the above?

Is the entire contract planned in time-phased cost accounts to
the extent practicable?

In the event that future contract effort cannot be defined in suf-
ficient detail to allow the establishment of cost accounts, 1is
the remaining budget assigned to the lowest practicable functional
organization and CWBS level element for subsequent distribution
to cost accounts?

Does the contractor require sufficient detailed planning of cost.
accounts to constrainthe application of budget 1n1tia11y allocated
for future effort to: current effort?

Are cost accounts opened and closed based on the start and completion :
of work contained therein?

4,

ESTABLISH BUDGETS FOR ALL AUTHORIZED WORK WITH SEPARATE IDENTIFICATION
OF COST ELEMENTS (LABOR, MATERIAL, OTHER DIRECT COST).

a.

Does the.budgeting system contain: )

(1) The.total budget for the contract (including estimates- for
authorized but unpriced work)?

(2) Budgets assigned to major functional organizations?

(3) Budgets assigned to cost accounts’
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b.

Are the budgets assigned to cost accounts planned and identified
in terms of the following cost elements:

(1) Direct labor dollars and/or hours?
(2) Material and/or subcontract dollars?
3) cher direct dollars?

Does the work authorization system contain:

(I) Authorizationto proceed with all authorized work or to terminate
it, as applicable?

(2) Appropriate work authorization documents which subdivide the
contractual effort and responsibilities within functional or-
ganizations?

5.

TO THE EXTENT THE AUTHORIZED WORK CAN BE IDENTIFIED IN WORK PACKAGES,
ESTABLISH BUDGETS FOR' THIS WORK IN TERMS OF DOLLARS, HOURS, OR OTHER
MEASURABLE UNITS. WHERE THE ENTIRE COST ACCOUNT CANNOT BE SUBDIVIDED

:INTO DETAILED 'WORK PACKAGES, IDENTIFY THE FAR TERM EFFORT IN LARGER

PLANNING PACKAGES FOR BUDGET AND SCHEDULING PURPOSES.

Ae

€.

f.

g

Do work packages reflect the aetual way in which the work will be
done and are they meaningful product or task oriented subdivisions
of a higher level element of work?

Are detailed work packages planned as far in advance as practic-

able?

Is work progressively subdivided 1nto detailed work packages as

requirements are defined?

Is future work which cannot be planned in detail subdivided to
the extent practicable for budgeting and schedule purposes?

“Are work packages reasonably short in time duration or do they

have adequate objective. indicators/milestones to minimize the in—
process work evaluation?

Do work packages consist of discrete tasks which are adequately
described?

Can the contractor. substantiate work package and planning pack-
age budgets?

Arebudgetsor value assigned to work packages andplanning packages
© 1in terms of dollars, hours, or- other measurable units?

Are work packages assigned to performing organizations?.




6.

PROVIDE THAT THE SUM OF ALL WORK PACKAGE BUDGETS PLUS PLANNING PACK-

" AGE BUDGETS WITHIN A COST ACCOUNT EQUALS THE COST ACCOUNT BUDGET

a. Does the sum of ali work package budgets plus planning package
budgets within cost accounts equal the budgets assigned to those
cost accounts?

e

_IDENTIFY RELATIONSHIPS OF BUDGETS OR STANDARDS IN UNDERLYING WORK AU~

THORIZATION SYSTEMS TO BUDGETS FOR WORK PACKAGES.

a. Where engineered standards or other internal work measurement systems
are used, is there a formal relationship between these values and
cost account or work package budgets?

'IDENTIFYANDCONTROL LEVEL OFEFFORT(LOE)ACTIVITYBYTIME-PHASEDBUDGETS

ESTABLISHED FOR THIS PURPOSE. ONLY THAT EFFORT WHICH CANNOT BE IDENT IFIED
AS WORK PACKAGES OR AS APPORTIONED EFFORT WILL BE CLASSIFIED AS LOE.

a. Are time-phased budgets established for planning and control of
level of effort activity by category of resource, for example, type
of manpower and/or material?

b. 1s workproperly classified as measured effort LOE, or apportioned
effort and appropriately separated?

9.

ESTABLISH OVERHEAD BUDGETS FOR THE TOTAL COSTS OF EACH SIGNIFICANT
ORGANIZATIONAL COMPONENT WHOSE EXPENSES WILL BECOME INDIRECT COSTS.
REFLECT IN THE CONTRACT BUDGETS AT THE APPROPRIATE LEVEL, THE AMOCUNTS
IN OVERHEAD POOLS THAT WILL BE ALLOCATED TO THE CONTRACT AS INDIRECT

- COSTS.

a. Areoverhead budgets established on a facility-wide basis at least
annually for the life of the contract?

b. Are overhead budgets established for each organization which
has authority to incur overhead costs? :

c. Are all elements- of expense identified to overhead budgets? 4
d. hAre overhead budgets and costs (e.g. engineering overhead, IR&D)

being handled in accordance with the disclosure statement when appli-
cable, or otherwise properly classified?

e. Is the anticipated (firm and potential) business base projected '

in a rational, consistent manner?
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f.

1.

m.

Are overhead budgets established on a basis consistent with
the anticipated direct business base?

Are the requirenments for all items of overhead established by ration-
al, traceable processes?

Are the overhead pools formally and adequately identified?

- Are the organizations and items of cost assigned' to each pool identi-

fied? '

Are projected overhead costs in each pool and the associated di~-
rect costs used as the basis for establishing interim rates for
allocating overhead to contracts?

Are projected overhead rates applied to the contract beyond the
current year based on:

(1) Contractor financial periods, e.g., annual?
(2) The projected business base for each period?

(3) Contemplated overhead expenditure for each period based on

the best information currently available?
Are overhead projections adjusted in a timely manner to reflect:
(1) Changes in the current direct and projected base?
(2) Changes in the nature of the overhead requirements?

3) Changes 1in the overhead pool and/or organization structure?

Are the CWBS and organizational levels for applicationof the projected
overhead costs identified? '

10.

IDENTIFY MANAGEMENT RESERVE BUDGET AND UNDISTRIBUTED BUDGET;

ae

Ce

d.

Is all management reserve budget identified amiexcluded from the
performance measurement baseline?

Are records maintained to show how management reserve budget
is used? E

Is undistributed budget limited to contract effort which cannot
yet be planned to cost accounts?

Are records maintained to show how undistributed budget is controlled?

11.

PROVIDE THAT THE CONTRACT BUDGET BASE IS RECONCILED WITH THE SUM OF °

ALL INTERNAL CONTRACT BUDGETS AND MANAGEMENT RESERVE BUDGET.

a. DNoes the contractor's'systems description or procedures require that
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the performance measurement baseline plus managementreservebudget
" equal the contract budget base?

b.’ Do the sum of the cost account budgets, higher level organizational
and CWBS elements budgets, undistributed budget, and management re-
serve budget reconcile with the contract budget base?

III. ACCOUNTING

RECORD DIRECT COSTS ON AN APPLIED OR'OTHER«ACCEPTABLE BASIS IN A FOR-

1.

MAL SYSTEM THAT IS CONTROLLED BY THE GENERAL BOOKS OF ACCOUNT.

a. Does ‘the accounting system provide a basis. for auditing Yecords
of direct costs chargeable to the contract?

b.. Are labor, material, and other direct cost accumulated within cost
accounts 1in a manner consistent with their budgets using
recognized, acceptable costing techniques and controlled by the
general book of accounts? :

2. SUMMARIZE DIRECT COSTS FROM COST ACCOUNTS INTO THE CWBS WITHOUT ALLO-

CATION OF A SINGLE COST ACCOUNT TO TWO OR MORE CWBS ELEMENTS.

a. Is it possiBle'to summarize direct costs from the cost account
level through the CWBS to the total contract level without allocation
of a lower level CWBS element to two or more higher level CWBS
elements (this does not preclude the allocation of costs from
a cost account containing common’ items to appropriate using cost
accounts)? : -

3. SUMMARIZE DIRECT COSTS FROM .THE COST ACCOUNT INTO THE CONTRACTOR'S
. FUNCTIONAL ORGANIZATIONAL ELEMENTS WITHOUT ALLOCATION OF A SINGLE
"COST ACCOUNT TO TWO OR MORE ORGANIZATIONAL ELEMENTS.
‘a. Is it possible to summarize direct costs from the cost account
*  level to the highest functional organizational level without allo-
cation of a lower level organization's cost to two or more higher
level organizations?
4, RECORD ALL INDIRECT COSTS WHICH WILL BE ALLOCATED TO THE CONTRACT.

a. Does the cost accumularion system provide for summarization of in-
direct costs from the point of allocation to the contract total?




Ce

Are indirect costs accumulated for comparison with the corresponding
budgets? :

Do the 1lines of authority for incurring indirect costs correspondA
to the lines of responsibility for management control of the same
components of costs?

Are indirect costs cnarged~to the appropriate indirect pools and

- incurring organization?

Are the bases and rates for allocating costs from each indirect
pool consistently applied?

Are the bases and rates for allocating costs from each indirect
pool to commercial work consistent with those used to allocate such
costs to govermment contracts?

Are the rates for allocating costs from each indirect cost pool
to contracts updated as necessary to assure a realistic monthly

allocationof1ndirectcostswithoutsignificantyearendadjustménts?

Are the procedures for‘identifying indirect costs to incurring organi-
zations, indirect cost pools, and allocating the costs from the
pools to the contracts formally documented and followed?

IDENTIFY.THE BASES FOR ALLOCATING THE COST OF APPORTIONED EFFORT.

5.
a. Is effort which is planned and controlled in direct relationship
to cost accounts or work packages identified as apportioned effort?
" b. Are methods for applying apportioned effort costs to cost accounts
applied consistently, and documented in an established procedure
and followed?
6. IDENTIFY UNIT COSTS, EQUIVALENT UNIT COSTS, OR LOT COSTS AS APPLIC-
ABLE.,
a. Does the contractor's system provide unit costs, equivalent‘unit

or lot costs in terms of labor, material, other direct, and in-
direct costs?

NDoes the contractor have procedures which permit identification
of recurring or nonrecurring costs as necessary and are they followed?

-




7.

THE CONTRACTOR'S MATERIAL ACCOUNTING SYSTEM WILL PROVIDE FOR: ACCURATE
COST ACCUMULATION AND ASSIGNMENT OF COSTS TO COST ACCOUNTS IN A MANNER
CONSISTENT WITH THE BUDGETS, USING RECOGNIZED, ACCEPTABLE COSTING
TECHNIQUES; DETERMINATION OF PRICE VARIANCES BY COMPARING PLANNED
VERSUS ACTUAL COMMITMENTS; COST PERFORMANCE MEASUREMENT AT THE POINT
IN TIME MOST SUILTABLE FOR THE CATEGORY OF MATERIAL INVOLVED, BUT NOT
EARLIER THAN THE TIME OF ACTUAL RECEIPT OF MATERIAL; DETERMINATION OF
COST VARIANCES ATTRIBUTABLE TO THE EXCESS USAGE OF MATERIAL; DETERMINATION
QF UNIT OR LOT COSTS WHEN APPLICABLE; AND FULL ACCOUNTABILITY FOR
ALL MATERIAL PURCHASED FOR THE CONTRACT, INCLUDING THE RESIDUAL
INVENTORY. ' :

a. Are material costs accounted for accurately and charged to cost
accounts, consistent with the budgets therein, using recognized,
acceptable costing techniques?

b. Does the contractor's system provide for identifying material cost
variances as to price variance and usage variance?

'é; Do the contractor's procedures for“¥écb:§ing material costs permit

and facilitate performance measurement?

d. Are material costs reported withinthe same period as that in which
BCWP is earned for that material?

e. Are records maintained to show full éccduntabilityfor all material
purchased for the contract (including govermment furnished property
and residual inventory)?

IV. ANALYSIS

1.

IDENTIFY AT THE COST ACCOUNT LEVEL ON A MONTHLY BASIS USING DATA . FROM
OR RECONCILABLE WITH, THE ACCOUNTING AND BUDGETING SYSTEMS: BUDGETED
COST FOR WORK SCHEDULED AND BUDGETED COST FOR WORK PERFORMED; BUD-
GETED COST FOR WORK PERFORMED AND APPLIED (ACTUAL WHERE APPROPRIATE)
DIRECT COSTS FOR THE SAME WORK; BUDGETS AT COMPLETION AND ESTIMATES
AT COMPLETION; AND VARIANCES RESULTING FROM THE ABOVE COMPARISONS
CLASSIFIED IN TERMS OF LABOR, MATERIAL, OR OTHER APPROPRIATE ELEMENTS
TOGETHER WITH THE REASONS FOR SIGNIFICANT VARIANCES, INCLUDING TECH-
NICAL PROBLEMS.

a. Does the contractor's system include procedures for measuring per-— .
formance of the organization responsible for the cost account. and
are they followed?

b. Does the contractor's system include procedures for measuring the
performance of critical subcontractors and are they followed?




Coe

€.

Is cost and schedule performance measurement done in a consistent,

systematic manner? :
: try

Are the actual costs used for variance analysis reconcilable with

data from the accounting system?

Is " BCWP calculated in a manner consistent with the way work 1is
planned (for example, if BCWS is planned on a measured basis,
BCWP is calculated on a measured basis)?

Does the contractor have variance analysis procedures and a demon-
strated capability for identifying (at the cost account and other
appropriate levels) cost, schedule, and at completion variances
resulting from his system, which:

(1) 1Identify and isolate problems causing unfavorable variances?
(2) Evaluate the impact of schedule changes, work around, etc.?
(3) Evaluate the performance of operating organizations?
(4) TIdentify potential or actual overruns and underruns?

2.

IDENTIFY ON A MONTHLY BASIS IN THE DETAIL NEEDED BY MANAGEMENT FOR
EFFECTIVE CONTROL, BUDGETED INDIRECT COSTS, ACTUAL INDIRECT COSTS, AND
VARIANCES ALONG WITH THE REASONS.

ae

Are variances between budgeted and actual indirect costs identified
and analyzed at the level of assigned responsibility for their control
(indirect pool, department, etc.)?

Does the contractor's cost control system provide for capability

to identify the existence and causes of cost variances resulting
from:

.(1) .Incurrence of actual indirect costs in excess of budgets, by

element of expense?
(2) Changes inthedirect base to which overhead costs are allocated?

_ Are- management factions taken to reduce indirect costs where there

are significant adverse variances?

SUMMARIZE THE DATA ELEMENTS AND ASSOCIATED VARIANCES LISTED IN ITEMS
1. AND 2. ABOVE THROUGH THE CONTRACTOR ORGANIZATION AND CWBS TO THE

'REPORTING LEVEL SPECIFIED IN THE CONTRACT.

a.

Are data (BCWS, BCWP, ACWP,BAC, EAC, and their variances) pro-

gressively summarized from the cost account level to the contract ~
‘level through the CWBS?

Are the same data summarized through the functional organizational
structure for progressively .higher levels of management?
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d.

Are the data reconcilable between internal summéry re-
ports and reports forwarded to the govermment?

Are procedures for varlance analysis documented and consistently
applied at the cost account level and selected CWBS and organizational
levels at least monthly as a routine task? '

ON A MONTHLY BASIS IDENTIFY SIGNIFICANT DIFFERENCES BETWEEN PLANNED
AND ACTUAL SCHEDULE ACCOMPLISHMENT AND THE REASONS.,

e

b.

Does the scheduling system identify in a timely manner the status.
of work? :

Does the contractor use objective results, design reviews, and tests
to track schedule performance?

5.

IDENTIFY MANAGERIAL ACTIONS TAKEN AS A RESULT OF CRITERIA ITEMS 1.
THRU 4. ABOVE.

ae

Are data disseminated to the contractor's managers timely, accurate
and usable?

Are data being used by managers in an effective manner to ascer— .

tain program or functional status to identify reasons for signifi-
cant variances, and to initiate appropriate corrective action?

Are there procedufesAfof monitoring action items and corrective
actions to the point of resolution and are these procedures being

followed?

6.

BASED ON PERFORMANCE TO DATE AND ON ESTIMATES OF FUTURE CONDITIONS;
DEVELOP REVISED ESTIMATES AT COMPLETION FOR CWBS ELEMENTS IDENTIFIED
IN THE -CONTRACT AND COMPARE THESE WITH THE. CONTRACT BUDGET BASE AND

THE LATEST STATEMENT OF FUNDS REQUIREMENTS REPORTED TO THE GOVERNMENT.

ae.

Are estimates at completion based on:

(1) Performance to date?

(2) Actual costs to date?

(3) Knowledgeable projections of future performance? .

(4) Estimates of the cost for contract work remaining to be accom-
' lished considering economic escalation?
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b.

Ce

d.

€.

f.

8e

h.

i.

Are the overhead rates used to develop the contract cost estimate
to complete based on:

(1) Historic experience?

(2) Contemplated management improvements?
(3) Projected economic escalation?

(4) The anticipated business volume?

Are estimates at completion generated with sufficient frequency
to provide identificationof future cost problems in time for possible
corrective or preventive actions by both the contractor and the
govermment Project Manager?

Are estimatesdeveleped by contractor project personnel coordinated
with top management to determine whether required resources will
be available in accordance with revised planning7

Are estimates at completion generated by appropriatepersonnel for
the following levels:

(1) Cost accounts? '
(2) Major functional areas of contract effort?
(3) Major subcontracts?

" (4) CWBS elements contractually specified for reporting of status

to the government?
(5) Total contract (all authorized work)?

Are the latest revised estimates at completion compared with the
established budgets at appropriate levels and causes of variances
identified?

Are estimates at completion generated in a consistent manner? Are
there procedures established for appropriate aspects of generating
estimates at completion and are they followed?

Are estimates at completion utilized in determining contract funding
requirements and reporting them to the govermment?

Are the contractor's estimates at. completion reconcilable with cost
data reported to the govermment?

V. REVISIONS & ACCESS TO DATA

1.

INCORPORATE CONTRACTUAL CHANGES iN A TIMELY MANNER AND RECORD THE EF-
FECTS OF SUCH CHANGES IN BUDGETS AND SCHEDULES. IN THE DIRECTED EF-
FORT BEFORE NEGOTIATION OF A CHANGE, BASE SUCH REVISIONS ON THE AMOUNT

- ESTIMATED AND BUDGETED IO THE FUNCTIONAL ORGANIZATIONS.

-

Are authorized chenges being incorporated in a timely manner?
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b. Are all affected work authorizations, budgeting, and scheduling
documents amended to properly reflect the effects of authorized
changes? |

: c,"’ Are’{int‘ernalibudgets for authorized7, but not priced changes based

‘on the contractor's resource plan for accomplishing the work?

: .d.~ If current budgets for authorized changes do not sum to the ne-

gotiated cost for the changes, does the contractor compensate for

the differences by revising the undistributed budget, management

reserve budget, budgets established for work not yet started, or
" by a combination of these"

2.

RECONCILE ORIGINAL BUDGETS FOR THOSE ELEMENTS OF THE CWBS IDENTIFIED

* AS PRICED LINE ITEMS IN THE CONTRACT, AND FOR THOSE ELEMENTS AT THE
LOWEST LEVEL OF THE PROJECT SUMMARY WBS, WITH CURRENT PERFORMANCE

MEASUREMENT BUDGETS IN TERMS OF CHANGES TO THE AUTHORIZED WORK AND
INTERNAL REPLANNING IN THE DETAIL NEEDED BY MANAGEMENT FOR EFFECTIVE

CONTROL.

: a Are current budgets resulting from changes to the authorized work

specified reporting items?

.30 .
- THAT WILL CHANGE PREVIOUSLY REPORTED AMOUNTS FOR DIRECT COSTS, INDIRECT

PROHIBIT RETROACTIVE CHANGES TO RECORDS - PERTAINING TO WORK PERFORMED

COSTS, OR BUDGETS, EXCEPT FOR CORRECTION OF ERRORS AND ROUTINE ACCOUNTING

. ADJUSTMENTS. -

a. Areretroactive changes todirect costs, and indirect costs prohibited
and avoided, except for the correction of errors and routine account-
ing adjustments" ) :

" b. Aredirect or indirect cost adjustments being accompiished in accor-

dance with accounting procedures acceptable to the Cognizant Auditor?

c. Are retroactive changes to BCWS and ' BCWP. prohibited except for

correction of errors or for normal accounting adjustments?

i,

PREVENT REVISIONS TO THE CONTRACT BUDGET BASE EXCEPT FOR. GOVERNMENT
DIRECTED CHANGES TO CONTRACTUAL EFFORT,

a. Are procedures established to orevent changes‘to the contract budget
base other than those authorized by contractual action and are they -

followed?
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b.

" Is authorization of Budgets in excess of the contract budget base

controlled formally,. accomplished in accordance with established
procedures, and done with the full knowledge and recognition
of the procuring activity?

5.

DOCUMENT, INTERNALLY, CHANGES TO THE PERFORMANCE MEASUREMENT BASELINE
AND, ON A TIMELY BASIS, NOTIFY THE GOVERNMENT PROJECT MANAGER THROUGH
PRESCRIBED PROCEDURES.

ae

b‘o

Ce

Are changes to the performance measurement baseline made as a
result of contractual redirection, application of undistributed
budget, the use of management reserve budget, internal replanning,
or formal reprogramming, properly documented and reflected in the
Cost Performance Report and Project Status Report?

:;Aié procedures in existence that restrict changes to budgets for

'openlwork packages and are these procedures adhered to?

d.

Are retroactive changes to budgets for completed work specifically
prohibited in an established procedure and is this procedure adhered
to? '

Are procedures in existence that control replanning of unopened
work packages and are these procedures adhered to?

"~ 6.

PROVIDE THE CONTRACTING OFFICER AND HIS DULY AUTHORIZED REPRESENTA-
TIVES ACCESS TO ALL OF THE FOREGOING INFORMATION AND SUPPORTING DO-
CUMENTS » : '

8e

Does the contractor .provide access to all pertinent records to

‘the review team and surveillance personnel?

\
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ATTACHMENT 3
SAMPLE CSCSC SOLICITATION CLAUSE

NOTICE OF COéT AND SCHEDULE CONTROL SYSTEMS

(a) The offeror shall submit a plan for compliance with the Criteria
for the internal cost and schedule control systems (management control systems)
which are and/or will be operational for any contract resulting from this solici-
tation which includes the Cost and Schedule Control Systems Contract Clause,
The Criteria for contractors' cost and schedule control systems are set forth
in DOE/CR-0015, Cost Schedule Control Systems Criteria for Contract Performance
Measurement-ImplementationGuide. The offeror shall identify existing management
control systems separately from proposed modifications to meet the Criteria.
The plan shall: : ‘ L.

: (1) describe the management control systems and their application in

all major functional cost areas such as engineering, manufacturing, construction,
etc., including their relationships to the Contract Work Breakdown Structure
(CWBS);

(i1) describe the procedures for planning, budgeting, scheduling, work
authorization, cost accumulation, measurement and reporting of cost and schedule
performance, estimating of costs at completion, variance analyses, and base-
line control, including their relationships to the major functional cost areas
and the CWBS;

#

(111) describe compliance with each of the Criteria*, preferably by
cross-referencing the description of the management. control systems with the
items in the Criteria Checklist contained in DOE/CR2250/2; .

(iv) identify themajor subcontractors or major subcontracted effort
in the event major subcontractors have not been selected, to whose management
" systems the Criteria will be applied; and

(v) describe the proposed procedures for administration of the
Criteria when applied to subcontractors.

(b) If the contractor is utilizing management control systems which have
been previously validated by the Department of Energy (DOE) or by the Department
of Defense, or is operating such systems under a current Memorandum of Under-
standing with DOE, or the Departmént of Defense, evidence of such may be sub-
"“mitted in lieu of the plan mentioned above. In such an event, the Contracting
Officer will determine the extent to which such systems shall be reviewed to
assure continued compliance with the Criteria.

(¢) The offeror shall provide information and assistance as requested by
the Contracting Officer for evaluation . of compliance with the cited Criteria.

* Note: DOE will identify any Criteria and/or Criteria checklist items which
' may be waived.
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(d) The offeror's plan for compliance with the Criteria for cost and
schedule control systems will be evaluated prior to contract award. Upon
validation or acceptance of the cost and schedule control systems, a descrip-
tion of these systems will be referenced in the contract. Subsequent changes
to the systems descriptionshall be submitted for review and approval as required
by the Contracting Officer.

(e) Subcontractor selection for application of the Criteria will be by
agreement between the prime contractor and the govermment. The prime contrac-
tor will contractually require the selected subcontractors to comply with the
Criteria. However, demonstration and reviews of these selected subcontractors'
management control systems may be performed by DOE when requested by either
the prime or subcontractor.

. (£) Changes to- contractor management control systems required to meet the.
cited Criteria shall be made at 'no direct cost-to DOE. - ’




ATTACHMENT 4

SAMPLE CSCSC CONTRACT CLAUSE

COST AND SCHEDULE CONTROL SYSTEMS

(a)

(b)

(c)

(e)

In the performance of this contract, the contractor shall establish, maintain,
and use cost and schedule control systems (management. control systems)
meeting the Criteria* set forth in DOE/CR-0015 , Cost and Schedule Control

Systems Criteria for Contract Performance Measurement - Implementation
Guide, annexed hereto and hereinafter referred to as the "Guide". Prior
to acceptance by the Contracting Officer and within calendar days

after contract award, the contractor shall be prepared to demonstrate systems
operation to the govermment to verify that the proposed systems meet the
designated Criteria. As a part of the review procedures, the Contractor
shall furnish the govermment a description of the cost and schedule control
systems applicable to this contract in such form and detail as indicated
by the Guide, or as required by the Contracting Officer. The Contractor
agrees to provide access to all pertinent records, data, and plans as
requested by representatives of the govermment for the conduct of systems
review. :

The descriptionof the management control systems accepted by the Contracting
Officer, identified by title and date, shall be referenced in the con—

- tract. Such systems shall be maintained and used by the contractor in

the performance of this contract.

Contractor changes to the reviewed systems shall be submitted for review
and approval as required by the Contracting Officer. When Contracting
Of ficer approval 1is required, the Contracting Officer shall advise the
contractor of the acceptability of such changes within sixty (60) days
after receipt from the contractor. When systems existing at the time
of contract award do not comply with the designated Criteria, adjustments
necessary to assure compliance will be made at no change in contract
price or fee.

“The contractor agrees to provide access to all pertinent records and data

requested by the Contracting Officer, or duly authorized representative,
for the purpose of permitting govermment surveillance to insure continuing
application of the accepted systems to this contract. Deviations from
the systems description identified during. contract performance shall be
corrected as directed by the Contracting Officer.

The. contractor shall require that each selected subcontractor, as mutually

- agreed to between the govermment and the contractor and as set forth in

the schedule of this contract, meet the Criteria for cost and schedule
control systems as set forth in the subcontract and shall incorporate
in all such subcontracts adequate provisions for review and surveillance
of subcontractors' systems to be carried out by the prime contractor,
or by the govermment when requested by either the prime or subcontractor.

* Those Criteria and/or Criteria Checklist items which are applicable to the

contract will be specifically identified by the Contracting Officer.
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ATTACHMENT 5

EXAMPLE OF CSCSC MEMORANDUM OF UNDERSTANDING ‘

This Memorandum of Understanding, entered into. as of : (date)
establishes a mutual agreement between the - Department ‘of Energy and (insert
contractor's full name, - including.facility and location) ' regarding the imple-
mentation and maintenance of management control systems conforming to the Depart-
ment of Energy established Cost and Schedule Control Systems Criteria (CSCSC) and
as implemented by the DOE/CR-0015 Cost and Schedule Control Systems Criteria
for Contract Performance Measurement—Implementation Guide.

Whereas, the contractor has demonstrated certain management control systems
as identified and defined in (contractor's systems descriptiondated ),
and - ' - ~ ’ : %

Whereas, the Department of Energy by letter dated ‘ ' . , based
on Demonstration Review Report dated ' . did validate such
systems; then: ' '

Be It Understood and Agreed that such systems which have been validated as
indicated above, together with approved changes thereto, shall apply to future -
(specify type of contract, for example, Architect and Engineering, Construction,
etc.) contracts entered into between the contractor and the Department of
Energy which require compliance with the CSCSC; and

Be It Further Understood and Agreed that:
(1) Contractor proposed changes to those validated systems will be submitted
to the cognizant contracting office for review and approval or disapproval

by the Contracting Officer.

(2) The contractor agrees to provide access to pertinent records and data
in order to permit adequate surveillance of the validated systems.

This Memorandum of Understanding will remain in force indefinitely, subject
to modification by mutual agreement or termination by either partz.

(Contractor) ‘ o - (Contracting Officer)

5-1

% U.8. GOVERNMENT PRTNTING OFFICE: 1880-- 311.119:72




United States Z'.);'.agzganrct’ni:z::tag\ergy

Department of Energy SOE-260

Washington, DC 20585 U.S.MAIL
.S.MAIL

Official Business FIRST CLASS MAIL

Penalty for Private Use, $300






