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Foreword

The Deputy Secretary’s memorandum, Defense Acquisition, dated October 30, 2002, and Attachment 2 to that memorandum reference a guidebook to accompany the interim guidance.  The former DoD 5000.2-R regulation will serve as the guidebook while the Defense Acquisition Policy Working Group creates a streamlined guidebook.  The former DoD 5000.2-R is NOT mandatory, but should be used for best practices, lessons learned, and expectations, until replaced.

C2.9.3
  Contract Approach

C2.9.3.1
Major Contract(s) Planned.  For each major contract planned to execute the acquisition strategy, the acquisition strategy shall describe what the basic contract buys; how major deliverable items are defined; options, if any, and prerequisites for exercising them; and the events established in the contract to support appropriate exit criteria for the phase or intermediate development activity.  The PM shall use modular contracting, as described in FAR Section 39.103 (reference), for major IT acquisitions, to the extent practicable.  PMs shall consider using modular contracting for other acquisition programs.  In accordance with 10 U.S.C. 2306b the acquisition strategy shall address the PM’s consideration of multiyear contracting for full rate production, and address the PM’s assessment of whether the production program is suited to the use of multiyear contracting based on the requirements in FAR Subpart 17.1) 

C2.9.3.2
Contract Type.  For each major contract, the acquisition strategy shall identify the type of contract planned (e.g., firm fixed-price (FFP); fixed-price incentive, firm target; cost plus incentive fee; or cost plus award fee) and the reasons it is suitable, including considerations of risk assessment and reasonable risk-sharing by the Government and the contractor(s).  The acquisition strategy shall not include cost ceilings that in essence convert cost-type research and development contracts into fixed-price contracts, or unreasonable capping of annual funding increments on research and development contracts.  Fixed-price development contracts of $25 million or more or fixed-price-type contracts for lead ships shall require the prior approval of the USD(AT&L).  

C2.9.3.3
Contract Incentives.  The acquisition strategy shall explain the planned contract incentive structure, and how it incentivizes the contractor(s) to provide the contracted product or services at or below the established cost objectives.  (See paragraph)  If more than one incentive is planned for a contract, the acquisition strategy shall explain how the incentives complement each other and ensure the incentives will not interfere with one another.

   C2.9.3.4
Integrated Contract Performance Management
C2.9.3.4.1  The PM shall obtain integrated cost and schedule performance data to monitor program execution.

C2.9.3.4.1.1  The PM shall require contractors to use internal management control systems that accomplish the following:

C2.9.3.4.1.1.1  Produce data that indicate work progress;

C2.9.3.4.1.1.2  Properly relate cost, schedule, and technical accomplishment;
C2.9.3.4.1.1.3  Are valid, timely and able to be audited; and

C2.9.3.4.1.1.4. Provide DoD PMs with information at a practical level of summarization.

C2.9.3.4.1.2   Unless waived by the MDA, the PM shall require that contractors’ management information systems used in planning and controlling contract performance meet the Earned Value Management Systems (EVMS) guidelines set forth in American National Standards Institute (ANSI)/EIA 748-98, Chapter 2.  This standard is available through the ANSI Electronic Standards Store located at http://www.ansi.org/public/std_info.html.  

C2.9.3.4.1.3  The PM shall not require a contractor to change its system provided it meets these guidelines, nor shall the PM impose a single system or specific method of management control.  

C2.9.3.4.1.4  These guidelines shall not be used as a basis for reimbursing costs or making progress payments.

C2.9.3.4.2 
 The PM shall apply EVMS guidelines on applicable contracts within acquisition, upgrade, modification, or materiel maintenance programs, including highly sensitive classified programs, major construction programs, and other transaction agreements.  EVMS guidelines shall apply to contracts executed with foreign governments, project work performed in Government facilities, and contracts by specialized organizations such as the Defense Advanced Research Projects Agency.  EVMS guidelines shall apply to research, development, test, and evaluation contracts, subcontracts, other transaction agreements, and intra-Government work agreements with a value of $73 million or more (in FY 2000 constant dollars), or procurement or operations and maintenance contracts, subcontracts, other transaction agreements, and intra-Government work agreements with a value of $315 million or more (in FY 2000 constant dollars).  Use DFARS Clauses 252.234-7000) and 252.234-7001 (reference) to place EVMS requirements in solicitations and contracts.

C2.9.3.4.3
The Cost/Schedule Status Report (C/SSR) (see subparagraph 0) shall apply to contracts, subcontracts, other transaction agreements, or intra-Government work agreements below these thresholds, unless the PM requires EVMS compliance.  Use DFARS Clauses 252.242-7005 (reference) and 252.242-7006 (reference) to place C/SSR requirements in solicitations and contracts.

C2.9.3.4.4
The PM shall not require compliance with EVMS guidelines or C/SSR requirements on FFP contracts (including FFP contracts with economic price adjustment provisions), time and materials contracts, and contracts that consist mostly of level-of-effort work.  For exceptions to this rule, the PM shall obtain a waiver for individual contracts from the MDA.

C2.9.3.5
Integrated Baseline Reviews.  PMs and their technical staffs or IPTs shall evaluate contract performance risks inherent in the contractor’s planning baseline.  This evaluation shall be initiated within 6 months after contract award or intra-Government agreement is reached for all contracts requiring EVMS or C/SSR compliance.

______________________________________________________________________
C7.6.6

Cost/Performance IPT
C7.6.6.1
ACAT ID and ACAT IAM (as required) programs shall establish a Cost/Performance IPT.  The team shall include representatives of the user, costing, analysis, and budgeting communities, at minimum, and include other members as and when appropriate, including industry or contractors, consistent with statute and the policy in paragraph Error! Reference source not found.  Normally, the PM or the PM’s representative shall lead the Cost/Performance IPT.

C7.6.6.2
The PM, supported by the Cost/Performance IPT, shall conduct and integrate all program cost and performance trade-off analyses.  The empowered Cost/Performance IPT may effect performance or engineering and design changes provided they do not violate threshold values in the ORD and APB.  If the changes require ORD or APB threshold value changes, the PM shall notify the OIPT leader.  The PM shall quickly bring proposed changes before the ORD and/or APB approval authorities for decision.  Prior to each major decision point, the PM shall report the Cost/Performance IPT cost and performance findings to the OIPT leader and brief their relationship.

____________________________________________________________________

C7.14

Management Control

C7.14.1  PMs shall implement internal management controls in accordance with DoD Directive 5000.1 (reference), DoD Instruction 5000.2 (reference), this Regulation, and DoD Directive 5010.38 (reference).  APB parameters shall serve as control objectives.  PMs shall identify deviations from approved APB parameters and exit criteria as materiel weaknesses.  PMs shall focus on results, not process.

C7.14.2  PMs shall ensure that obligations and costs comply with applicable law.  They shall safeguard assets against waste, loss, unauthorized use, and misappropriation; properly record and account for expenditures; maintain accountability over assets; and quickly correct identified weaknesses.

____________________________________________________________________

C7.15  
Periodic Reporting

Periodic reports shall include only those reports required by the MDA or statute.  Except for the reports outlined in this section, the MDA shall tailor the scope and formality of

.C7.15.7  
Contract Management Reports.  Acquisition participants shall use the reports prescribed by this section for all applicable defense contracts.  These reports ensure effective defense acquisition management.  Participants shall use electronic media unless disclosure of this information would compromise national security.  The WBS used to prepare these reports shall conform to the program WBS (see paragraph Error! Reference source not found.).  Except for high-cost or high-risk elements, the required level of reporting detail shall be limited to level three of the contract WBS.

C7.15.7.1 Contractor Cost Data Reporting (CCDR)

C7.15.7.1.1
  CCDR is the Department of Defense’s primary means of collecting data on the costs that DoD contractors incur in performing DoD programs.  This data enables reasonable ACAT I program cost estimates and satisfies other analytical requirements.  The Chair, CAIG, shall prescribe a format for submission of CCDRs.  The Chair shall prescribe CCDR system policies and monitor implementation to ensure consistent and appropriate application throughout the Department of Defense.

C7.15.7.1.2  
CCDR coverage shall extend from Milestone B or equivalent to the completion of production in accordance with procedures described in this section.  Unless waived by the Chair, CAIG, CCDR reporting is required on all major contracts and subcontracts, regardless of contract type, for ACAT I programs valued at more than $42 million (FY 2000 constant dollars).  CCDR reporting is not required for contracts priced below $6.5 million.  The CCDR requirement on high-risk or high-technical-interest contracts priced between $6.5 and $42 million is left to the discretion of the Cost WIPT.

C7.15.7.1.3
CCDR reporting shall not be required on ship development and construction contracts because of their unique nature, and because of the availability of comparable data from modified Cost Performance Reports (CPRs).  This exclusion does not apply to contracts for shipboard systems.  CCDR reporting shall not be required for procurement of commercial systems, or for non-commercial systems bought under competitively awarded, firm fixed-price contracts, as long as competitive conditions continue to exist.

C7.15.7.1.4.
For ACAT I programs, the IPT process shall develop the CCDR plan and forward it to the Chair, CAIG, for approval.  CCDR plan approval shall occur before issuing industry a solicitation for integration contracts.  The CCDR plan reflects the proposed collection of cost data, by WBS, for a program.  The plan shall describe the report format to be used and shall prescribe reporting frequency.

C7.15.7.1.5
A cost-effective reporting system requires tailoring the CCDR plan and appropriately defining the program WBS.  Consistent with paragraph, contractors may participate in the IPT process.
C7.15.7.2
Cost Performance Report (CPR) DID DI-MGMT-81466 (DoD 5010.12-L ).  The PM shall obtain a CPR (DD Form 2734/1, 2734/2, 2734/3, 2734/4, and 2734/5) on all contracts that require compliance with EVMS guidelines.  This report provides contract cost and schedule performance for program management.  It also provides early indications of both contract cost and schedule problems and the effect of implemented management actions to resolve such problems.  PMs shall use DID DI-MGMT-81466 to obtain the CPR.  The following guidance applies:

C7.15.7.2.1
Flexibly-priced (e.g., fixed-price incentive or cost-type) contracts that do not require compliance with EVMS guidelines, but for which the DoD Components require more data than is available on the C/SSR (see subparagraph 0) may require CPRs.  CPR formats, level of detail, frequency, and variance analysis shall be limited to the minimum necessary for effective management control. 

C7.15.7.2.2
FFP contracts shall not require CPRs unless unusual circumstances dictate cost and schedule visibility.

C7.15.7.2.3
Systems used for internal contractor management shall summarize and report data for the CPR.

C7.15.7.2.4
The PM shall tailor the CPR to the minimum required data. The contracting officer and contractor shall negotiate and specify all reporting provisions in the contract, including reporting frequency, variance analysis requirements, and the contract WBS to report.

C7.15.7.2.5
The CPR shall be a primary means of documenting the on-going communication between the contractor and the PM to report cost and schedule trends to date, and to permit assessment of their likely effect on future performance on the contract.

C7.15.7.2.6
CPRs shall be provided via electronic methods, such as electronic access to contractors’ internal databases, or via Electronic Data Interchange using the American National Standards Institute Accredited Standards Committee X12 transaction set for Project Cost Reporting (839).
C7.15.7.3
Cost/Schedule Status Report (C/SSR) DID DI-MGMT-81467 (DoD 5010.12-L).

C7.15.7.3.1
The PM shall obtain a C/SSR (DD Form 2735) on contracts over 12 months in duration, when the CPR does not apply.  The C/SSR provides contract cost and schedule performance information for program management.  The C/SSR has no specific application thresholds; however, the PM shall carefully evaluate application to contracts of less than $6.3 million (FY 2000 constant dollars).  The PM shall require only the minimum information necessary for effective management control.  FFP contracts shall not require the C/SSR unless unusual circumstances dictate cost and schedule visibility.  PMs shall use DID DI-MGMT-81467 to obtain the C/SSR.

C7.15.7.3.2
C/SSRs shall be provided via electronic methods, such as electronic access to contractors’ internal databases, or via Electronic Data Interchange using the American National Standards Institute Accredited Standards Committee X12 transaction set for Project Cost Reporting (839).

C7.15.7.4
Contract Funds Status Report (CFSR) DI-MGMT-81468 (DoD 5010.12-L).

C7.15.7.4.1
The PM shall obtain a CFSR (DD Form 1586, “Contract Funds Status”) on contracts over 6 months in duration.  The CFSR provides the DoD Components with information to update and forecast contract funding requirements; to plan and decide on funding changes; to develop funding requirements and budget estimates in support of approved programs; and to determine funds in excess of contract needs and available to be deobligated.  PMs shall use DID DI-MGMT-81468 to obtain the CFSR.

C7.15.7.4.2
The CFSR has no specific application thresholds; however, the PM shall carefully evaluate application to contracts of less than $1.3 million (FY 2000 constant dollars).  The PM shall require only the minimum information necessary for effective management control.  FFP contracts shall not apply the CFSR unless unusual circumstances dictate specific funding visibility.

C7.15.7.4.3
CFSRs shall be provided via electronic methods, such as electronic access to contractors’ internal databases, or via Electronic Data Interchange using the American National Standards Institute Accredited Standards Committee X12 transaction set for Project Cost Reporting (839).

AP4.  Appendix 4
Earned Value Management Systems (EVMS)
Guidelines, Mandatory Procedures, & Reporting

AP4.1

Introduction and Purpose

Use of these Earned Value Management Systems (EVMS) guidelines is mandatory on selected contracts.  The contractors' management control systems shall include policies, procedures, and methods that are designed to ensure that they will meet the guidelines shown below.  These guidelines are reproduced from the American National Standards Institute (ANSI)/Electronic Industries Alliance (EIA) EVMS standard (ANSI/EIA-748-98), Chapter 2.  Guidance for implementing these guidelines on DOD contracts can be found in the Earned Value Management Implementation Guide (EVMIG) in the Defense Acquisition Deskbook.

AP4.2

Organization

AP4.2.1
Define the authorized work elements for the program.  A work breakdown structure (WBS), tailored for effective internal management control, is commonly used in this process.

AP4.2.2
Identify the program organizational structure including the major subcontractors responsible for accomplishing the authorized work, and define the organizational elements in which work will be planned and controlled.

AP4.2.3
Provide for the integration of the company’s planning, scheduling, budgeting, work authorization and cost accumulation processes with each other, and as appropriate, the program work breakdown structure and the program organizational structure.

AP4.2.4
Identify the company organization or function responsible for controlling overhead (indirect costs).

AP4.2.5  Provide for integration of the program work breakdown structure and the program organizational structure in a manner that permits cost and schedule performance measurement by elements of either or both structures, as needed.

AP4.3

Planning, Scheduling, and Budgeting

AP4.3.1
Schedule the authorized work in a manner which describes the sequence of work and identifies significant task interdependencies required to meet the requirements of the program.

AP4.3.2  Identify physical products, milestones, technical performance goals, or other indicators that will be used to measure progress.

AP4.3.3  Establish and maintain a time-phased budget baseline, at the control account level, against which program performance can be measured.  Initial budgets established for performance measurement will be based on either internal management goals or the external customer-negotiated target cost including estimates for authorized but undefinitized work.  Budget for far-term efforts may be held in higher-level accounts until an appropriate time for allocation at the control account level.  On Government contracts, if an over target baseline is used for performance measurement reporting purposes, prior notification must be provided to the customer.

AP4.3.4  Establish budgets for authorized work with identification of significant cost elements (labor, material, etc.) as needed for internal management and for control of subcontractors.

AP4.3.5  To the extent it is practical to identify the authorized work in discrete work packages, establish budgets for this work in terms of dollars, hours, or other measurable units.  Where the entire control account is not subdivided into work packages, identify the far term effort in larger planning packages for budget and scheduling purposes.

AP4.3.6  Provide that the sum of all work package budgets plus planning package budgets within a control account equals the control account budget.

AP4.3.7  Identify and control level of effort activity by time-phased budgets established for this purpose.  Only that effort which is unmeasurable or for which measurement is impractical may be classified as level of effort.

AP4.3.8  Establish overhead budgets for each significant organizational component of the company for expenses, which will become indirect costs.  Reflect in the program budgets, at the appropriate level, the amounts in overhead pools that are planned to be allocated to the program as indirect costs.

AP4.3.9  Identify management reserves and undistributed budget.

AP4.3.10  Provide that the program target cost goal is reconciled with the sum of all internal program budgets and management reserves.

AP4.4

Accounting Considerations

AP4.4.1
Record direct costs in a manner consistent with the budgets in a formal system controlled by the general books of account.

AP4.4.2   When a work breakdown structure is used, summarize direct costs from control accounts into the work breakdown structure without allocation of a single control account to two or more work breakdown structure elements.

AP4.4.3  Summarize direct costs from the control accounts into the contractor's organizational elements without allocation of a single control account to two or more organizational elements.

AP4.4.4  Record all indirect costs which will be allocated to the contract.

AP4.4.5  Identify unit costs, equivalent units costs, or lot costs when needed.

AP4.4.6  For EVMS, the material accounting system will provide for:

AP4.4.6.1  Accurate cost accumulation and allocation of costs to control accounts in a manner consistent with the budgets using recognized, acceptable, costing techniques.

AP4.4.6.2  Cost performance measurement at the point in time most suitable for the category of material involved, but no earlier than the time of progress payments or actual receipt of material.

AP4.4.6.3  Full accountability of all material purchased and all material transfers for the program, including the residual inventory.

AP4.5

Analysis and Management Reports

AP4.5.1  At least on a monthly basis, generate the following information at the control account and other levels as necessary for management control using actual cost data from, or reconcilable with, the accounting system:

AP4.5.1.1  Comparison of the amount of planned budget and the amount of budget earned for work accomplished.  This comparison provides the schedule variance. 

AP4.5.1.2  Comparison of the amount of the budget earned and the actual (applied where appropriate) direct costs for the same work.  This comparison provides the cost variance. 

AP4.5.2  Identify, at least monthly, the significant differences between both planned and actual schedule performance and planned and actual cost performance, and provide the reasons for the variances in the detail needed by program management.

AP4.5.3  Identify budgeted and applied (or actual) indirect costs at the level and frequency needed by management for effective control, along with the reasons for any significant variances.

AP4.5.4  Summarize the data elements and associated variances through the program organization and/or work breakdown structure to support management needs and any customer reporting specified in the contract.

AP4.5.5  Implement managerial actions taken as the result of earned value information.

AP4.5.6  Develop revised estimates of cost at completion based on performance to date, commitment values for material, and estimates of future conditions.  Compare this information with the performance measurement baseline to identify variances at completion important to company management and any applicable customer reporting requirements including statements of funding requirements.

AP4.6

Revisions and Data Maintenance

AP4.6.1  Incorporate authorized changes in a timely manner, recording the effects of such changes in budgets and schedules.  In the directed effort prior to negotiation of a change, base such revisions on the amount estimated and budgeted to the program organizations.

AP4.6.2  Reconcile current budgets to prior budgets in terms of changes to the authorized work and internal replanning in the detail needed by management for effective control.

AP4.6.3  Control retroactive changes to records pertaining to work performed that would change previously reported amounts for actual costs, earned value, or budgets.  Adjustments should be made only for correction of errors, routine accounting adjustments, effects of customer or management-directed changes, or to improve the baseline integrity and accuracy of performance measurement data.

AP4.6.4  Prevent revisions to the program budget except for authorized changes.

AP4.6.5  Document changes to the performance measurement baseline.
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