SUMMARY OF CONTINGENCY/MANAGEMENT RESERVE INFORMATION FROM VARIOUS SOURCES
General observations by E McCluskey (to launch future discussions):

· ANSI uses only the term “management reserve” and does not use the term “contingency.”  Management reserve appears to be used similarly to how Fermilab uses contingency.  The term “undistributed budget” refers to a practice that is not currently used at Fermilab, but integral to the concept of management reserve for ANSI.

· The DOE 413.3 Order and Manual treat contingency as belonging to DOE for scope adjustments, and management reserve as belonging to the contractor (FRA in our case) for unforeseen circumstances.  Contingency is developed through risk analysis. 

· DOE EVMS documents have same basic concepts as the order and manual above, but emphasize that management reserve should not be used to increase work scope, which should come out of DOE-held contingency.  The management reserve is developed by preparing an aggressive estimate of the project, with the management reserve being the mitigation of risks related to this aggressive approach.

· BNL treats contingency as that budget held by DOE for uncertainties, and management reserve as that budget held by the contractor for uncertainties.

· JLab distinctions between the two are less clear in their EVMS Description, but allude to DOE (the customer) holding contingency and the contractor holding management reserve.

· LBNL believes OECM does not recognize contingency, but only management reserve.  Their documents use the term management reserve/contingency to refer to one and the same budget for risk mitigation.

· PNNL has the same approach as BNL above.

· SLAC/LCLS uses contingency for management control purposes on TEC work and management reserve for management control purposes for OPC work.  They also specifically mention that OECM refers to management reserve instead of contingency.  
From ANSI EIA-748, Section 3.5 Budget Allocation and Resource Planning
Note that this document contains no specific reference to contingency as a separate concept.
3.5.4 Management Reserve

An organization may establish a schedule and/or cost reserve to be used for management

control purposes in accordance with organizational policy. Management reserve is held

for unexpected growth within the currently authorized work scope, rate changes, risk

handling, and other program unknowns. Generally, reserve is held for current and future

needs and is not used to offset accumulated overruns or under runs. Reserve may be held

at the total program level or distributed and controlled at lower management levels. In

any case, an organization should be able to account for all of its management reserve.

Management reserve is not a contingency that can be eliminated from prices during

subsequent negotiations or used to absorb the cost of program changes. The budget being

held in reserve must not be viewed by a customer as a source of funding for added work

scope.

From ANSI EIA-748 Intent Guide: [image: image1.emf]
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From DOE O413.3a PROGRAM AND PROJECT MANAGEMENT FOR THE ACQUISITION OF CAPITAL ASSETS:
From Attachment 3, Definitions:

Contingency. Contingency is the portion of the project budget that is available for risk

uncertainty within the project scope, but outside the scope of the contract. Contingency is

budget that is not placed on the contract, and is included in the Total Project Cost.

Performance Measurement Baseline. The Performance Measurement Baseline is the

baseline that encompasses all project work packages and planning packages. The

Performance Measurement Baseline provides a view from the bottom-up where work

packages are summed within the Work Breakdown Structure. Management Reserve,

contingency, profit, fee and similar cost items separately identified in the contract are not

part of the Performance Measurement Baseline because no work is associated with those

budgets.

Performance Baseline. The collective key performance, scope, cost, and schedule

parameters, which are defined for all projects. Performance Baseline includes the entire project budget (total cost of the project including contingency) and represents DOE’s

commitment to Congress.

Management Reserve. An amount of the total contract budget withheld for management

control purposes by the contractor. Management Reserve is not part of the Performance

Measurement Baseline.

From DOE M413.3-1  Project Management for the Acquisition of Capital Assets:
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From Section 8.3  Constructing a Defensible Budget:

Contingency

Prudent managers will include “risk dollars” as part of the cost estimate for each Work

Breakdown Structure element as appropriate. These risk dollars are the project funds reserved to

deal with contingencies when things do not go as planned. The method used should be adapted to

the specific needs of each project. Contingency is the portion of the project budget that the

government holds in reserve to accommodate unknowns regarding requirements and uncertainty

that is outside the scope of the contract, but is within the scope of the project. Contingency may

be used for additional scope and work that is necessary to meet current requirements.

Contingency is not used for new requirements. The contractor uses management reserve.

Management reserve is not allocated to work packages or planning packages, but is held in

reserve by management to provide flexibility to manage within the contractor Performance

Measurement Baseline. Management reserve is used to control the workflow and adjust work

packages for rate changes and other unknowns, but is never used for additional scope outside of

the authorized work scope.

The method used by the programs to develop their contingency budget may vary depending on

the type of project being executed. For some projects where complexity is low and the

construction is straightforward, the contingency requirements may be fairly low and may be

developed by using an added factor to the budget. In other cases where the uncertainty is greater

because of technological, environmental, or other issues, the contingency requirements may be

much higher. Contingency is developed through the risk analysis process that weighs the risk

likelihood and impact and results in a plan to mitigate the risk. Projects may use probabilistic

simulation and analysis to assist in deciding how much contingency would be appropriate for a

project. However, DOE does not advocate, nor has it established a standard for probability

simulation-based confidence levels. In general, projects should not be undertaken unless the

program has high confidence that it can be completed within the established Performance

Baseline. Projects where the confidence is low must only be undertaken when the need is great,

no other alternatives are feasible and the senior leadership of the Department fully understands

the risk.

From Section 12.8  Performance Measurement Baseline:

[image: image4.emf]
From Appendix A  Glossary:

Contingency. Contingency is the portion of project budget that is available for uncertainty

within the project scope but outside the scope of the contract. That is, contingency is budget that

is not place on contract.

Budget at Completion (BAC). The total authorized budget for accomplishing the scope of

work. It is equal to the sum of all allocated budgets plus any undistributed budget. (Management

Reserve is not included.) The Budget at Completion will form the Performance Baseline.

Management Reserve An amount of the total allocated budget withheld for management control

purposes by the contractor. Management Reserve is not part of the Performance Measurement

Baseline.

From DOE EVM Application Guide:
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From Appendix E:

There are several references to Management Reserve in the text of this appendix relating to the Contract Performance Report Description.  In addition, it shows in the follow graphic:
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From DOE G 413.3-10 Earned Value Management Systems Guide:
From Section V  Lessons Learned:

c. Management Reserve (MR). Contractors should be encouraged to establish a

challenging PMB. However, it must be understood that the greater extent to

which this is done, the more likely there will be risk events within the contractor’s

defined scope of work. A proper balance of challenge versus risks and managing

them can be the key to project success. Many of these risk events will happen and

the contractor should be allowed to have a budget reserve that he can then use to

better plan future work. This type of budget reserve is usually developed from a

Monte Carlo type simulation of the potential variability of these risks. For cost

risks, this simulation typically addresses the variability in construction units (e.g.,

cubic yards of concrete), variability in unit man-hour estimates for both

construction and other significant labor cost elements, and in general the potential

variability of all significant cost elements. Management reserve should not be

used to budget newly directed work scope and if done so will in most (if not all)

cases represent a violation of ANSI/EIA Standard 748-A. The PMB, plus the

contractor management reserve, is often referred to as the contractor base budget,

or for incentive contracts may be referred to as the target cost.

d. DOE Contingency. In establishing a total project cost, DOE also needs to

account for the fact that achieving the required program mission may necessitate a

change in project scope. Examples are increasing the design throughput of a

production or processing facility or safety or security requirements from those

that existed at the time of contract award. Such changes would most often arise

from a DOE-directed change or could sometimes result from a contractor-initiated

baseline change proposal. Significant changes could arise in the funding profile

from which the contractor was directed established the baseline. For projects in

which there are significant hotel loads (i.e., significant efforts are required to keep

a project infrastructure in place), changes to funding profile are likely to result in

increases in these costs due to a stretch-out of the schedule. In order to promote a

win/win culture between DOE and the contractor, it is important to account for

these technical and programmatic risks by establishing a DOE contingency, which

would then be used for providing additional budget for these types of events.
From BNL’s EVM System Description:
From Introduction:

At BNL, DOE maintains oversight and control of the “contingency” budgeted for project risks and uncertainties.  Contingency can be released by DOE to the BNL project manager to meet project risks, requirements and scope changes via the baseline change proposal process.  Contingency is the result of a formal risk-assessment process used to account for and plan for project uncertainties that are in scope and unbudgeted.
From Section 1.3.8:

1.3.8 Contingency, Management Reserve and Undistributed Budget [Guide14 {2.2i}] TC "1.3.8 Contingency, Management Reserve and Undistributed Budget [Guide14 {2.2i}]" \f C \l "3" 
The contingency is an amount of money within the approved Total Project Cost (TPC) that is set aside at the start of the project.  The contingency is established to provide budget coverage for future uncertainties (risks) that are within the scope of the project but are not funded in the control account budgets.  The contingency is not assigned to specific segments of work. 

The PM baseline change control procedure provides the process for control of contingency.  The project manager establishes the contingency based on a risk analysis of the project work scope.  The factors affecting the amount of contingency established are: technical risk, schedule issues, and/or possible shortages in a critical resource area (i.e., labor, material, timely appropriations, or support services), direct and indirect rate changes, etc.  Contingency is normally developed “bottoms-up” from a risk assessment of individual work elements within the project WBS.  This contingency is then extracted from the individual WBS elements and summed into a project contingency account.  As the level of risk is reassessed on the project, the budget for contingency can change.

The DOE on DOE projects (or as described in the Project Execution Plan for non-DOE projects), has the responsibility for controlling project contingency.  Contingency is released to provide a budget for risk mitigation within the project work scope.  The Performance Measurement Baseline (PMB) change control procedure (described in the Project Execution Plan (PEP)) provides the process for control and release of contingency.  

Contingency transactions are documented in the project baseline change control log.  These transactions are addressed in the EVMS report monthly progress reports to the customer.

Management reserve is the portion of project contingency specifically assigned to BNL for the management of changes within BNL’s approval authority. 

The Federal Project Director on DOE funded projects, or the customer on non-DOE projects, may chose to periodically allocate a portion of the contingency budget to BNL as management reserve.  Use of management reserve is controlled and documented like contingency, per the Baseline Change Control process.  Management Reserve shall not be used to fund additional scope outside of the authorized baseline technical scope. 

The Performance Measurement Baseline (PMB) change control procedure (described in the Project Execution Plan [PEP]) provides the process for control and use of Management Reserve.  Management Reserve transactions are documented in the project baseline change control log.  These transactions are addressed in the EVMS monthly progress reports to the customer.

At the present time, BNL does not employ undistributed budget as described in the NDIA Intent Guide.

From Glossary:

Management Reserve.  An amount of the total allocated project budget held for management control purposes by the contractor.
Contingency.  The portion of a project budget that is available for unknowns and uncertainty within the project scope, but outside the scope of the contract (e.g., performance measurement baseline).  Contingency is typically held by DOE on large projects.  Contingency becomes part of project scope (performance measurement baseline) when released by DOE upon approval of a baseline change proposal/request, justifying its use.
From BNL Procedure PM-1.7 Cost Estimating:  

4.3
Contingency and Management Reserve

The Project Cost Estimate (budget) shows the amount of funds set aside for in-scope, unbudgeted work, known as contingency.  Contingency funds allocated by the Federal Project Director to the BNL Project Manager are called “management reserve”.  Because contingency/management reserve cover potential events only, it cannot be time-phased and cannot become part of the Performance Measurement Baseline.  A contingency/management reserve budget is required and should be established as the result of a risk analysis.  The Project Manager, CAMs, and other Stakeholders shall work together to determine a risk-based level of contingency/management reserve.

From BNL Procedure PM-1.9 Change Control:  

4.1.3.5
Contingency/Management Reserve Requirement

The Project Manager, with support from Project Controls, shall indicate if the impact of the change will result in a request for expenditure of project contingency/management reserve.  If contingency is requested, the Project Manager shall prepare the BCP for approval.  Rules/thresholds for the use of contingency/management reserve are defined in the Project Execution Plan (PEP).  The Budget is transferred from the contingency/management reserve account in the event of an in-scope, unbudgeted change.

From Jlab Project Control System Manual (same as EVM System Description plus Procedures):
302.2 Funding Guidance

At the start of project cost planning, the Project Customer may provide funding guidance to the Project Manager that may include a fiscal year breakout. The Project Manager can use the funding guidance to establish a project funding profile across the WBS Level 2. Target budgets are developed and distributed to the Associate Project Managers and Cost Account Managers. This represents the Project Manager’s guidance to Associate Project Managers and Cost Account

Managers when they develop the details of the cost estimate for their portion of the project. The Project Customer may elect to hold in reserve some funding from the total project cost as contingency funds. As with the Project Customer, the Project Manager may withhold management reserve funds at the project level to account for any risk uncertainty that may arise during the execution of the project plan.

701.4 Contingency

For certain JLab projects, part of the Total Project Cost is carried as contingency to cover any unanticipated project costs.

TPC = BAC + Contingency

The contingency percentage (on a cost-to-go basis) for a project is calculated by dividing the contingency dollars by the Obligation Estimate To Complete dollars:

Contingency Percentage (%) = Contingency ($) / ETCob ($)

where Contingency = Funds remaining – ETCob

and Funds remaining = TPC – ACWP – Obligations

and ETCob = BAC – BCWPcum – Obligations

800 Change Control

A. The Change Control process delineated in this section is to be used for requesting, reviewing, and documenting changes to the approved Project Baseline for projects conducted at the Jefferson Laboratory. Baseline changes may occur as a result of contractual modifications, application of undistributed budget, use of contingency/management reserve funds, replanning, or formal reprogramming. Managing changes to the Project Baseline is crucial to ensure the project’s work scope, schedule, and cost do not spiral out of control. Changes to baseline documents should be minimized and are normally approved only in the interest of work scope changes, design adequacy, reliability, performance, cost reduction, or safety/environmental

considerations. 
From Glossary:

Contingency

Reserve project funding held for possible changes in project work scope and to cover potential cost overruns. Contingency is not associated with project work scope and is not part of the Performance Measurement Baseline. Contingency may be held by the project customer

Management Reserve (MR)

An amount of the total project budget set aside for project management control purposes rather than being allocated for the accomplishment of specific activities. MR is not associated with project work scope and is not part of the Performance Measurement Baseline.

From LBNL EVM System Description:
From the Introduction: 

Worth noting here is LBNL’s use of the term management reserve/contingency throughout this

document. OECM’s lexicon calls this management reserve.

From Section 1.3.8: 
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From Section 5.1.2: 
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From the Glossary:
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From PNNL EVM System Description:
3.6    Contingency / Management Reserve

Contingency is included within the Total Project Cost (TPC) and is intended to cover the costs that may result from unforeseen and unpredictable conditions and uncertainties within the defined project scope over which PNNL has no control (i.e., requirements changes, estimating uncertainty, etc).  During the activity-based planning process, risks and uncertainties are identified.  To the extent possible, mitigation strategies are incorporated into the baseline budget and schedule to minimize project impacts.  Contingency estimates are identified outside the performance measurement baseline budget and schedule and are based on likelihood and severity of the risk and uncertainty.  Contingency is derived against individual work elements (product and activities) regardless of funding type using appropriate contingency development techniques.  It is the responsibility of the Project Manager and CAMs to identify and document risk and contingency estimates as part of the baseline planning process.

Contingency allocation is structured, formally documented, and formally controlled as described in the Baseline Change Control process.  Contingency usage is routinely reviewed and analyzed, and monthly reports are prepared.  The Federal Project Director on DOE Line Item projects, or the customer on non-DOE projects, has the final responsibility for controlling project contingency.  Guidelines for implementing these requirements in the development, allocation, and control of contingency are presented in the following chapters.

PNNL defines Management Reserve as that portion of the project contingency, specifically assigned by the customer, for the management of changes within PNNL’s approval authority.  Contingency and management reserve are both budget related components of the project Total Project Cost (TPC).  Contingency is budget controlled by the customer to cover costs which, based on past experiences, are known to be regularly encountered but difficult or impossible to estimate at the time the estimate is prepared.  Management reserve is budget controlled by PNNL for scope of work uncertainty.  Use of either contingency or management reserve is documented and controlled consistent with the Baseline Change Control process.
3.6.1  Contingency Development

The PNNL Project Manager is responsible for the development, coordination, and maintenance of the project cost estimate, including contingency even though the customer has responsibility for controlling contingency.  Architect/Engineer’s who have responsibility for facility design prepare conventional facility capital cost estimates for the project, and then assist in the development of contingency estimates, based on using a comprehensive risk assessment.  PNNL prepares the non-capital estimate of Other Project Costs (OPC), including contingency.  Contingency for both the capital and non-capital portions of the project cost estimate is developed from a risk assessment of individual work elements within the project WBS.  This contingency is then extracted from individual WBS elements and summarized into an overall project contingency account, outside the project WBS to ensure that only authorized project work scope is collected within the project WBS.

3.6.2 Contingency Allocation

Contingency is only used as a last resort.  Value engineering and cost avoidance may be used to initiate budget reductions in some areas that may help offset the need for using project contingency.  The planned allocation of contingency is established during the annual planning and budgeting cycle.  Funding is typically allocated to the project by fiscal year, with projections provided for future years.  Likewise, for control purposes, the planned allocation of contingency for a particular fiscal year is based on that particular fiscal year’s approved work scope.  Contingency requirements are developed and time phased consistent with the life cycle baseline scope, schedule, and budget for future years.

For DOE Line Item projects, the Federal Project Director determines and documents in the PEP the amount of contingency budget to be allocated each year to PNNL as management reserve budget to manage project uncertainties within PNNL’s approval authority.  For DOE funded activities, a DOE work authorization is used to allocate fiscal year budget (potentially including contingency) to PNNL.  The project contingency amount is the difference between the project PMB and the project TPC.  Funding authorization equivalent to the project budget and contingency amounts is transmitted through Obligation Notices issued by PNSO and cost ceilings established in the DOE Authorized Funding Program.  For anticipated current year work activities and after PNSO approval, PNNL is initially allocated a percentage of the project contingency to cover changes that may result from unforeseen and unpredictable conditions and uncertainties within the defined project scope of work each year.  The portion of the project contingency allocated to PNNL is defined as Management Reserve.  The remaining contingency is controlled by the Federal Project Director.  Contingency is evaluated throughout the project life cycle and specifically discussed during project quarterly reviews.
During the course of a project lifecycle it is possible that all contingency may be allocated to address scope changes such that no contingency budget remains, yet project actual cost could be less than budgeted such that a favorable cost variance exists. If additional scope changes are necessary, the PNNL Project Manager may request from the customer, through the change control process, for the Total Project Cost to be increased by the amount of available funding such that necessary scope changes can be appropriately budgeted. The customer must ultimately approve any increase to the project TPC, or to have unused funding returned.

3.6.3 Contingency Control

Management control of contingency is achieved through a structured process that includes formal authorization, ongoing monitoring and analysis, and routine status accounting and reporting.

· Authorization.  Authorization for the use of contingency related to baseline changes is dependent upon the classification of the change requiring contingency.  PNNL may authorize management reserve for changes within the limits of their thresholds, in accordance with the change control process.  A change outside the PNNL thresholds requires DOE or customer approval.  Changes requiring additional funding authorization also require a revised work authorization document.
· Analysis.  Routine evaluation and assessment of contingency use are necessary for management control purposes.  Monthly analyses are performed by PNNL on actual contingency used versus remaining project contingency for the current year and by fiscal year for the life of the project.  Evaluations are also made of contingency use by WBS and by type of funding source and significant trends are documented.  Change requests are analyzed to assure that the use of contingency is justified and minimized by considering value engineering or cost avoidance options.
· Reporting.  PNNL provides overall project contingency utilization on a monthly basis and documents overall project contingency status.  The contingency reporting process includes usage logs and contingency requirements for the current fiscal year and for the project life cycle.  

3.6.4   Management Reserve

That percentage of the project contingency specifically assigned to PNNL for the management of changes within PNNL’s approval authority is referred to as Management Reserve.  This naming convention differentiates that portion of the project contingency that is assigned by the customer to PNNL for baseline management and control.  Management reserve is held in reserve by the PNNL project manager at the project level to provide flexibility to manage baseline changes to Work Packages or Planning Packages within the project Performance Measurement Baseline.  Management reserve, just like contingency, is a budget related component of the project TPC.  Use of management reserve is documented and controlled consistent with the Baseline Change Control process. Management Reserve is used by PNNL to control the execution of the project baseline, for control account planning, and to manage risks and other project unknowns and uncertainties, but is never used for additional scope outside of the authorized technical portion of the baseline.
From SLAC/LCLS EVM  System Description:
From the Introduction:

Worth noting here is LCLS’s use of the term management reserve/contingency throughout this document. The Office of Engineering and Construction Management’s (OECM) lexicon calls this management reserve.  SLAC uses the term contingency to describe the management reserve for total estimated cost (TEC) and the term management reserve to describe the management reserve for other project costs (OPC).

From Section 1.3.8:

1.3.8
Management Reserve/Contingency and Undistributed Budget [Guide14 {2.2i}]
The management reserve/contingency is an amount of the approved Project Budget Base that the project director/deputy project director sets aside at the start of the project. This allocation is referred to as “Contingency” for the portion allocated to the Total Estimated Costs (TEC) and as “Management Reserve” for the portion allocated to the Other Project Costs (OPC).  The management reserve/contingency is established to provide budget coverage for future uncertainties (risks) that are within the scope of the project but are not funded in the control account budgets. The management reserve/contingency is not assigned to specific segments of work. 

The project change control procedure provides the process for control of management reserve/contingency. The project director/deputy project director establishes the management reserve/contingency based on a risk analysis of the project work scope. The factors affecting the amount of management reserve/contingency established are: technical risk, schedule issues, and/or possible shortages in a critical resource area (i.e., labor, material, timely appropriations, or support services), direct and indirect rate changes, etc. As the level of risk is reassessed on the project, the budget for management reserve/contingency can change. 

Management reserve/contingency is released to provide a budget for risk mitigation within the project work scope. Conversely, budget from the control accounts is returned to the management reserve/contingency whenever the work scope, and therefore the allocated budget, is decreased. Management reserve/contingency transactions are documented in the project baseline change control log. These transactions are identified in the EVMS reports to DOE. 

At the present time, the project does not employ undistributed budget as described in the NDIA Intent Guide.

From the Glossary:

Contingency (OECM names this “Management Reserve”). An amount of the total allocated budget withheld by the project for management control purposes. Contingency is not part of the Performance Measurement Baseline. The usage of the term contingency throughout this document is not the contingency held by DOE.  The Project defines Contingency as the amount allocated for the Total Estimated Costs (TEC) and Management Reserve as the amount allocated for Other Project Costs (OPC).

Management Reserve/Contingency. An amount of the total allocated budget held for management control purposes by the project. Management reserve/contingency is not part of the Performance Measurement Baseline. The usage of the term management reserve/contingency throughout this document is not the same as contingency held by DOE.  The project defines Contingency as the amount allocated for the Total Estimated Costs (TEC) and Management Reserve as the amount allocated for Other Project Costs (OPC).
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