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1.0 Introduction



This eBook is meant for those who wish to master the principles and methods of Earned Value Analysis (EVA). With this objective in mind, it is important to state our assumptions first: 1) The history of EVA is interesting. It is best looked up under the Wikipedia article on EVA (Click Here).


2) The industry uses two terms that cover two different practices: Earned Value Analysis and Earned Value Management. One is often used for the other. In this eBook, we will concentrate on Earned Value Analysis since we are concerned with the principles of EVA and not managing EVA in a project.


3) Earned Value Analysis, as in all management practices, has its adherents and opponents. There are some who find that EVA's indicators "do not indicate" properly. This eBook will not get involved in the duel. We will simply expose the analytic procedures for the indicators and show how to interpret them.


4) The industry has been using the traditional acronyms for EVA: BCWS, BCWP and ACWP. These are wieldy and difficult to pronounce when in a team meeting. The PMI has wisely introduced a new set: PV, EV and AC. We will use these terms in this eBook. To introduce a smooth changeover for those used to the earlier terms, in the first few chapters, we will use both terminologies and slowly fade out the traditional acronyms and remain with those defined by the PMI.


In a separate eBook, we present a detailed procedure on how EVA can be used to track costs and performance in Microsoft Project. It is call “How to Track Costs and Earned Value with Microsoft Project”. Along with other technical and literary eBooks, it is published at www.marginalbooks.com.





2.0 Where to Download the Workouts, Solutions and Template



All examples in this eBook are presented using Microsoft Excel 2013. Since 2013 does not differ from 2010, 2007 and 2016 where it matters, it is hoped that the reader will not be inconvenienced by this choice. (In fact, the only place that is really different is that 2007 uses a Home Button to reach options while 2010 and 2013 place these under the File Menu.


The site for this eBook is www.marginalbooks.com. You can download a zipped from the page for the eBook (Click Here). Check the last sentence in this book for the code to open the zipped file.


Once unzipped, you will get a folder that contains 3 Excel Workbooks:


01. EVA - Workouts


02. EVA - Solutions


03. EVA - Template


These workbooks, like this eBook, are for your personal use. There is no restriction on sharing these workbooks as long as it is not for commercial use. Note that some workouts are shown for the purpose of clarifying the tabulation or their solution is verbal. They do not require a worksheet solution.





3.0 Two Faults in Traditional Cost Analysis



First of all, when EVA is not being used, there is a tendency to compare the planned costs or budgets with the actual expenditure.


Here is a typical table covering 6 months:
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The chart shows the cumulative values for the Budget (PV or BCWS) and the Expenditure (AC or ACWP). Consider the status in April, where we are now. The cumulative planned expenditure for the work to be done = $73,000 as shown by the value for April in the blue curve for PV. This means that by the end of April, we should have completed that much work. The actual and cumulative money we've spent on labor, material, equipment and sub-contracts is $48,000 as shown by the value for April in the orange curve.


Is it correct to say we are $73,000 - $48,000 = $25,000 under budget? It is not incorrect, it is invalid. With the above data, there is a missing element. The planned work and the actual money spent up to April differ in one aspect: they are not synchronized in time. The budget covers the planned work for 4 months. By the end of April we should have completed $73,000 of work. However, given the above data, we do not know that. We only know that we have actually spent $48,000. Maybe we only completed 80% of the $73,000 or $58,400. Maybe we finished more work than planned, say $80,000.


In either case, we cannot compare the actual expenditure of $48,000 with $73,000. We must only compare it with the portion of the planned work that was completed. The figure of $25,000 is therefore correct only if we have completed the planned work valued at $73,000. Comparing the planned work with the actual expenditure is therefore invalid.
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