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PROJECT COST VARIATIONS

Are you experiencing cost overruns on projects or receive less for the originally approved budget?

By: ir. A.R.B. Troeman - MADECO Project Vision N.V.

This article covers an area of project based management not commonly known or used, and is aimed particularly at those involved in approving, evaluating, executing and auditing of projects. These persons are typically decision makers like investors, financiers, board members, project execution organizations and yes, even a person considering building his own house. Cost variations take place in principle in all budgets. These variations however are generally larger in budgets for new projects.

Project Cost Variations - What are these?

In a typical process for development of hardware related projects (figure 1) the variations of project costs, which are based on the risks associated with a project and the opportunities to lower costs, will decrease as the project progresses. At the early stages of a project, during e.g. the ‘Idea’ phase the possible variations on the initial costs can be quite large. These variations will decrease and ultimately become zero at the closure of the project.

Project cost variations can be classified into classes.
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Figure 1
Figure 2 provides one of the many project cost classification definitions available for the industry. A project cost classified as class IV is typically a project at the initial stage of her definition (e.g. ‘Idea’ phase). The cost classification indicates a statistical accuracy meaning that, provided for instance no additional fat is added to the initial estimate, the final project costs can be +/- 40% of the initial estimate in 80% of the cases. In the other 20% of the cases the variations will be even larger than 40% statistically. In practice this means that a project which is at the ‘Idea’ phase of her definition can have an overrun of Naf 4 million based on an initial estimate of Naf 10 million.

Many organizations require a minimum level of 10% cost accuracy prior to approval of project budgets. In order to achieve this level of accuracy the project has to be in an advanced stage of her definition. The detailed design normally has to be completed by at least 30% or more.

If the definition phase is not sufficiently advanced yet, it is really asking for miracles to avoid cost overruns.

For projects with relatively less risks involved, for instance standardized housing projects, it may be possible to achieve a high degree of accuracy at an earlier stage of the project definition. Figure 2 also indicates that it is unrealistic to demand or expect the actual project costs to be sharply on target without variation, as each project will have its own uniqueness and risks up to its completion.
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IV Order of magnitude ± 40%

III Feasibility study/ tentative proposal ±25%

II Budget approval ±10%

I Project under execution ±5%

*The cost variation or accuracy is applicable to 80% of the cost estimates
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Figure 2

In discussing project cost variations many questions arise!

Are there reasons why most often budget overruns are mentioned compared with overruns? First of all overruns generally receive more attention because of their implications with regards to obtaining additional funds and their impact on the projected benefits. Other reasons include; lack of scope control - the project is about building a house and the end result is a luxurious mansion​, and the drive to spend the allocated money anyway on additional scope on the same and/or other projects.

There may still be many unanswered questions with regards to project cost variations. The bottom line message is though that the level of accuracy of the budgeted costs is directly linked to the level of scope definition of projects, of all kinds; software and hardware related

Understanding project cost variations and their classification provides a means for controlling project budgets pro-actively instead of reacting to surprises. Define your projects thoroughly. Don’t bet on miracles!

ir. A.R.B. Troeman possesses worldwide and local experience with project based management, and is CEO of MADECO Project Vision N.V.




















































