FPM2ed, Chapter 23. Project Cost Management (Estimating Costs) (FPM2ed p.288)
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The purpose of this chapter is to introduce the Project Cost Management knowledge area, which includes the techniques to estimate the project costs, to assign budgets and to monitor and control the expenditure to ensure that the project can be completed within the approved budget. 

Estimating costs uses a portfolio of special project management techniques to predict what will happen in the future. Most of the components of the baseline plan are underpinned by the cost estimate. The accuracy of the planning and control is, therefore, directly dependent on the accuracy of the cost estimate. Project cost estimating also underpins problem solving, decision-making and risk management.

Topic 1: Use figure 23.1: Estimating Continuum (FPM2ed p.290) to show how the level of accuracy is related to the level of effort and the cost to produce the estimate.
Topic 2: Use figure 23.2: Top-Down, Bottom-Up Estimating (FPM2ed p.291) to show how the level of cost estimating accuracy increases as you move from a high level top-down estimate for the whole project to a more detailed bottom-up estimate at the work package level.
Topic 3: Use the Estimating Costs section (FPM2ed p.292) to show how costs can be subdivided into direct costs, indirect costs, fixed and variable costs, labour costs, procurement costs, unit rates and budgets.

Topic 4: Use the table 23.1: Labour Rate (FPM2ed p.294) to show how the company’s labour rate can be calculated.

Topic 5: Use table 23.2: Procurement Costs (FPM2ed p.295) to show how to calculate a procurement cost or material cost mark-up that can be applied to all bought-in items.
Topic 6: Use table 23.3: Unit Rates (FPM2ed p.296) to show how unit rates can be used to estimate the cost of performing a range of jobs. 
Topic 7: Use figure 23.3: Project Budget (FPM2ed p.297) to show the decision-making process behind assigning a budget. In some cases, the estimate will become the assigned budget but in other cases the budget might be trimmed back.
Topic 8: Use the Project Finance section (FPM2ed p.300) to explain how project finance differs from project cost management.
Exercise 1: Ask the students to differentiate between the following costs on their projects; direct costs, indirect costs, fixed costs and variable costs.

Exercise 2: House building costs are often expressed as $x/m2. Ask the students to use this approach to give a top-down estimate for a house building project they are familiar with, and then calculate a bottom-up estimate for all the trades.

Exercise 3: Ask the students to use table 23.1: Labour Rate (FPM2ed p.294) format to calculate a labour rate for their company.

Exercise 4: Ask the students to use table 23.2: Procurement Costs (FPM2ed p.295) format to calculate the procurement cost for their company.

Exercise 5: Ask the students to use table 23.3: Unit Rates (FPM2ed p.296) format to calculate a range of unit rates for jobs they are familiar with.

Exercise 6: Ask the students to use figure 23.3: Project Budget (FPM2ed p.297) format (or similar) to show how they assign budgets. 
