“Are You Estimating Your Projects Correctly?”





There is a lot of misunderstanding about project estimates so I thought we could begin this year by talking about the estimating function.��What is a project estimate?��In order to run the project we must know how long things take, how much it will cost and what kind of resources will be required.  The only way we can get this data is by doing good estimates.  Without good estimates we have no way of knowing where we are at any point in the project and we have no way of predicting how much the project will cost or how long it will take to do it.��An estimate is the determination of a likely quantitative result.  There are two major things that we estimate in a project; one is the cost of the project or the money that will have to be spent to produce it.  The second is the time that the project will take to be completed.  Whenever we are doing project estimates we will not only be estimating the cost of doing the work but the time that it will take to complete it.��There are many pitfalls to producing a good estimate for a project:


�The deliverables may not all be identified.  If the project is poorly defined there is not much of a possibility that the cost and schedule estimates are going to come out anywhere near what the actual cost and schedule time for project will be.  Optimistic Schedules can cause problems in estimating as well.  Stakeholders or our management frequently shorten schedules without adding additional budget to the project.  Generally we can look for increases in cost when schedules are shortened.  Inaccurate Work Breakdown Structure will cause work tasks to be missed.  When the individual estimates for the tasks are added up to make a bottom up, definitive estimate for the project, missed work tasks will cause the estimate to be underestimated.  





Understating risks will underestimate our cost and schedule estimates as well.  Risks that are not identified and identified risks that have the wrong value for their estimated probability or impact will cause management reserves and contingency budgets to be misstated.  Cost Inflation and failure to include appropriate overheads will cause estimates to be in error.  It is important to recognize wage and price increases that will occur during the project and adjust estimates accordingly.��A bottom up estimate is one where the cost estimates are independently made for individual, small details of the project.  These individual cost estimates are then added together or rolled up to make the cost estimates for the entire project.  They can also be added up to create estimates for sub-projects within the project.  A top down estimate is one where the entire project is estimated as a whole and this value is divided into the component sub-projects of the project.��Bottom up estimates are generally more accurate than top down estimates.  We can think of a bottom up estimate in terms of the work breakdown structure.  If we were to independently estimate the cost of each task at the bottom of the work breakdown structure and add the individual estimates together we would have a bottoms up estimate for the project.  ��Bottom up estimates for the project are inherently more accurate than top down estimates.  This is intuitively true.  It is true mathematically as well.  When a large number of small details are individually estimated and added together there is a chance that the individual detailed estimates will either be high or low.  That is, some of the individual details will be underestimated and some will be overestimated.  When we add them together some of the overestimates will cancel out some of the underestimates.  The result is that the total project estimate’s accuracy will improve simply by creating more detailed estimates.  Of course since small details are less likely to have forgotten details within them overall estimates will improve considerably more.��Top down project estimates are appropriate when we are doing estimates early in the project or at times when relatively inaccurate estimates are acceptable.  These estimates are called rough order of magnitude or budget estimates.  When it comes time to committing serious money to the project, bottoms up estimates, often referred to as definitive estimates should be used.��Parametric and analogous estimating methods are used as types of top down estimates.  With the analogous estimating technique we identify another project or sub-project that will be used as the basis of the estimate and we scale it up or down to match the project or sub-project we are trying to estimate.  If the actual cost of the basis project was collected accurately and there is a great deal of similarity between the basis project and the project being estimated these estimates can be quite accurate.  For example, a contractor is estimating a project to build 15 houses.  In the past the contractor has built projects with up to 10 houses.  He could estimate the cost of the new project by scaling up the 10-house project by 1.5.��Parametric estimates are based on some parametric relationship between cost and the parameter that can be measured for the project.  In a parametric estimate we use some measurable parameter that changes in the same way that cost does.  We then find an adjusting factor that will relate the parameter to the cost of the item being estimated. 





 For example, suppose we wanted to estimate the cost of driving to California. If we knew from past experience that petrol, tyres, oil and wear and tear on the car cost R1.75 per kilometre and it was 1500 kilometres to Cape Town, we could estimate the cost of driving to Cape Town at R2625.00.  Building contractors frequently quote the cost of building residential houses as being R2500.00 per square meter.  A 1000 square meter house could thus be estimated at R2 500 000.00��Generally speaking order of magnitude estimates have an accuracy of about -25% to +75%; budget estimates have an accuracy of about -10% to +25% and definitive estimates have an accuracy of about -5% to +10%.  You may ask why the range of values here is lopsided.  This is simply realistic.  If we estimate the cost of something to be R50.00 it would be impossible for us to be more than R50.00 overestimated but it is quite possible for us to be R50.00 or even more underestimated.


