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 Purpose of this session
 Introduction to cost estimating
 Common types of estimates
 Other types of estimates
 Estimates during the life cycle of the project
 Types of costs
 Project time schedule
 Time-cost tradeoff
 Direct cost
 Indirect cost
 Bid price
 Computer-based estimating
 Cost models
 Project budget
 Key points
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How To Prepare Cost Model?
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Cost models

 The project estimate is the most detailed and complete cost model of the project;

however many other cost models are used by the project manager to track and

manage costs throughout the project. They include:

 Project budget used as a basis for the cost‐control system.

 Project cost breakdown or schedule of values defining how the client will be

billed throughout the project.

 Progress estimates used as a basis for monthly billings.

 Change order estimates evaluating the cost of additional (or eliminated) work.

 Project cash flow used to track the flow of money into and out of the project.

 Project completed estimate, a key document for the post-project review that

defines how much the project actually cost and how the money was spent.
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Project budget

 When the contractor is recognized as the successful bidder, the estimate must be

restructured into a more suitable format for subsequent cost control of the actual

construction work.

 This involves the preparation of the job cost ledger that the project manager

will use for cost‐control purposes during the construction phase.

 Converting the project estimate developed as a basis to bid or negotiate the job is

an excellent way for the project manager to become very familiar with the project

estimate and to take ownership for the project estimate.

 During this process, the project manager may work with the estimator to

resolve any discrepancies between figures in the project estimate and the

project manager’s determination.
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What is the difference between 
Cost Control and Cost Accounting?



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

مدیریت مالی، حسابداري و هزینه در پروژه ها و سازمان هاي پروژه محور
برآورد هزینه و قیمت پروژه: مدیریت هزینه

121

Project budget

CII RS6-5

How to prepare budget baseline?
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Project budget

CII RS6-5

How to prepare an integrated cost model?
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Cost accounts for integrated project management
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What is the 
procedure?
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Cost accounts for integrated project management

 Cost estimates are aggregated by
work packages in accordance
with the WBS and are often
referred to as construction work
packages (CWPs).

 Work packages most often
include all labor, material,
equipment, and subcontractor
costs.

 Work package cost estimates are
aggregated for the higher
component levels of WBS, such
as control accounts, for the entire
project.
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So how to develop work packages within this concept?
Be patient! 

We need to define schedule levels first.
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Cost accounts for integrated project management – Schedule levels
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Cost accounts for integrated project management – Schedule levels
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How work packages 
would be developed?

Control account

Control account or Work package
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Cost accounts for integrated project management – Work packages

127

Could be based on 
MasterFormat, 
Uniformat, etc.

This is subdivided 
into systems

Could be based on 
company’s 
structure

Becomes cost code 
that activities come 

under them

Halpin
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Cost accounts for integrated project management – Work packages

Sears
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 Each control account is assigned

a unique code or account

number that links directly to the

performing organization’s

accounting system.

 A cost breakdown structure

(CBS) is sometimes

developed as a mapping tool

between

1. Project WBS

2. Organization code of

accounts

to aid in reporting

costs.
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Cost accounts for integrated project management – Control account

Let’s see more about control account
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Cost accounts for integrated project management – Control account

Let’s see the control account baseline
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Cost accounts for integrated project management – Control account

How to develop cost code structure?

This is developed in the 
work package levels
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Cost accounts for integrated project management – Cost code structure

Subtasks

Halpin
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Cost accounts for integrated project management – Cost code structure

What about the connection between subtasks
and work package?

Halpin



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

مدیریت مالی، حسابداري و هزینه در پروژه ها و سازمان هاي پروژه محور
برآورد هزینه و قیمت پروژه: مدیریت هزینه

134

Cost accounts for integrated project management – Cost code structure

Halpin

What if the working schedule changed?
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Cost accounts for integrated project management – Cost code structure
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How to develop the baseline in EPC projects?
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Activity level

Work package

Cost baseline

Control accounts

Cost budgetShould we add general overhead here if we 
see the cost from the GC’s perspective?

PMBOK 

Extension

Project budget – EPC projects
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Project budget – EPC projects

A sample EPC COST

BASELINE estimate

summary for an oil

and gas

owner/operator

Organization.
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Work packages & Control accounts

Cost baseline development

Cost baseline development

Cost baseline development

Cost baseline development

Cost baseline development

Cost baseline

PMBOK 

Extension
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Project budget – EPC projects

138Cost baseline

Next year I will add one important update 

about planning and budgeting of 

Engineering Projects

DON’T WORRY
Association members will have it
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Key points

❑ The project manager works with many cost models throughout the project.

❑ The project manager may not be involved in developing the project estimate but

becomes responsible for it when the project is handed off.

❑ Progress and change estimates are developed throughout the project by the project

manager.

139

What will be added next year?
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Activity-based costing
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I will teach you this in the online sessions of this course

DON’T WORRY
Association members will have it
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 Purposes of this session
 The profit equation
 Contribution margin
 Break-even volume of work
 Break-even contribution margin ratio
 Adjusting the financial mix
 Profit and overhead markup

2

What you will learn?
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Purposes of the this session

 Learn to set profit margins for use in bidding

 Learn how to calculate the profit changes as the volume of work changes

 Learn to determine the volume of project work and profit and overhead markup 

necessary to cover the costs associated with the general overhead

3
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Indirect cost – How to allocate general overhead?

3. A suitable “markup” percentage can be added:

1. Contribution margin

2. Break-even contribution margin ratio

3. P & O Markup

 Markup % = (General overhead % + profit % + contingency %)

 We teach you how to calculate this %

4
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Introduction - Assumptions

 To successfully operate a company, the company’s managers must understand how

a company generates profit.

 We will assume that all of the equipment costs will be allocated to the construction

costs during the course of the year; therefore, the company’s net equipment costs

will be zero.

 We assume that other income and expense is zero in our calculations.
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The profit equation

 The revenues are in the form of payments from the

project owners or from the sale of projects

 These revenues are then used for three key items:

 To pay the project costs,

 To pay the general overhead costs, and

 To provide the profit for the investors.
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The profit equation

7

Holm
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The profit equation
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The profit equation

 Revenues = Project Costs (including project overhead)

+ General overhead + Profit

 Gross profit is calculated by:

 Gross profit = Revenues – Project Costs 

(including project overhead)

 Pretax profit is calculated by:

 Profit before taxes = Revenues – Project Costs 

(including project overhead) – General overhead

 What if other income and expense is not zero?

 The above values are read from the income statement

9

How to calculate general 
overhead costs?
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General overhead costs

 Two ways:

1. Simply apply a pre-determined percentage to the anticipated yearly volume

produced by the construction operations.

2. More accurate way to prepare a detailed line-item estimate

 This is all very similar to the jobsite estimate

10
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General overhead costs – Percentage
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General overhead costs – Line item
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Holm

How about 
contract?
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General overhead costs – Contract
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How about management?
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General overhead costs – Management
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Holm

How to perform analysis?
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Contribution margin

 The contribution margin is the amount of money that a project or projects

contribute to the company to be used to

1. Pay for general overhead

2. Provide a profit for the stakeholders

 The contribution margin is what is left over from the revenues after paying

Project cost including project overheads

15
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Contribution margin

 The equation for the contribution margin may be written as follows:

 Profit = Revenues – Project Costs (excluding project overhead) – Project 
overhead - General overhead

 Contribution Margin (CM) = Revenues – Project Costs (excluding project 
overhead) –Project Overhead

 CM Ratio = Contribution Margin / Revenues

 Contribution Margin (CM) = CM Ratio × Revenues

 Profit = CM Ratio × Revenues – General Overhead

16
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Contribution margin – Example 1

 Example: What are the contribution margin and the
contribution margin ratio for the company’s income
statement, if revenue is $3,698,945, project cost
excluding project overhead is $3,186,457, and the
project overhead is $45,000.

 Solution: 
Contribution Margin = $3,698,945 - $3,186,457 - $45,000
Contribution Margin = $467,488

The contribution margin ratio may be calculated by:
CM Ratio = $467,488 / $3,698,945 = 0.126 or 12.6%

17
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Contribution margin

1. The contribution margin ratio is used to calculate the breakeven volume of work 

or 

2. Volume of work may be used to calculate the break-even contribution margin ratio

18
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Break-even volume of work

 Once a company has (1) established a general overhead budget for a year, it can

(2) use the historical contribution margin ratio to (3) determine the break-even

volume of work that it needs to produce during the year to cover general overhead

costs and provide a specified profit.

 The historical contribution margin ratio may be calculated from the

company’s income statement for the previous year, as it was done in previous

example.

 The historical contribution margin ratio may need to be adjusted to take into

account changing market conditions.

 For example, during an economic downturn contribution margin ratios

often shrink, whereas during a rapidly growing economy, contribution

margin ratios often increase.

19
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Indirect cost – Sample of general overhead

20
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Break-even volume of work

 By setting profit equal to zero, we can determine the break-even volume of work

for a specific contribution margin and general overhead.

 Profit = CM Ratio × Revenues – General Overhead

Without profit
Revenues = General Overhead

CM Ratio

At fixed level of profit
Revenues = Profit + General Overhead

CM Ratio

This revenue is called break-even volume of work

21
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Break-even volume of work – Example 2

 Example: Determine the break-even volume
of work for a company with a general
overhead of $350,000 and a contribution
margin ratio of 9.5%.

 Solution: Setting the profit equal to zero, we 
get the following:

$0 = 0.095 (Revenues) - $350,000

 Solving for revenues, we get the following:
0.095 (Revenues) = $350,000
Revenues = $350,000 / 0.095 = $3,684,211

22

The company will need to generate $3,684,211 in revenues to cover its general 
overhead. If it generates less than $3,684,211, the company will not cover the general 

overhead and will lose money on project operations. For the revenues in excess of 
$3,684,211, the entire contribution margin will be profit from operations. 
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Break-even volume of work – Example 3

Example: Determine the break-even volume of work for a company with a general

overhead of $350,000, a contribution margin ratio of 9.5%, and a required level of

profit of $190,000.

23

The company will need to generate $5,684,211 in revenues to cover its general overhead 

and make $190,000 in profit. 

If it generates less than $5,684,211, it will not meet its profit requirements. 

If the company generates more than $5,684,211, it will exceed its profit requirements.
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Break-even contribution margin ratio

 Once a company has (1) established a general overhead budget for a year, it can

(2) use the anticipated volume of work to (3) forecast the required contribution

margin ratio.

 The volume of work may be estimated by looking at historical levels of work

and making adjustments to reflect the economic conditions.

 Alternately, the volume of work may be projected based on the work the

company thinks it can get during the upcoming year.

24
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Break-even contribution margin ratio

 By setting profit equal to zero, we can determine the break-even contribution

margin ratio for a specific level of revenues and fixed overhead.

Without profit
CM Ratio = General Overhead

Revenues

At fixed level of profit
CM Ratio = Profit + General Overhead

Revenues

25

This CM Ratio is called break-even contribution margin ratio
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Holm

Break-even contribution margin ratio
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Break-even contribution margin ratio – Example 4

Example: Determine the break-even contribution

margin ratio for a company with a general

overhead of $350,000 and revenues of $3,250,000.

 Setting the profit equal to zero, we get:
$0 = CM Ratio($3,250,000) - $350,000

CM Ratio = $350,000 / $3,250,000 = 0.1077 or 
10.77%

The company should maintain this ratio to 

cover its fixed overhead

27
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Adjusting the financial mix

 We should check two things:

1. Calculated break-even volume of work with the volume of work that the

company thinks

2. Calculated break-even contribution margin ratio with the historical

contribution margin ratio

Let’s look at what should be done when these are compared

28
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Adjusting the financial mix

1. If the calculated break-even volume of work exceeds the volume of work that the

company thinks it can perform, the contribution margin ratio needs to be

increased.

 This may be done by raising prices; however, this often results in a reduced

volume of work.

1. If the company’s clients are not price sensitive, raising prices may solve

the problem.

2. If the company’s clients are price sensitive—as is the case when clients

solicit multiple bids for their work—raising prices may further reduce

the volume of work and may only aggravate the problem.

So, what to do?
At fixed level of profit

Revenues = Profit + General Overhead
CM Ratio

29
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Adjusting the financial mix

 When raising prices is not an option,

 The company must:

1. Reduce the general overhead costs or

2. Increase the contribution margin ratio by

 Reducing construction costs or

 Reducing project overhead costs

At fixed level of profit
Revenues = Profit + General Overhead

CM Ratio

 Contribution Margin (CM) = Revenues – Project Costs (excluding project 
overhead) –Project Overhead

 CM Ratio = Contribution Margin / Revenues

30
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Adjusting the financial mix

2. When the break-even contribution margin ratio exceeds the historical

contribution margin ratio,

1. The volume of work and/or the price need to be raised or

2. Reduce the general overhead costs or

3. Reduce the project overhead costs or

4. Construction costs need to be reduced

to achieve the contribution margin.

At fixed level of profit
CM Ratio = Profit + General Overhead

Revenues
 Contribution Margin (CM) = Revenues – Project Costs (excluding project 

overhead) –Project Overhead

 CM Ratio = Contribution Margin / Revenues

31
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Adjusting the financial mix

 A key goal of any company should be to make a profit

 The object of looking at the profit equation and performing a break-even

volume of work or break-even contribution margin ratio analysis is to clarify

how the company is going to make a profit.

32
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Adjusting the financial mix

 Too often a company is focused on increasing the volume of its work rather than on

its profitability.

 When a company focuses on volume of work without taking into account

profit, it often settles for smaller profit margins or takes unprofitable work in

order to increase its volume of work.

 These increases in the volume of work are often accompanied by the need

to increase its main office support, thus increasing general overhead.

It is not uncommon for companies that pursue this strategy to find that significant

increases in the size of the company and the volume of work that it performs have 

occurred, yet its profits have improved little or actually declined.

33
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Adjusting the financial mix

34

Next year I will talk about 

1. How profit is estimated
2. What are the sources of profits that contractors could focus 

on to improve profitability?

However, let’s see some important points here!
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Adjusting the financial mix – How to improve profitability?

 Many companies have found that profits could be increased by being more selective

 This specialization allows to earn more profit.

 This specialization allows the company to learn from the projects and to reduce

the number of project problems that occur, the company can:

 Reduce the time it takes to construct the project

 Reduce the project overhead

 Avoid costly construction mistakes

 Reduce change orders

 Better relationship with suppliers and subcontractors which may result

in reducing the costs.

35
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Adjusting the financial mix – Methods to improve profits

 Another way to improve profitability is to put more time and effort into planning

the construction process anticipating and solving the problems before they occur.

 Building information modeling (BIM) is the proper use of BIM allows

contractors to identify and resolve conflicts in the drawings before the

materials are fabricated and delivered to the jobsite.

 The schedule and budget may be integrated into a building information

model.

36

So, let’s take a look at P&O Markup!
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Profit and overhead markup

 The process to estimate break-even CM ratio:

 If you have any clue about the profit you want:

1. Estimate (1) revenues, (2) general overhead, and (3) break-even CM ratio

using historical data, exponential regression, and market analysis.

2.   Estimate break-even CM ratio using:

 Break-even CM Ratio = Profit + General Overhead

Revenues

Adjusting the financial mix by comparing:

1. Calculated break-even volume of work with the volume of work that the

company thinks

2. Break-even contribution margin ratio with the historical contribution

margin ratio

37
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Profit and overhead markup

 The process to estimate break-even CM ratio:
 If you do not have any clue about the profit you want:

1. Estimate (1) revenues, (2) project costs (excluding project overhead), (3)
project overhead, and (4) break-even CM ratio using historical data,
exponential regression, and market analysis.

2. Estimate contribution margin using:
 Contribution Margin = Revenues – Project Costs (excluding project 

overhead) – Project Overhead

3.   Estimate break-even CM ratio using:
 Break-even CM Ratio = Contribution Margin / Revenues

Adjusting the financial mix by comparing:
1. Calculated break-even volume of work with the volume of work that the

company thinks
2. Break-even contribution margin ratio with the historical contribution

margin ratio
38
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Profit and overhead markup

39

Is break-even CM ratio a Markup?

Let’s see!
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Profit and overhead markup – Example 5

 We assume that we do not have any clue about the profit:

1. Estimated revenues = $1,000,000 and estimated project costs including project 

overhead = $850,000 for the next year.

2. Estimate contribution margin using:

Contribution Margin = Revenues – Project Costs (excluding project overhead) 

– Project Overhead = $150,000

3.   Estimate CM ratio using:

Break-even CM Ratio = Contribution Margin / Revenues = $150,000 / $1,000,000 = 

15%

40

Is break-even CM ratio a Markup?

Let’s see!
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Profit and overhead markup – Example 5

 If we were to mark up the project costs by 15% to get the bid price (revenue from 

the project), we would get the following:

 Revenue = $850,000 (1 + 0.15) = $977,500

 But what was the estimated revenue? Estimated revenues = $1,000,000 

If we were to bid for $977,500, the revenue achieved would be $22,500 ($1,000,000 -

$977,500) less than the actual revenues ($1,000,000) from the project. 

41

Is $1,000,000 obtained? 
NO! 

So, what should have been done?
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Profit and overhead markup

P&O Markup =    Gross Profit Ratio
(1 – Gross Profit Ratio)

 Gross profit ratio = Break-even CM Ratio, because:

 Gross Profit = Revenues – Project Costs (including project overhead)

 Contribution Margin = Revenues – Project Costs (excluding project 

overhead) – Project Overhead

Gross Profit Ratio = Break-even CM Ratio

P&O Markup =    Break-even CM Ratio

(1 – Break-even CM Ratio)
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Profit and overhead markup

P&O Markup =    Break-even CM Ratio
(1 – Break-even CM Ratio)

No contingency is considered

43

Break-even CM Ratio was = 15%  

P&O Markup = 0.15 / (1 – 0.15) = 17.65%

Revenue = $850,000 (1 + 0.1765) = $1,000,025

with the difference being due to the rounding of the profit and overhead markup
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Profit and overhead markup

44

Not all projects can or should be bid at the same profit and overhead markup. 

A company should set a minimum profit and overhead markup and then increase 

the markup when conditions warrant. 

When starting to bid after not bidding for a few months or bidding in a new market, it is 

wise to bid on two or three projects to get a feel for the market and to get back into a 

bidding rhythm. 

This gives the company’s management a chance to get a feel for the level of profit and 

overhead markup that it can add to its bids, as well as give estimators a chance to warm up. 
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Profit and overhead markup

45

When we change the price due to competitors:

This is easy calculation to find different P & O Markup by changing the bid price and 

check with minimum P & O markup that is set for the company

See other strategies mentioned in previous section

P&O Markup = (Bid / Construction Costs) - 1 



مدیریت مالی، حسابداري و هزینه در پروژه ها و سازمان هاي پروژه محور

:نهمبخش 
مدیریت هزینه پروژه: مدیریت هزینه

:ارائه دهنده
محمدرضا علوي پورسید

(PhD, PMP, CMIT)



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

مدیریت مالی، حسابداري و هزینه در پروژه ها و سازمان هاي پروژه محور
مدیریت هزینه پروژه: مدیریت هزینه

2

 Purpose of this session
 Roadmap
 Why cost control is important?
 What are the purposes of cost control?
 How the costs of a project are controlled?
 Importance of cost code
 Monitoring and controlling material, labor, subcontracts, and equipment costs
 Monitoring and controlling project overhead and general overhead costs
 Monitoring project profitability
 How to manage the sources of cost overrun
 Cost-loaded schedule
 Earned value management system (EVMS)
 Target levels for cost performance index (CPI)
 Target levels for schedule performance index (SPI)
 Project closeout audit

What you will learn?
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Purposes of the this session

 Learn to monitor and control project costs for materials, labor, subcontractors,

equipment, project overhead and general overhead costs.

 Learn to find the sources of problems, and resolve the problems

 Learn to measure the success of the project by monitoring profitability by using

the schedule performance index, the cost performance index, and project

closeouts.

In this Section we look at monitoring and controlling the individual costs as well as 

monitoring the costs of the entire project.
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Why cost control system is important?

 Contractors generate small percentage of profit margins, between 2 and 7%.

 For example the 2006 annual report of the UK’s largest contractor Balfour Beatty
indicates an after-tax profit, that is, 2.13 (www.balfourbeatty.com).

 Without an effective company-wide cost-control system, this would result in
substantial risk to any contractor’s margins.

 Cost management is very much more than simply maintaining records of
expenditure and issuing cost reports.

 Cost management means understanding how and why costs occur and promptly
taking the necessary response.

 Keeping a project within budget depends on the application of an efficient and
effective system of cost control.
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What are the purposes of cost control system?

 Bennett (2003) identifies three purposes:

1. Means of comparing actual with budgeted expenses

2. Database of productivity and cost-performance for use in subsequent cost estimating

3. Data for valuing variations and changes to the contract and potential claims

 Cost control is far more than controlling expenditure. Cost control also includes:

 The control of revenue.

 Make sure that all possible and justifiable income is recovered from the client.

 Making sure that no additional cost is incurred.

These three items are done by preparing (1) job cost ledger, (2) committed and
non-committed tables, and (3) over and under billing tables.
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What are the purposes of cost control system?

Halpin

How the costs are controlled?
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How the costs of a project are controlled?

In conclusion, an effective cost-control system should contain the following
characteristics:

• A budget for the project set with a contingency figure to be used.

• Costs should be forecast before decisions are made.

• The cost-recording system should be cost-effective to operate.

• Actual costs should be compared with forecasted costs at appropriate periods.

• Actual costs should be subject to variance analysis to determine reasons for

deviations.

• The cost implications of time and quality should be incorporated into the decision-

making process.
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How the costs of a project are controlled?
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How the costs of a project are controlled?

How to build a cost control system?
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Building a cost control system

Halpin
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 For management to control costs, it must :

1. Actively monitor costs

2. Looking for potential problems

3. Proactively address the problems

Building a cost control system

What are the steps?
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Steps in cost control

Halpin

Let’s see them more in detail
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 The monitoring and controlling process involves four key steps:

1. Chart of cost accounts

2. Project cost plan (establishing a baseline)

3. Cost data collection

4. Project cost reporting (assessing the data)

5. Cost engineering (if needed, taking corrective action)

Steps in cost control
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1. Chart of cost accounts

 What will be the basis adopted for developing estimated project expenditures

how will this basis be related to the firm’s general accounts and

accounting functions?

 What will be the level of detail adopted in defining the project cost accounts

how will they interface with the general ledger accounts of the company’s

financial accounting system?

Monitoring and controlling project costs
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2. Project cost plan (establishing a baseline)

 The budget should be recorded in the accounting system.

 As change orders are issued by the owner, the project’s budget should be updated.

 Additional baselines for individual line items in the project’s budget are

established by entering

1. Purchase orders

2. Subcontracts

Monitoring and controlling project costs

What system it reminds you?
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2. Project cost plan (establishing a baseline)

 Another key baseline for the project is the project’s schedule

1. If the project falls behind schedule, additional costs (e.g., overtime) may be

incurred making up the lost time.

2. If the project goes over project duration, the project overhead costs increase

and the project may incur a penalty for the delay

 either the incurring of liquidated damages or loss of a performance

incentive.

3. Conversely, finishing the project ahead of schedule reduces overhead costs.

Monitoring and controlling project costs
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3. Cost data collection

 Collect data to measure performance.

 Could be in the form of:

time cards, invoices from suppliers and subcontractors, estimated cost to

complete, and field reports (e.g., percent of work complete).

 Much of this data is entered into the accounting system.

 For this data to be useful, it must be collected and entered in a timely manner.

Monitoring and controlling project costs
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3. Cost data collection

 With the widespread adoption of smart phones and tablets, much of this data can be

collected and entered using apps.

Monitoring and controlling project costs

PowerBI?
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4. Project cost reporting (assessing the data)

 It includes:

I. Comparing the data against the baseline

II. Identifying any variances (e.g., costs that are higher or lower than expected)

III. Identifying the underlying causes of the variances.

Here the principle of management by exception plays an important role.

 The accounting system should provide clear, concise reports identify any

variances, especially variances that fall outside predetermined limits.

 This allows management to quickly and easily identify variances that need to

be addressed.

Monitoring and controlling project costs
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Here is the MAGIC!

The first four steps of the monitoring and controlling process can be seen in 
the committed cost worksheet, however the analysis needs more steps to be 

taken.

Let’s see! 

Monitoring and controlling project costs
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Monitoring and controlling project costs

 The baseline budget = Columns C through F

 The data collected on invoiced costs and the estimated cost to complete the work =

columns G through K

 The variance = Column L

This worksheet allows management to quickly see which cost codes need their attention
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5. Cost engineering (taking corrective action)

 For corrective action to be effective, it must be taken in a timely manner.

 For cost overruns, management should

1. Take action to mitigate the cause of the overrun

2. Take steps to ensure that the same problem does not occur on other areas of

the project or other projects.

 For cost underruns, management should

1. Try to identify what actions led to the underrun

2. Try to repeat these actions to improve the performance of their projects.

It is just as important to learn from underruns as it is overruns. 

The monitoring and controlling process is repeated throughout the life of the project.

Monitoring and controlling project costs
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Importance of project cost code

 To ensure that each expenditure is properly charged to the correct cost account,

every expenditure is coded in accordance with the project cost code system.

 For the project cost code to serve its basic purpose, it must be understood and used

consistently by all company personnel.

 It is mandatory that the project be broken down into the same established work types

and that the project cost code be used consistently for the purposes of project

estimating, general financial accounting, and field cost accounting.

 When the estimator prices a new project, the work is subdivided into the standard

classifications.
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 Six different types of costs that should be monitored and controlled:

1. Material purchases

2. Labor

3. Subcontracts

4. Equipment

5. Other (project overhead costs)

6. General overhead costs

Monitoring and controlling project costs

Let’s see some important points about them
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Monitoring and controlling project costs

Holm

Do you think we should whether tell foremen and superintendents the 

true budgeted value of each work package?
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Monitoring and controlling project costs

Holm

We would see the practical procedures to control each category!
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سپاس از توجهتان

www.dralavipour.com

T.me/alavipour_pm

@Alavipour_pm

@ACEMI_Social
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