Cost Estimation

Observations by Stephen F. Delahunty

Per the Schwalbe text there are three primary types of cost estimates:
    Rough Order of Magnitude (ROM)
    Budgetary
    Definitive
These vary mainly in terms of when they are used and for what purpose.  I can provide examples of where I have seen these techniques used and have used them myself.
 

I have been involved with many subprojects where the IT cost estimate input was through the use of definitive data.  We in the IT realm are lucky since it is extremely easy and quick to get cost estimates from various websites and business-to-business (B2B) vendor sites.  For instance I can get a fairly accurate quote on a new server configured very accurately to the needs for a particular project.  Often the project at hand comes with some recommended hardware standards to support the particular effort such as a new enterprise resource planning application.  We in IT can then get very accurate and quick cost estimates to provide definitive data to the project manager.
 

I can testify that ROM estimates do have a large chance of being inaccurate as noted by the course text.  In a large inventory warehouse application the IT budget was almost a total guess by senior management.  With much pain I was able to keep the actual IT spending to less than 10% over the estimates.  But senior management had not planned for any additional IT staff and this project truly required a full-time database administrator (DBA) for the implementation and then to maintain the system afterwards.  The re-occurring costs for that resource were not included in the original estimates.
 

I, unlike many people, do not shudder in fear of "budget time" at the firm.  I have owned been responsible for budgets in the millions and ones that are just a couple hundred thousand.  I see budgeting as a chance for the IT slice of pie to get funding.  I also like the haggling involved with face-to-face justification.  I am not argumentative, rather I come to the budget meetings with good supporting material to projects and costs.  I tend to use somewhat more of definitive data for my budget estimates versus a ROM estimate, gives my budget more authenticity and keeps senior management from arbitrarily cutting out dollars if they know I did not just pad the estimates.  I also always have a project or two that I would not mind losing so I can offer something to the "sacrificial gods of accounting".
 

I have also seen the WAG estimate technique used (Wild Arse Guess).  Just like padding for time estimates sometimes a project manager may use high estimates for cost estimates.  However in my experience the senior management involved often cries "BS" when confronted with something high. For instance during budget planning at YellowBrix our VP of Operations stated the cost for hardware upgrades in 2002 would be $1 million.  The Chief Operating Officer immediately challenged this overly round number and found out quickly that there was no detail to backup this estimate.  
