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1.0 PURPOSE

The purpose of this document is to create a cost management plan that describes the processes to be followed to determine the baseline cost estimates and processes required to change or update the baseline cost estimates of a MOW project.
Project cost management ensures stakeholder needs and expectations are met in an effective manner.  Cost management involves cost planning, cost estimating, cost budgeting and cost control.
1.1. Definitions

Cost Estimating
Estimating the cost of all resources needed to complete project activities.
Cost Budgeting

Allocating the cost estimates to individual project components. 
     Cost Control
Influencing and controlling changes in the project budget. 
2.0 Cost Planning
2.1. Roles and Responsibilities 

	Role
	Responsibility

	Project Manager
	Ensures that a Cost Plan is created and executed

Determines the Project Management approach, according to project size, risk and complexity

Ensures the implementation of Cost activities throughout the project

	Team Members


	Provide input to the Cost Plan
Assist the Project Manager in monitoring and controlling cost activities.

	Project Steering Committee
	Approve Cost Plan

	Project Sponsor
	Review status reports

Identify funding and resources

Review and approve deliverables

Approve change requests


2.2. Resource Planning
Cost estimation begins upon completion of the project WBS. Resource skills are determined based on the needs of the project and the product / services being produced.
This section defines how the resource planning activities will be conducted.
2.3. Cost Estimating
This section defines how the cost estimates for the project will be completed.  Cost estimates, where possible, should be obtained from the people responsible for managing the work packages. 

· Estimates are created for each WBS item to the second level. The necessary skill sets and staff labour categories are identified for each WBS element. 
· Approximate costs are estimated based on the anticipated classification of staff assigned to the work. The anticipated costs are allocated to each WBS item and totalled. Resource/labour costs are allocated by resource category and total.

· The estimates are then used to request funding or funding adjustments for the project. Risks associated with the cost estimates are documented and included in the risk management database. 

Before the cost of the project can be accurately estimated, the resource needs required to carry out the activities and complete the work identified in the project charter must be determined.  Project activities must be clearly defined and resources required to perform the actual work must be identified.  Once the resource requirements are identified then the cost of these resources can be determined.  The duration of the project activities must be taken into consideration to determine the length of time the resources will be required.  Only then can the resource costs for the project be properly estimated.

Both labour and non-labour resources must be considered.  Labour resources represent the people performing the actual work, i.e. employees, contractors.  Non-labour resources represent the facilities, material or equipment required to complete the project.
When estimating costs, it is important to understand that there are different types of costs:

· Direct costs are costs directly linked to the project, i.e. the cost of resources

· Indirect costs are costs that cannot be directly linked to a single project but are allocated by the organization, i.e. overhead costs.

3.0 Cost Budgeting
This section defines the cost budgeting activities required to establish the project budget.  The documentation will address the steps to develop / refine the project budget and obtaining budget approval based on MOW processes.
Once the approved budget is signed, the Project Manager reviews the cost allocation (of funding per WBS item) against the approved budget, and adjust the allocations, if necessary, to reflect the approved funding for the project. Upon approval by the Project Sponsor, the cost allocations are baselined.  
4.0 Cost Control / Tracking
This section defines the cost control activities which will be used throughout the project to monitor cost control.  The documentation will address how the following activities will be performed:
· Monitoring cost performance (actual vs budget) to detect variances.

· Identifying and documenting changes and adjusting the budget as required.

· Implementing only approved changes and preventing unauthorized changes to scope and cost baseline.

· Communicating changes to Project Sponsor, Project Team members and Project Stakeholders.
To assist with tracking actual costs against the baseline, the following are recommended charts/reports which can be created using Microsoft Excel based tracking spreadsheets:
· Cumulative Project Spending Plan (S-Curve) – a run chart showing cumulative planned vs. actual project costs over time for the entire project. 

· Spending Plan – a run chart showing the actual costs against the baseline by month and the cumulative total (to date) for the project period.
· Cost by WBS Item - a bar chart showing the labour costs by Level 1 WBS items by month and the cumulative total (to date) for the project period.
· Cost Variance by WBS Item – a bar chart showing the actual costs against the baseline to date.

· Labour Hours by WBS Item – a bar chart showing the amount of effort expended towards the Level 1 WBS items by month and the cumulative total for the project period. 

5.0 Monitoring Contractor Costs

This section defines the processes / activities required to monitor the contractor costs as required by MOW procedures.
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