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STRATEGIH® INCLUDEONTINGENGN PUBLIC PROJECT ESTIMATES

ABSTRAGT

In some countries, Public Projects
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INTRODUCTION

It is well known that indistinctly, private or public projects finish with cost overruns. Causes for cost overruns
have been listed by many authors who have done research in different sectors and different project sizes,
founding justification on bad estiates, poor tracking and analysis, bad forecast, bad contracts, poor project
definition, final costs incurred were not based on the initial BOE, true cost was not revealed because cost
benefit analysis hurdles, bad control of project changes, unsettleireapents during quotation phase,

project complexity, regulatory issues, type of ownership, etc.

Focusing on bad estimates, reasons to get results that do not match with what really happens in real life can
also be listed as the bad definition of scope, early estimates are biasedptmrism, inaccurate initial

estimates of overall cost and schedule reflecting technology development to accomplish the original work
scope; ratios or unit prices are not updated, estimates are a function of the stage oévhtodment of the
subject article, escalation indexes that not reflect reality, lack of experience of estimator, bad estimation of

contingency, contingency was not estimated, etc.

What is really surprising on the previous list is that Contingency isstioh@ed in some cases. A couple of

reasons that it cannot be estimated are, poor knowledge of estimation methods or policies of public entities
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Figure 5 Two Approaches to establish Buffer or Contingency®

What approach is better to rely aneeting program cost objectives or prograime objectives? What

approach would help us to meet other estimate’s attribute as accuracy and precision?

Contingency is often represented by a single line item. Are buffer or buried contingencies good strategies to

implement in public project estimates?

5Module 045 — Risk Opportunity Responsgrategies and tacticsGuild of project controls compendium and reference
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Figure 6 — Project Risk Management Overview’

2. Total CostManagement Framework AACE International

7 A Guide to the Project Management Body of Knowledge (PMBOK® Guide), 6th ed. Newton Square, Pa: Project
Management Institute, Inc. 2017. Page 396.
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Figure 7 Process Map for Risk Management?
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Step 4
The acceptable criteria to determine if@ol or technique can serve as#aategical or tactical response public projects are:

a. Mandatory to Produce a Quantitative response

b. Itis possible to be assigned to project budget accounts

c. Increase Probdlity to Meeting Point Estimates
See the following matrix for analysis

Alternatives
PMBOK PMBOK
Attributes PMBOKDG | PMBOKI&TS| Escalate Contingent | PMBOKDA | PMBOKDM | GPGBvsCont| GPCEMV

a. |Produce a Mandatory Quantitative response

It is possible to be assigned to project budge
accounts
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‘ ‘ Attributes

PMBOKDG | PMBOKI&TS| PMBOKEscalate| PMBOKContingent PMBOKDA
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B. Attribute Numbers of times on left of :
Mandatory to Produce a Quantitative response 1
It is possible to be assigned to project budget accounts 2
IncreaseProbability to Meeting Point Estimates 0

Application of Lexicography

Attributes Rank
a. Itis possible to be assigned to project budget accounts 2
b. Mandatory to Produce ®uantitative response 1
c. Increase Probability to Meeting Point Estimates 0

The result from this analysis is that GPC BvsCont is better thanEBRL -

Compensatory Models

1. Non Dimensionalcaling
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Alternative Rank

GPC BvsCont > GFEMV
GPC BvsCont = GFEMV
GPC BvsCont = GFEMV

Attributes Value Dimensionless Valu
a. Mandatory to Produce a Quantitative response Yes 1
No 0
c. Itis possible to be assigned to project budget accounts  High 1
Middle 0.5
Low 0
d. Increase Probability to Meeting Poistimates Low 0
Middle 0.5
High 1
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FINDINGS

Sep 5

What are best practices to a Risk Management Process that can help to implement the best strategical or
tactical response to an event and especially that can adapt to Public Projects if we want a high confidence
level of probability to meet project point estimates?

Step 6

It is important for Public Projects to avoid cost owas. For that reason, the best choice that mealt<of the
attribute criteria is Guild of Project Control8uffer vs Contingency as shown in the previous steps.

As Contingency is not allowed it can be hidden or create a buffer so it still commiesgmlicies. In addition,
it will help to increase probabilities to meet point estimates.

Step 7

A good recommendation for further analysis is to identify which of the three best practices can help to track
better this alternative as part of the risk miboring process.

Step 1

As most of the point estimates in projects, they will become accurate to the true cost in time, for that reason
it is necessary to assess with certain frequency if risk or opportunities remain after accomplishing certain
milestones or a certain period ointe passed. By consequence, Contingency should be always assessed to
determine if we still need more or less money for certain risk or opportunities identified and tactical or
strategical responses will perform accordingly.

As it was mentioned before, wean hide or create a buffer to add contingency in the point estimates for public
projects.

For that reason, we also require to analygleich best practice suggessh good tracking tool or technique for
the Buffer and Contingency alternative if we expcineet Public Projects objectives.

What are best practices for Monitoring Risk that can help to implement the best tool or technique to track
and control Contingency in Public Project Point Estimates?

Step 2

We can ge the same three guidelines in projenanagementwhichinclude also a risk monitoring process.
This process in each of them suggatitferent or similar tools and techniques for monitoring risks. We are
going to list them for further analysis.

Step 3

The following tools and techniques are

)
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Attribute PMBOKTPA ‘ PMBOK/GPE A R/C | PMBOK-Aud ‘ PMBOK/GPE& M | GPG- SPCC| GPG- PA‘ GPG- PCA| GPG-A/P/IR ‘ GPG CDDG
a. Mandatt Ify impacts when event OCC Yes [\[o) No Yes Yes Yes Yes
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2. The volume, mix, or pattern of workload;
3. Potential requirements changes;
4, Configuration changes in hardware, software, or facilities;
5. Alternative assumptions about program operations, fielding strategy, inflataig, technology

heritage savings, and development time;

6. Higher or lower learning curves;

7. Changes in performance characteristics;

8. Testing requirements;

9. Acquisition strategy, whether multiyear procurement, dual sourcing, or the like;

10. Labourrates;
11. Growth in software size or amount of software reuse; and
12. Downscoping the program.

Using the following Risk Scoring Matrix, we will determine which factors have most probability of occurrence
and rank of consequence. See table below:

1 2 3 4 5

Very Low Low Medium High Very High
Almost Certain,
Possible Moderately Likelyy  Will probably

Qualitative Rare, Very Unlikely But Not

Description Unlikely Impossible .
arise
Remote May Happen less
Event Description Chance .Of
. Happenin
Probaility of g

Ocurrence
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what strategy and tactical response we might implement. See the following table:

Rank Strategy TacticalResponse
Submission of Detailed Engineering drawir
2. the volume, mix, or pattern of workload 16 Mitigate for construction. In addition, a very close
monitoring of MTO's
9. acquisition strategy, whether multiyear . Implementation of a Procurement
. e 12 Mitigate
procurement, dual sourcing, or the like; Management Plan.
4. configuration changes in hardware, . Implement a good Change Management
Sl 12 Mitigate
software, or facilities; Process
. . ) -, Definition of Project Scope in Early Phaseg
8. testing requirements; 12 Mitigate and Best Alternative.
. . Definition of Project Scope in Early Phaseg
12. downscoping the program. 12 Avoid and Best Alternative.
7. changes in performance characteristics; 12 Accept To Hire e>.<per|enced resources in each ph
of the project.
Assess NPV, IRR, ROI regularly, to detern
1. ashorter or longer economic life; 10 Avoid if a delay in schedule and increase in cost
might affect Financial Indicators
3.. potential requirements changes; 10 Mitigate Implement a good Change Management

() @

Process
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Tactical Response

Contingency

Comments

2. the volume, mix, or pattern
of workload;

Submission of Detailed Engineering drawings
for construction. In addition, a very close

monitoring of MTO's

Buried

MTO has always a
range when work is
exealted. It will vary
when validating
work progress

9. acquisition strategy,
whether multiyear procurement,
dual sourcing, or the like;

4. configuration changes in
hardware, software, or facilities;

() ©

Implementationof a Procurement
Management Plan.

Buffer

A good Procuremen
Plan might lead to
savings when buyin
equipment. Alsopit
might guarantee
equipmentsor
materials will be
delivered on time
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Implement a good Change Management
Process
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Buffer

Potential risk or
opportunities could
be identified during
risk assessment of
the estimate. Awell-
documentedBasis of
Estimate can detail
what might be
potential impacts
and the amount
allocate it to
mitigate them

6. higher or lower learning
curves;

Hire experienced resources in each phase
the project.

Of

Buried

Estimator always
consider learning
curves when
performing activities

5. alternative assumptions
about program operations,
fielding strategy, inflation rate,
technologyheritage savings, an
development time;

Assumptions should be reviewed at the
beginning of each project phase. In additior
dCost Estimate should be very well
documented

Buffer

Changes during
execution of
projects and then
operations cannot
be estimated at the
beginning of arearly
point estimates.
Ratherdocumening
in a Basis of
Estimate what are
amounts to mitigate
future impacts on
these matters.

10.Labour rates

Negotiate increase ipalaries if duration is
longer than a year to fix a salary rate increg

S

Buried
e.

As negotiations or
laws establishes rat
of increase. It can b
allocated to project
accounts.

WV

11. growth in software size or
amount of software reuse;

Definition of Project Scope in Early Phases
and Best Alternative.

Buffer

This is relatd to
effort requiredto
conduct datdase of
the project or
operations.It can be
determined when

tests are running.

Step 5

Table 19 Contingency Strategy for Tactical Responses?®

What is the best strategy that responds to a variation in factors used in sensitivity analysis?

Step 6

As shown imablel9, most cost drivers’ variation could be assigned a Buffer (7 out of 12) because most of the

tactical response cannot be applied to specific activities at this level of the point estimate.

28 By Author
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