
Introduction to Project Budgeting & Cost Management

(A concise, easy?to?read guide for beginners)

1. What Is Project Budgeting?

Aspect Definition

Budget
A quantified estimate of all costs needed to complete the project within its scope,

schedule, and quality requirements.

Purpose

• Provides a financial baseline for decision?making.

• Enables monitoring of actual spend vs. planned spend.

• Helps secure funding and stakeholder approval.

Key

Output

Project Budget – a detailed, time?phased cost plan expressed in monetary units

(e.g., USD, EUR).

2. Core Concepts in Cost Management

Concept Description Typical Output

Cost Estimation

Predicts the amount of money

required for each activity or work

package.

Cost estimates (bottom?up,

analogous, parametric, three?point).

Cost Baseline

Approved version of the time?phased

budget; serves as a reference for

performance measurement.

Baseline schedule with cost values

(often in a Gantt or Earned Value

chart).

Cost Control

Ongoing process of monitoring,

analyzing, and adjusting costs to keep

the project on budget.

Variance reports, change requests,

corrective actions.

Earned Value

Management

(EVM)

Integrates scope, schedule, and cost

to assess performance and forecast

final cost.

CPI (Cost Performance Index), SPI

(Schedule Performance Index), ETC

(Estimate to Complete).

3. Steps to Build a Project Budget
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1. Define Scope & Work Breakdown Structure (WBS)

Break the project into deliverables ? work packages ? activities.

Each work package becomes a cost?estimation unit.

2. Identify Cost Categories

Direct Costs: labor, materials, equipment, subcontractors.

Indirect Costs: overhead, utilities, administrative support.

Contingency/Reserves: funds for known risks (contingency) and unknown risks

(management reserve).

3. Select Estimation Technique

Analogous: use historical data from similar projects.

Parametric: apply statistical relationships (e.g., $/square?foot).

Bottom?Up: estimate each activity then sum.

Three?Point (PERT): optimistic, most?likely, pessimistic values ? weighted average.

4. Develop the Cost Estimate

Populate a Cost Estimate Worksheet (activity, unit cost, quantity, total).

Apply taxes, inflation, currency conversion if needed.

5. Aggregate to a Time?Phased Budget

Map each cost to the planned start/finish dates of its activity.

Produce a Budgeted Cost?by?Period table (monthly, weekly, etc.).

6. Add Contingency & Management Reserve

Typically 5?15?% of total cost, based on risk analysis.

Document the rationale and approval authority.

7. Obtain Formal Approval

Present the budget, assumptions, and risk reserves to the sponsor/steering

committee.

Record the approved baseline in the project charter or baseline document.
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4. Tools & Templates

Tool Typical Use Example Output

Spreadsheet (Excel, Google Sheets)
Quick calculations, cost roll?

up, variance tracking.

Cost Estimate Worksheet,

Budget Summary.

Project Management Software (MS

Project, Primavera, Smartsheet)
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