Project Budgeting ‑ Five Steps to Success

Budget activities are usually a facility manager's least favorite task.  They are time consuming and difficult, but unavoidable.  More importantly, your financial skills may determine your job security.  You can finish a project on time with good quality but blow the budget and you are history.    

Project budgeting can be divided into five steps for success.  They are:

Preparation

Estimating

Purchasing

Monitoring

Closeout

Preparing the budget will take the most time, but if done properly will make all the other steps easier.   Budgeting is 75% preparation and 25% execution.

Preparation

To prepare your budget, you need to have a thorough understanding of your finance organization.  You should understand the internal budget procedures and amounts available for expenditure.  You need to identify and begin establishing strong vendor relationships to make the budget a success.  

Your Finance Organization

Do you know your CFO (Chief Financial Officer)?  Who controls the money in your organization?  It is important to identify the players and cultivate relationships with them.  The CFO is usually an excellent source of information.  

What are the budget rules for your organization?  Some companies have very rigid rules and procedures that must be understood and followed closely.  It is important to get copies of all the correct procedures and adhere to them closely.  If business cases or reports must be prepared, then get samples of previously submitted documents and get the paperwork done.

Other companies have no procedures or are very flexible.  It may be "who" you know that is important for obtaining budget approvals.  If procedures can be circumvented, do you know the right people?  Do you know the political climate of your organization and how to maneuver in it?  Seek out internal mentors who can help you navigate.   

How do you request a budget and then have it approved?  Determine what the real method is versus the documented method.  There may be an official review group but in reality, the decision comes down to one or two key individuals.  Find out who they are and cultivate them.  

Find out when the budget is prepared in your organization.  Is it a specific time of year?  If you are new, the budget may already be set and you not know it.  Ask about the budget timing and to be included in the preparation process.  Do not wait for someone to invite you!  

Some organizations have their financial organization prepare the budget based on internal benchmarks.  For example, if the budget was X on 1999, it must be X plus 5% in 2000.  This approach could be disastrous if your space lease turnovers in 1999 was 100,000 SF and in 2000 will be 1,000,000!  Be sure you are included in the budget process so amounts can be set correctly up front.  If necessary, find out the exception process in case a budget needs to be adjusted.  

After the budget is submitted, follow up internally.  No news may is not necessarily good news.  What you submit may not be what you receive.  Find out the approved amounts and obtain clear support documentation before you make expenditures.    

The Budget

There are two types of budgets to prepare.  There is the capital budget and the expense budget.  Capital items are items with extended useful lives (and their associated costs) to be depreciated over time.  Expense items are typically of lesser cost and written off the same year as purchased.  In the United States these items are treated separately for tax purposes and therefore must be tracked separately.  Similar rules exist in other countries.

It is important to understand your company's rules for depreciation.  While there are governing laws to follow, they are usually open to interpretation.  For example, you may purchase a motorized filing system.  Is it equipment (it has a motor), is it furniture (it is shelving) or is it leasehold (it can not easily be removed)?  You want to classify items correctly so ask for interpretation up front from the financial officer.

It is important to know that capital purchase depreciation is a monthly amount that will impact your expense budget.  When purchasing the item, find out the depreciable life to understand what the monthly cost will be.  For example, if the motorized filing system cost $100,000 and was considered furniture, it would be depreciated at $833.33 per month.  If classified as equipment, it would be depreciated at $1190.48. 

One of the most important areas of preparing the budget is establishing the budget format.  It is much easier to set the format up front with the proper detail than to search through the budget at the end of a project looking for details.  In fact, as part of budget preparation, establish a project binder and keep all documentation relevant to the budget.  It will become an important source of historical information that will be referenced during and after the project.

Find out up front, if your company has an established format.  If not, propose a format and have it approved.  Here are the minimum format requirements suggested for preparing either your capital or expense budget (see Attachment 1): 





Item or Service Purchased



Budget Amount



Actual cost billed

Purchase Order number and amount



Payment Date

Vendor Name



Explanation for material budget variances



Approvals given

Vendor Relationships

Identify existing vendor contracts and discounts that your company has and review their terms.  Is the contract fixed or is there room for negotiations or amendments?  Be sure to understand any timing or discount structure issues that will effect the budget.  Assess the volume of potential purchases from a single vendor for negotiating power but be sure to determine what your company will actually commit to buy so negotiating is done in good faith.    

Find out if your company has standard bidding rules and requirements and if so, obtain copies so you can follow the procedures.  If not, ask other Facility Managers for procedures and vendor suggestions.  Professional organizations such as IFMA and AIA are good sources of standard bidding procedures. 

Identify the vendors to include in a bid list.  Evaluate your existing business relationships.  Are you satisfied with your current vendors' and want to use them again?  Add new vendors to the list by:

Asking other FM's for suggestions

Researching "best" lists published by local magazines

Identify clients or potential clients who vend needed products or services

Ask your professional association for vendors who are leaders in the field

Asking internally for recommendations

It is a good idea to send a memo to upper management letting them know a project is coming up and ask them who should be included in the bidding.  Talk to your boss first before taking this step and consider attaching the list of vendors you have developed for their review.  Sensitivities can be identified early.  If there is a relationship with the vendor (Big Boss's brother) that will limit your freedom to choose or negotiate, it is better to know up front.    

In budget preparation, try to identify any factors that can effect or influence the budget.  Anticipating the problems where possible will simplify the process later.  Solicit budget ideas and support from anyone inside the organization that will improve the budget process.

Estimating

Estimating can be very difficult especially for anyone new to the process.  Obtain estimates by:


Using previous purchasing information from within the organization


Asking the architect or job consultant for estimates


Asking other Facility Managers for budget information

Using industry benchmarks from sources such as IFMA or BOMA

Asking vendors for pricing information


Asking internal experts – CFO, technology, operations, admin.

When estimating, get all the costs!  In the sample capital budget format (Attachment 1) there is a listing of major cost categories.  Attachment 2 is a facility expense checklist of possible project expenses as well as routine facilities operating costs after the project is finished.  Also, here are examples of items that can be overlooked while budgeting:

Taxes


Freight


Installation


City permits


Overtime


Building Management Fees


Security

Delivery trucks for partial loads or rush shipping

All necessary components

Special finishes

Changeorder estimate

Supplemental HVAC


Extra/unusual electrical requirements


Other equipment that is interconnected/effected/needed


Enough space for the proposed item's size requirements (cost to enlarge a room)


Sufficient lighting



Weight (floor loading)


Height (clearance for sprinklers)


Special Handling/Installation


Trash removal/recycling issues

Contingency – 5 to 15%

After obtaining bids and before including them in the budget, review the bids carefully.  Read everything and look for cost implications in the "fine print."  On bids, ask the vendor to identify and estimate all costs.  Some vendors will add a miscellaneous amount or add a caveat that "other costs may be identified later".  Ask them to list all the possibilities and identify the items included in a "miscellaneous" amount.  A comparison chart is a valuable aide to comparing vendors "Apples to Apples" and being sure that the bids contain all needed items.  (See Attachment 3)

Be sure to reflect any discounts in the budget estimate.  For example, deduct the landlord allowance from the construction budget and show volume discounts on furniture.  While it is nice to have cushion in a budget, it should be included in a contingency line item.    

When preparing the budget, find out the company estimating guideline whether formal or informal.  Is it typical to add 15% so they can cut 10%?  Consider and play the office politics correctly but build your credibility with all the facts.

When finalizing the vendor contracts, remember to plan the timing of payments.  Consider the following:

What is the company cash flow cycle? 

Even if the budget is approved, is extra approval needed to draw the money from investments?

Is a certain receivable volume required before payment?

Use this information to develop an acceptable payment plan with the vendor and factor late payment fees into your budget if they are inevitable based on accounting procedures.

Purchasing

When purchasing, know your terms and contracts and use them to verify prices, check for volume discounts and verify the delivery terms and lead times.  Establish with the vendor that only authorized buyers can make purchases and identify who they are.  It is a good idea to use purchase orders to clarify and document all the details of an order.  Items to include in a purchase order include:


Legal language to protect the purchase and your company


Specify not to exceed amount 

Caveat that additional costs will not be paid unless preapproved

Delivery terms 


Date


Time


Location


Identify any overtime work or extra costs

Specification language for product that can be deciphered later 

An example of specification language is MABLCR154830? Could you decipher that it is a Maple credenza 15" Deep by 48" Wide by 30" High produced by Good Furniture? Use terminology both you and the vendor can understand to prevent mistakes. 

Asking for detailed quotes and bills can save work later.  Specify that you want itemized billing and ask for a sample bill.  Ask for unit costing because it is: 



Easier to verify for specific performance



Helpful for future project estimates



Essential for department billing or charge back

Easier to add/subtract units later

Useful for later justification of expense

Remember to get these details up front!  It can be impossible to break down a bill after the vendor has completed the job.  Also, if the bid and bill is not detailed, you can not verify a price for additional items.  Vendors may make up lost margin on change orders and additions.

Review the payment terms requested by the vendor.  The timing of vendor payments should match the company's cash flow cycle if possible.  Check to be sure that the penalty sections of the contract are realistic.  For example, should full payment be made if the product is not fully installed and functioning?  Include a remedy clause and retainage amount to protect you if the vendor fails to specifically perform.  If timing is critical, consider adding incentives such as a bonus payment if the job is completed early.

Monitoring

Check the bills that arrive to be sure the vendors have performed as specified.  Be sure the bills match the agreed terms and conditions and reflect the work done.  It an item has not been completed to your satisfaction, then talk to the vendor about remedies.  Discuss credits with the vendor before deducting them from a payment.

Record the actual purchase amounts and compare it to the budgeted amount.  Explain any variances and if appropriate reduce the contingency amount for any overruns.  Keep any approved exceptions on file in case the budget is questioned.  Note issues for consideration in future budgets

If there are unanticipated costs, ask the vendors to notify you promptly.  If they are beyond the scope of the budget, seek appropriate resolution and approvals quickly.  Despite the best planning, many projects have unexpected costs that arise due to unknown field conditions or unforeseen circumstances.  When approval is given, adjust the contingency or add the additional approved amount and move on!   

Closeout

When closing out the budget, confirm that all costs have been paid.  Check with internal buyers to confirm that all bills have been received and ask vendors for their final billing.

Review all purchase orders and verify that complete payments have been made.

Review contract terms in for payment of all costs including late arriving bills such as freight and delivery.  Review the budget for amounts that were budgeted but not used to be sure an item has not been overlooked.

It is a good idea to be sure that all bills have been received and paid.  Late arriving bills that come after a budget has closed may be denied payment by the accounting department or applied against future budgets.  Call the vendors and ask them to speed up billing if needed.

Prepare a final budget for the project binder after the budget has closed out.  Determine the final cost per square foot or meter for benchmarking and estimating on projects.  Keep the project binder on file for future reference.

Budgeting can be used as a career opportunity.  Send the summarized project budget to your boss and upper management to showcase your skills.  Become an internal mentor to others on the budget process.  Use the five steps to lead to your success at project management.

