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What are estimates and when are they done?
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Fundamentals of Estimating

CHAPTER 10

21 3 4 5 6

Estimating occurs throughout stages 1-5
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Considerations when developing an estimate
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Contractor and owner estimates – When we talk about a construction estimate, it’s helpful to 
understand that the owner’s project estimate is not the same as the contractor’s project esti-
mate. Let’s see how they differ. 

As we might expect, an owner is involved with, and responsible for, an entire project – from 
feasibility to occupancy or sale. The costs associated with actually constructing the project are 
only one piece of the project expenses. The owner is concerned with all the costs, which, in 
addition to the physical construction, might include: purchasing the property, paying for the 
design work, hiring marketing personnel, paying for attorneys and accountants, interest pay-
ments on loans, and other costs. All the anticipated project expenses are estimated and moni-
tored by the owner throughout the process. Estimates are important to an owner because 
they are the major tools he or she will use to make key determinations about the project: its 
affordability, its size, and its quality. 

The contractor’s concern is narrower. The contractor’s estimate includes only the expenses 
involved in the portion of the overall project for which he or she has been hired—typically, the 
labor, materials, equipment, and supervision necessary to complete the structure and fulfill 
the contract with the owner. The contractor’s detailed estimate provides the basis for the bid 
price to the owner. 
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The Davis-Bacon Act – Congress enacted the Davis-Bacon Act in 1931 to assure workers a 
fair wage, provide local contractors an equal opportunity to compete for local government 
contracts, and preserve the government’s ability to distribute employment and federal money 
equitably through public works projects. Among other things, the law states that labor on fed-
eral projects or federally assisted projects must pay workers no less than the local prevailing 
wages and benefits. This ensures that contractors bidding on public works projects will not 
lower wages in order to achieve a lower bid.

Some organizations, including the Republican Party, have long tried to repeal the Davis-
Bacon Act on the grounds that the regulations are outdated, expensive, and bureaucratic. 
There have also been several times when the act was temporarily suspended. After Hurricane 
Katrina, for example, President George W. Bush suspended the act indefinitely in designated 
areas along the Gulf Coast. After pressure from both Democrats and Republicans, Bush re-
scinded his emergency order and restored the prevailing wage requirement. For the most 
part, the Davis-Bacon Act continues to enjoy local support across the nation.
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Expense Direct project cost Indirect project cost Overhead
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Value engineering – The increasing cost of materials, labor, overhead, and maintenance is 
making it necessary to get the most value out of our construction, and reducing costs is increas-
ingly important. Many projects – from small houses to large industrial and commercial buildings 
– may be “value engineered” to minimize overall costs. Value engineering (VE) is not the same 
as “cost cutting” but is a methodical analysis of ways to reduce the costs of a project or struc-
ture over its entire life. Value engineering can be done at any time but is best done during the 
design phase when it’s easier to make design adjustments. VE is a systematic process of analyz-
ing specific building components and systems to find ways to perform the same function(s) at 
a lower life cycle cost without sacrificing reliability, performance, and design goals. It is pos-
sible that the initial cost for something (an expensive geothermal cooling system, for example) 
will be higher than a conventional system but will save costs over the life of the project. Value 
engineering must balance the up-front costs with the long-term cost savings – and the budget 
and vision of the owner.
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 Test Yourself
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