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Guide to Capital Cost Estimating ICHEME Understanding the intricacies of capital cost estimating is
essential for successful project planning and execution in engineering, construction, and industrial sectors.
The Institution of Chemical Engineers (ICHEME) provides comprehensive guidelines and best practices to
ensure accurate, reliable, and consistent cost estimates. This guide aims to walk you through the
fundamentals of the ICHEME approach to capital cost estimating, covering key concepts, methodologies,
and practical tips to enhance your estimating skills.

Introduction to Capital Cost Estimating

Capital cost estimating involves predicting the total expenditure necessary to design, procure, construct,
and commission a project before it becomes operational. Accurate estimates are vital for securing funding,
budgeting, and project planning. They help stakeholders understand financial feasibility, mitigate risks,
and set realistic expectations. Why is capital cost estimating important? - Facilitates informed decision-
making - Assists in project budgeting and financial planning - Supports risk management - Enhances
project control and scope management

Overview of ICHEME’s Approach to Cost Estimation

The ICHEME provides a structured framework for estimating capital costs, emphasizing accuracy,
transparency, and consistency. Their approach aligns with industry best practices and international
standards such as the AACE International and ISO guidelines. Key principles of ICHEME’s methodology
include: - Systematic data collection and analysis - Use of reliable cost databases - Clear documentation of
assumptions and methodologies - Regular updates and revisions as project details evolve ICHEME’s
approach is applicable across various project types, including chemical plants, refineries, and other
process industries.

Stages of Capital Cost Estimating According to ICHEME

Capital cost estimating is typically performed in multiple stages, each with varying levels of detail and
accuracy.

1. Conceptual or Feasibility Estimate

- Performed during the early project phases - Based on minimal data, often using analogous or parametric
methods - Accuracy range: -30% to +50% - Purpose: Assess project viability and rough budgeting
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2. Preliminary or Budget Estimate

- Developed once more project details are available - Incorporates more refined data, including process
flow diagrams and equipment lists - Accuracy range: -15% to +30% - Purpose: Establish project scope,
initial budgets, and funding approval

3. Detailed or Definitive Estimate

- Prepared during the engineering design phase - Uses detailed engineering data, vendor quotes, and
detailed cost databases - Accuracy range: -10% to +15% - Purpose: Finalize budgets and support
procurement and construction planning

4. Final or Tender Estimate

- Prepared for bidding and contractual purposes - Incorporates all final design details - Accuracy range: -5%
to +10% - Purpose: Contract award and project execution

Methodologies for Cost Estimation in ICHEME Framework

ICHEME endorses several estimation techniques, each suited for different project stages and data
availability.

1. Analogous Estimating

- Uses historical data from similar past projects - Suitable for early-stage estimates - Quick and cost-
effective - Limitations: Less accurate due to differences in project specifics

2. Parametric Estimating

- Employs statistical relationships between project parameters and costs - Examples: cost per unit of
capacity, per unit of equipment - Uses models derived from historical data - Suitable for conceptual and
preliminary estimates

3. Bottom-up Estimating

- Detailed estimation based on individual components and activities - Involves estimating costs for each
item and aggregating - Most accurate but time-consuming - Used in detailed design phases

4. Class Estimating

- Categorizes estimates into classes based on project scope and data quality - ICHEME aligns estimates
with established classes to ensure consistency



Cost Components in ICHEME’s Capital Cost Estimating

Effective estimating considers all relevant cost components, typically grouped into direct and indirect
costs.

Direct Costs

- Equipment procurement - Materials and consumables - Labor (construction and commissioning) -
Construction services - Process licenses and permits

Indirect Costs

- Engineering and project management - Overheads and administrative expenses - Contingencies and risk
allowances - Financing costs

Additional Cost Elements

- Inflation adjustments - Currency fluctuations - Taxes and duties - Environmental and safety
considerations

Cost Estimating Databases and Data Sources

Reliable data is the backbone of accurate estimates. ICHEME emphasizes the use of comprehensive and
up-to-date databases. Common data sources include: - Industry-standard cost databases (e.g., RSMeans,
IChemE’s own databases) - Vendor quotes and proposals - Historical project data - Published cost indices
and inflation rates - Expert judgment and benchmarking Regularly updating data ensures estimates remain
relevant and reliable.

Contingency and Risk Management in Cost Estimating

Uncertainties are inherent in project estimating. ICHEME advocates for explicit inclusion of contingencies
to account for unforeseen costs. Best practices include: - Risk identification workshops - Quantitative risk
analysis (Monte Carlo simulations, sensitivity analysis) - Assigning contingency percentages based on
project complexity and stage - Documenting assumptions and risk mitigation strategies Proper risk
management enhances confidence in the estimates and supports decision-making.

Documentation and Reporting of Cost Estimates

Clear documentation ensures transparency, facilitates review, and supports future updates. Key
documentation elements: - Scope of work and basis of estimate - Data sources and assumptions -
Methodologies employed - Cost breakdown and summary sheets - Revision history and approval signatures
Regular reporting throughout project phases helps track changes and maintain stakeholder confidence.
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Common Challenges and Best Practices in ICHEME Cost
Estimating

Challenges: - Data inadequacy or outdated information - Scope creep and change management - Inflation
and currency fluctuations - Estimating at early project stages with limited data Best practices: - Use
multiple estimating techniques for cross-validation - Maintain a well-organized cost database - Engage
experienced estimators and project teams - Continuously update estimates as project details evolve -
Incorporate contingency and risk allowances prudently

Conclusion

The ICHEME's guide to capital cost estimating provides a comprehensive framework for producing
accurate, consistent, and transparent project estimates. By following structured stages, employing suitable
methodologies, utilizing reliable data sources, and managing risks effectively, project teams can
significantly improve their estimating confidence and project success rates. Whether you are at the
conceptual phase or finalizing project budgets, adhering to ICHEME's principles ensures that your
estimates are robust, justifiable, and aligned with industry best practices.

Additional Resources

- ICHEME's Cost Estimating Guidelines and Standards - Industry-standard cost databases - Training courses
on project estimating and risk management - Software tools for cost estimation and analysis By mastering
the principles outlined in this guide, professionals can enhance their capabilities in capital cost estimating,
ultimately leading to more successful project outcomes and optimized investment decisions.

Guide to Capital Cost Estimating ICHEME: A Comprehensive Approach for Accurate Project Budgeting

In the world of engineering, construction, and project management, capital cost estimating ICHEME
(Institution of Chemical Engineers' methodology) stands out as a critical process for accurately forecasting
the financial investment required for large-scale projects. Whether you're developing a new chemical
plant, energy facility, or infrastructure project, understanding how to reliably estimate capital costs
ensures financial feasibility, informs decision-making, and secures stakeholder confidence. This guide aims
to provide a detailed overview of the key principles, methodologies, and best practices associated with
capital cost estimating as outlined by ICHEME standards, empowering professionals to develop robust,
transparent, and defendable estimates.

What is Capital Cost Estimating?

Capital cost estimating involves predicting the total expenditure necessary to design, procure, construct,
and commission a project. Unlike operational costs, which cover ongoing expenses, capital costs are
upfront investments that determine the project's economic viability. Accurate estimation is fundamental to
securing funding, planning project timelines, and managing risks.

The Importance of ICHEME Methodology in Cost Estimation

ICHEME (Institution of Chemical Engineers) provides industry-recognized guidelines to standardize and



improve the accuracy of capital cost estimates. Their methodology emphasizes systematic approaches,
data-driven techniques, and thorough risk analysis. Adhering to ICHEME standards ensures that estimates
are:

Reliable: Based on sound data and proven techniques.

Consistent: Following standardized procedures across projects.
Transparent: Clearly documented assumptions and methodologies.
Defendable: Justifiable to stakeholders and auditors.
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Key Phases of Capital Cost Estimating According to ICHEME

Conceptual Estimating

Preliminary (Approximate) Estimating
Detailed Estimating

Final Cost Estimate and Review
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Each phase builds upon the previous, increasing in accuracy and detail.

1. Conceptual Estimating

Objective: Provide a rough order of magnitude (ROM) to support early decision-making.
Approach:

1. Use top-down techniques.
2. Rely on benchmark data, such as cost per unit of capacity (e.g., $/ton, $/barrel).
3. Incorporate less detailed data, such as plant size, process type, and location.

Tools and Techniques:

1. Analogy-Based Estimating: Comparing with similar past projects.
2. Parametric Models: Mathematical relationships derived from historical data.
3. Expert Judgment: Consulting experienced professionals.

Challenges:

1. High uncertainty due to limited data.
2. Wide cost ranges; estimates may vary by £30-50%.

1. Preliminary (Approximate) Estimating
Objective: Narrow down cost estimates to support project screening and feasibility studies.
Approach:

1. Use semi-detailed estimates based on process flow diagrams and basic engineering data.
2. Develop cost models incorporating design parameters.

Tools and Techniques:

1. Factor-based methods: Applying factors to equipment costs or project scope.
2. Cost estimating relationships (CERs): Empirical formulas linking project parameters to costs.

Considerations:

© qgr-qga.cbsnorthstar.com Guide To Capital Cost Estimating Icheme



1. Include contingencies for uncertainties.
2. Incorporate location factors and inflation adjustments.

1. Detailed Estimating
Objective: Achieve high accuracy to support procurement and detailed engineering.
Approach:

1. Utilize bottom-up estimation, breaking down each element of the project.
2. Develop quantity take-offs and unit cost databases.

Tools and Techniques:

1. Engineering Bills of Materials: Detailed listing of all components.
2. Vendor Quotes: Market prices for equipment and materials.
3. Labor and Construction Cost Data: Based on local rates and productivity factors.

Best Practices:

1. Regularly update estimates as design progresses.
2. Document all assumptions, sources, and methodologies.

1. Final Cost Estimation and Review
Objective: Confirm the project budget before financial commitments.
Approach:

1. Incorporate all cost elements, including contingencies, escalation, and overheads.
2. Conduct cost reviews with stakeholders.
3. Perform value engineering to optimize costs without compromising quality.

Components of Capital Cost Estimating
Understanding the different elements that contribute to total capital costs is vital. They typically include:

Process Equipment Costs: Reactors, distillation columns, heat exchangers.
Civil and Structural Costs: Foundations, buildings, foundations.

Electrical & Instrumentation: Power supply, control systems.

Piping & Mechanical Works: Piping, valves, pumps.

Construction & Installation: Labor, scaffolding, site management.

Project Management & Engineering: Design, supervision, commissioning.
Indirect Costs: Permits, insurance, safety measures.

Contingency & Escalation: Unforeseen expenses and inflation adjustments.
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Cost Estimating Tools and Data Sources
Accurate cost estimation relies on high-quality data and appropriate tools:

1. Cost Databases: Sourced from industry databases like IChemE's Cost Data, AspenTech, or proprietary
sources.
2. Cost Indexes: For inflation adjustments, such as Chemical Engineering Plant Cost Index (CEPCI).



3. Software Applications: Cost estimation tools like Primavera, Aspen Capital Cost Estimator, or custom
spreadsheets.

Best Practices for Capital Cost Estimating

Use Multiple Estimation Methods: Cross-validate estimates with different approaches.
Maintain a Cost Database: Regularly update with recent project data.

Involve Experienced Estimators: Leverage expertise to interpret data and assumptions.
Document Assumptions and Methodologies: Ensures transparency and facilitates updates.
Perform Sensitivity and Risk Analyses: Understand how uncertainties impact costs.
Incorporate Contingency Appropriately: Based on project stage and risk profile.
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Challenges and Pitfalls in Cost Estimating

Data Quality and Availability: Outdated or inaccurate data can lead to significant errors.
Scope Changes: Design modifications can alter cost estimates significantly.

Market Fluctuations: Prices for materials and labor may vary unpredictably.
Underestimating Risks: Overlooking potential issues can cause budget overruns.
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Overconfidence in Estimates: Failing to include sufficient contingencies.
Conclusion: Embracing a Systematic Approach

Mastering capital cost estimating ICHEME methodology requires a blend of technical knowledge,
disciplined data management, and strategic planning. By following structured phases—from conceptual to
detailed estimates—and leveraging industry-standard tools and data sources, professionals can develop
reliable budgets that support decision-making, minimize risks, and ensure project success. Remember,
continuous refinement, documentation, and stakeholder engagement are key to producing estimates that
stand up to scrutiny and adapt to evolving project realities.

Final Tips for Success

Start early and refine estimates as project details become clearer.

Use historical data to inform assumptions but adjust for current market conditions.
Engage multidisciplinary teams to capture different perspectives.

Keep thorough records for transparency and future reference.
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Always include contingency and consider potential risks upfront.

By integrating these principles into your project planning and execution, you'll be well-equipped to produce
accurate, defendable, and actionable capital cost estimates aligned with ICHEME standards.

Questions & Answers About guide to capital cost
estimating icheme

No Question Answer
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1 What is the purpose of the Icheme
Guide to Capital Cost Estimating?

The Icheme Guide to Capital Cost Estimating provides
standardized methodologies and best practices to accurately
estimate the capital costs involved in engineering and
construction projects, ensuring consistency and reliability in
project budgeting.

2 How does the Icheme guide assist
in early project planning?

It offers comprehensive techniques for preliminary and
feasibility cost estimates, helping project teams make
informed decisions during the early phases by providing
realistic cost ranges and risk assessments.

3 What are the key components
covered in the Icheme capital cost
estimating process?

The guide covers scope definition, estimating methods, cost
breakdown structures, contingency planning, escalation
factors, and risk analysis to ensure a thorough and
transparent estimation process.

4 How can organizations ensure
accuracy when using the Icheme
estimating guidelines?

By following standardized procedures, leveraging historical
data, applying appropriate estimating techniques, and
regularly updating cost databases, organizations can enhance
the accuracy and reliability of their estimates.

5 Why is it important to update cost
estimates according to the Icheme
standards throughout a project's
lifecycle?

Updating estimates ensures they reflect current market
conditions, project scope changes, and risk factors, which
helps in maintaining budget control and making informed
decisions from conception to completion.

capital cost estimating, IChemE, project cost estimation, engineering economics, cost estimation

techniques, project budgeting, industrial engineering, cost analysis, project planning, engineering cost

management
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