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Abstract

Cost is among the major considerations throughout
the project management life cycle and can be
regarded as one of the most important parameters of
a project and the driving force of project success.
Despite its proven importance it is not uncommon to
see a construction project failing to achieve its
objectives within the specified cost. Cost overrun is a
very frequent phenomenon and is almost associated
with nearly all projects in the construction industry.

This trend is more severe in developing countries
where these overruns sometimes exceed 100% of the
anticipated cost of the project. This paper is
attempted to identify the major cost overrun and cost
escalation factors in the construction industry. A
thorough literature review is done through which a
number of cost overrun and escalation causes are
identified in construction industry scenario. In total
forty seven (47) factors were finalized to made part of
the survey questionnaire. Out of these, cost escalation
factors (14) and cost overrun factors (33) were to be
considered. Using SPSS (statistical package of social
science) tool, critical factors were to be ranked.
Measures are to be taken for cost overrun problem.

Keywords-cost escalation, cost overrun, SPSS,
Questionnaire, influence factors

INTRODUCTION

Historically large construction projects have been
plagued by cost and schedule overruns. In too many
cases, the final project cost has been higher than the
cost estimates prepared and released during initial
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planning, preliminary engineering, final design, or
even at the start of construction. Construction
investments are sensitive to time and cost overrun.

Delay and cost escalation are considered two threats to
project success. The problem of cost overrun,
especially in the construction industry, is a worldwide
phenomenon, and its effects are normally a source of
friction between owners especially government
owners, project managers, and contractors in terms of
project cost variation subsequent to the owner’s
decision to build. For these problems, need to find out
the major factors which influencing cost escalation and
overrun in construction field

OBJECTIVES

The objective of this paper is 1) to determine the
factors affecting cost escalation and cost overrun 2) to
formulate the questionnaire with factors which affect
the cost escalation and overrun 3) to identify the
critical factors by ranking them 3) to recommend the
measures to avoid the cost overrun.

SCOPE OF STUDY

The purpose of this study is

1) To identify the issues involved in cost overruns and
cost escalation in construction projects.

2) Identifying certain factors through the literature
review which impacts cost overrun and cost escalation.
3) The factors will be identified through a survey from
construction firms.

4) To propose some recommendations and mitigation
measures have been suggested to strategically cope up
with these factors
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Several literature studies have sought to determine the
magnitude of the cost overrun and escalation problem.
SPSS tool used to analyse the factors and
Identification of these cost escalation and owverrun
factors supports efforts to understand the causes of
project cost escalation.

METHODOLOGY

The methodology of the study is follows:

1. A thorough literature review was done and also the
expert opinions from industry experts were taken,
through which a number of cost overrun and escalation
causes were identified in the local construction
industry scenario. In total forty seven (47) factors were
finalized to made part of the survey questionnaire. Out
of these cost escalation factors (14) and cost overrun
factors (33) are considered.

2. Questionnaire consisting of two parts A and B was
developed. In Part A personal Information of the
respondent (for e.g. work experience, organization,
annual volume of construction work) was asked. Part
B was aimed to obtain information about causes of
cost overrun and escalation in construction industry, it
was asked to rate those initially identified forty seven
(47) factors according to their severity level on the
given scale, information regarding low, very low,
medium, high, very high cost overrun and escalation
ranges experienced over projects were asked.

3. A survey was conducted through mail and personal
interviews in which respondents were asked to rank
and score these factors according to their experience.

4. Assessment of feedback from questionnaire survey
using SPSS tool.

DATA ANALYSIS
STATISTICAL

SCIENCES (SPSS)
SPSS is among the most widely used programs for
statistical analysis in social science. It is used by
market researchers, health researchers, survey
companies, government, education researchers,

PACKAGE OF SOCIAL
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marketing organizations and others In addition to
statistical analysis, data management and data
documentation are features of the base software.
Originally it is an acronym of Statistical Package for
the Social Science but now it stands for Statistical
Product and Service Solutions.One of the most popular
statistical packages which can perform highly complex
data manipulation and analysis with simple
instructions. The approaches used under SPSS are
1.Desrcriptive analysis and 2.Frequency analysis

COMPANY PROFILES

In order to interpret the results of the surveys, the title
of the person interviewed, the type and size of the
company, and the type, size, and location of the project
that was referred to during the interview were
identified using SPSS.

. N engineer

® others(manager
.govt.contractor
Larchitect)

Fig 1 Title of Survey Participants

mupto S
years
m 5-10 years

16
28.1%

' > 10 years

Fig 2 Participants Experience

FACTORS
ESCALATION
The respondents were asked to rank the factors which
cause the cost escalation. Responses in this section are
given on five point scale. Most frequent factors
correspond to very high whereas the least frequent
correspond to very low condition.

CONTRIBUTING TO  COST
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. . Slow decision making
Table 1-Factors contributing to cost ‘ © | 71123) 10)175] 14]246] 9| 158] 17/298
i ) Delay in contract award
escalation(frequency analysis) 5| 88| 12]211|27]474| 8| 14] 5|88
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Fig 3 Factors Contributing To Cost Escalation Inadequate supervision
4] 7] 200351] 13]228| 8| 14| 12{211

(Descriptive Analysis)
Table 3 Architect related factors

FACTORS INFLUENCING COST OVERRUN

A number of variables influencing the cost overrun in ‘E“Y L e Hh | Very High
) . ) . A ow oW edium i ery Hi
construction industry were identified following a Factors N[% |N [% [N [% |N [% |N [%
thorough literature review. The literature review was Incomplete structural
d h h book . leadi . drawing 8| 14| 31|544| 11]193] 5| 88 2] 35
one through books, internet, leading construction Structural design
management and engineering journals. A careful study variations S| 88| 200351]23]404| 6| 105| 3|534
of previous literature suggests cost overrun factors that ladequatesupervision | |1 o sl asel 7l 13| | as
can be grouped under five categories Late issuance of
. instruction 4 T| 27[474] 14| 246| 8 14 4 7
e Client related factors Poor services & design
e Architect related factors information 3] 53] 31(544| 9|158] 12) 211] 2] 35

e Structural engineer related factors Table 4 Structural engineer related factors
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Very
Low Low Medium High Very High
Factors N|% |N |% [N |% |[N |% N %

Contract tender price
higher than original
estimate 4 T] 11(193] 12211 27| 474 3] 53
Planning & scheduling
deficiencies 9] 158| 17)29.8] 20| 35.1 9] 158 2| 35
Non availability of
sufficient amount of
skilled labour 18316 14246 12211 11| 193 2] 35
Financial difficulties 2] 35 9(158| 34| 596[ 8 14 4| 7
Lowbid 4 7| az|211) 28] 491 10| 175 3] 53
Lack of coordinates
between project
participants 211368 10)17.5] 15] 263 8 14 3| 53
Shortening of contract
period 10| 175 61105 28| 49.1 9] 158 4 7

Table 5 Contractor related factors

Very
Low Low Medium High Very High
Factors N | % N % |N |% N |% N %
Bad weather 22| 386| 12]211) 15|263| 6| 105 2| 35
Strike 24| 421| 23/404| 6| 105 3| 53| 1] 18
Productivity

G1333] 15]263] 14| 246 6| 105 3] 53
Environmental impact 250439 12]211] 8] 14| 9] 158 31 53
Site conditions

16281 10]17.5] 23] 404 6| 103 2] 35
12211 71123 6| 105] 27| 474 5| 838

Price changes

Fraudulent practices and
kickbacks 2| 35| 131228 12211 27| 474 3| 53
Insurance

Table 6 External factors

TOP CRITICAL FACTORS MEAN RANK
Delay in work approval 3.58 1
Slow decision making 333 2
Fraudulent practices and kickbacks 3.28 3
Contract tender price higher than original estimate 325 4
Price changes 3.11 5
Inadequate supervision 3.07 6
Financial difficulties 3.05 7
Delay in conwact award 2.93 3
Low bid 2.93 9
Delay in handing over of site 2.86 10

Table 7 Top factors influencing cost overrun

SUMMARY AND CONCLUSION

SUMMARY

The thesis is conducted in order to make an attempt to
identify which critical factors influence cost overrun
and cost escalation in construction projects. Based on
the results of the survey critical success factors were
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8| 14) 26]456] 14| 246 8 14 1118

identified .Questionnaire was prepared and distributed
to respondents .The respondents are asked to rank the
factors. Based on the result of the survey, critical
factors are identified and analysis done by SPSS
software. This paper focuses on identifying critical
factors which influence cost overrun and escalation in
projects and with the result can take steps to avoid
time and cost overrun in construction projects

CONCLUSION

The initial objectives of this research were to define
critical factors which influence the project cost
escalation and overrun. These general objectives were
met through the accomplishments of the research.
More importantly, list of specific factors were
identified to avoid project cost escalation and overrun.

The top five cost escalation factors are
1) Government policies

2) Taxes

3) Raw material input

4) Environmental protection and

5) Labour cost.

The top five cost overrun factors are

1) Delay in work approval

2) Slow decision making

3) Fraudulent practices and kickbacks

4) Contract tender price higher than original estimate
and

5) Price changes
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