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Budgeting as a Method of Cost Management
Using a Residential Community as an Example

Bartlomiej Juras®, Matgorzata Czerny™

This article discusses the role of budgeting as a method of cost management in a housing com-
munity in the Greater Poland region, during the period of 2011-2015. General research methods
were used, such as analysis of the budgets of the housing community, as well as deductive
reasoning and inductive reasoning for conclusions. The analyses contain also cost trends in the
examined period, some average costs in the period, cost division into groups, costs per capita, per
apartment, etc., but focus mostly on variations between budget plans and their implementation.
The analysis of the budgets and their implementation in 2011-2015 shows that budgeting is suc-
cessfully used to manage a community’s finances. Budgeting as a cost management instrument
allowed the community to achieve significant reductions in certain categories of costs.
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Budzetowanie jako metoda zarzadzania kosztami na przykladzie
wspolnoty mieszkaniowej

W artykule omowiono role budzetowania jako metody zarzqdzania kosztami we wspolnocie
mieszkaniowej w wojewddztwie wielkopolskim, w okresie od 2011 do 2015 roku. Dla realizacji
celu postuzono si¢ ogolnymi metodami badawczymi, takimi jak analiza budzetow wspdlnoty
z kolejnych pieciu lat, rozumowanie dedukcyjne oraz indukcyjne, na potrzeby sformutowa-
nia wnioskow. Przeprowadzona w artykule analiza uwzglednia trendy kosztow w badanym
okresie, niektore sposrod usrednionych kosztow w tym okresie, podzial kosztow na grupy,
koszty w przeliczeniu na mieszkarica, na apartament itp., aby skupic si¢ przede wszystkim na
zaobserwowanych zmianach planow budzetowych i ich realizacji. Z analizy budzetow oraz
ich implementacji w latach 2011-2015 wynika, ze budzetowanie jest z powodzeniem wykorzy-
stywane do zarzqdzania finansami badanej wspolnoty. Jako instrument zarzqdzania kosztami
pozwolilo ono wspolnocie mieszkaniowej na znaczng redukcje niektorych kategorii kosztow.
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1. Introduction

In the literature budgeting, as well as
its role, is defined in many ways. Below
only a select few are presented that are
useful from the point of view of the con-
siderations in this article. So, budgeting can
be defined as a method of the company’s
current management, defining the princi-
ples of planning and the use of financial
resources in order to effectively carry out
the tasks required (Komorowski, 1997,
p. 18). The term ‘budgeting’ emphasizes
its functional aspect, including the use of
various methods and techniques associated
with the preparation, execution and control
of the budget; it turns out that budgeting, if
understood not as a decision but as a proc-
ess involving all management activities
related to the preparation and execution of
the budget, can have a significant influence
on economic performance (Komorowski,
1997, p. 16).

Budgeting is also a system for obtaining
information which is a kind of an enter-
prise’s resource and an essential element
of the decision-making process. Without
it, management of an entity cannot be effi-
cient and effective. Through information
systems, there should be an ensured supply
of a set of reports provided for each level of
management. On the basis of appropriate
information provided in a timely manner
and in an appropriate way, decisions are
made (Kotowska, 2012, p. 224). Budgeting
is designed to provide reliable information,
so the entity is aware of how it expends its
cash funds as well as of the areas where
costs can be reduced (Michalowska 2014,
p. 411).

The main thing is to determine the
current demand for information, taking
into account the potential demand for
information on the part of management
in the future (Nowosielski, 2002, p. 40).
Regardless of the definition, budgeting
is ‘the cornerstone’ of the management
control process in nearly all organizations
(Hansen et al., 2003) and is traditionally
described as a common accounting tool
that organizations use for implementing
strategies (Ostergren and Stensaker, 2011).
The purpose of budgeting is to give those
targets and plans financial values, making
the progress easily measurable and trans-
forming strategic ideas into understandable
operative actions (Hanninen, 2013). Bud-

geting can be successfully used by large,
medium and small firms (Kotowska, 2012,
p. 224). Given the diversity of the goals
of budgeting, it can be said that the cre-
ation of budgets is caused by the desire to
achieve objectives that have been included
in the financial and operational plans of
an entity. In small units (like the residen-
tial community audited in this article), the
aim of budgeting is to improve financial
conditions by reducing costs (Michatowska
2014, p. 410). A traditional budget used
by a housing community is a “quantitative
expression of a proposed plan of action by
management for a specified period and an
aid to coordinate what needs to be done
to complement that plan” (Zeller and
Metzger, 2013, p. 2).

A budget is expressed in financial terms;
it is a financial reflection of the organiza-
tion’s annual operating plan. The budget-
ing process implies setting strategic goals
and objectives, developing forecasts for
revenues, costs, production, cash flows and
other important factors. Moreover, it is
a process in which the budget is determined
in several rounds of dialogue between
higher and lower levels of management.
Over the year, the organization checks reg-
ularly if the targets are reached (de Waal
et al., 2011).

Budgeting is an interesting topic among
researchers and practitioners. Over the
years, studies were conducted in order to
decide whether traditional or alternative
budgeting methods are better and have
a positive impact on businesses (Cardos,
2014). About 90% of companies from all
over the world are using budgets for plan-
ning, coordination and evaluation of activi-
ties, for motivation, for evaluating the per-
formance of staff, and for supporting the
internal control system of the organization
(Pietrzak, 2013).

2. The Aim of the Article
and Conceptualization
of the Research

This article will discuss the role of bud-
geting in a residential community (under
the assumption that cost reduction is a fore-
ground issue for the community). The com-
munity uses traditional budgeting. Regard-
less of the weaknesses of this method, well
described in literature (Hansen et al., 2003;
Neely et al., 2003; de Waal et al., 2011;
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Pietrzak, 2013), traditional budgeting does
have significant advantages. De Waal et al.
(2011) identify four main advantages asso-
ciated with traditional budgeting: it com-
pels planning by helping managers to set
realistic goals and requires them to plan
specific actions to be able to meet their
stated goals; drawing up a budget requires
managers to think ahead and to ask “what-
if” questions. Also, budgeting promotes
coordination and communication. Defin-
ing and agreeing upon a budget requires
coordinating all the organization’s activities
and it also requires communication about
the various activities and how these inter-
act and influence the organization’s results.
Budgeting aids performance evaluation as
well. A properly prepared budget gives the
management detailed information about
the next fiscal year; it gives the possibil-
ity to set objectives easier; it becomes an
important tool in the decision making pro-
cess. Also, budgeting motivates employees
to achieve certain goals and to strive for
the best.

This paper aims to examine whether
entities such as this housing community use
budgeting as a tool for cost management
and with what result, in the context of the
entrepreneurship. Entrepreneurship can be
understood as an activity leading to mini-
mize the costs, e.g. by reducing the levels
of management (Kanter, 1983). M. Crozier
considers entrepreneurial activities as the
ability to make calculations that reduce the
risk of market activities (cited by Potocki
2000, pp. 20-21). In a broader context,
entrepreneurship can be explained as the
search for new opportunities, regardless of
the currently managed resources (Steven-
son et al., 1989) that are sometimes limited
by the earlier decisions of the owners (Hart
et al., 1995). It is a way of action involv-
ing inclinations to take on new, risky and
unconventional projects and demonstrat-
ing initiative in project search and imple-
mentation. It is therefore directed towards
development (Kortan, 1997, pp. 77-78).
According to A.P. Wiatrak, it is a creative
and active effort to improve the existing
state of affairs and willingness to take
on new activities or even expand existing
ones. It aims thereby to achieve complex,
multi-faceted material benefits (Wiatrak
2003, p. 26). Entrepreneurship is defined
quite similarly by S. Shane — as any activity
consisting of identification, evaluation and

exploitation of opportunities to introduce
new products and new services, or ways of
organizing new markets and raw materials
(Shane, 2003, p. 3), or PF. Drucker — entre-
preneurship lies in the interdependence of
entrepreneurial and innovative activities
that lead to success (Drucker, 1992). The
analysis of the community’s budgets pre-
sented in this paper then aims to answer
the question of whether budgeting lets the
community reduce costs of activity, achieve
measurable benefits and also find new, bet-
ter ways to ‘do certain things’, ensuring its
greater cost-effectiveness and economic
efficiency.

To achieve the objective, general
research methods were used, such as an
analysis of the budgets of the commu-
nity over the past five years (2011-2015).
Analyses also contain cost trends in the
examined period, some average costs in
the period, costs divided into groups, costs
per capita, per apartment, etc., but focus
mostly on variations between budget plans
and their implementation. To reach a con-
clusion, the authors used deductive and
inductive reasoning.

3. The Approach to Cost
Management and Budgeting
Issues in the Residential
Community

The approaches of traditional budgeting
are numerous, especially because there are
no regulations stipulating how and in which
form the budget should be used or applied.
Factors like organizational structure, the
nature and complexity of internal opera-
tions, and management philosophy (Han-
ninen, 2013) must be taken into account
when budgeting.

The analysis of budgets and reports on
their implementation in the audited entity
(a residential community in the Greater
Poland region) for the last five years (2011—
2015) shows that the community has its
own way of preparing the budget, which it
considers correct. It does so based on:

* a broader perspective — budgets from
previous years, in particular the last
year’s budget, are treated as the basis
for planning for the next year; this is
a budget where, should it be modified,
changes may only apply to certain items;

e changing trends — the reasoning is as fol-
lows: if we consume less energy because
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lightbulbs were replaced with LED bulbs,
we can plan on less spending every year
for this purpose; a typical example of the
trend in the studied community is also
gradually increasing debt of the inhabit-
ants, which results in the need to plan for
higher legal expenses (these are primar-
ily debt collection costs) in part attribut-
able to the community and to take into
account a decrease in revenues. On the
basis of a few years, it is possible to calcu-
late the percentage of the increasing costs
and determine, in the coming year, their
estimated value. What can also be taken
into account is the costs incurred by hav-
ing to reverse a negative trend (change
restrictions, the possibility of spreading
out the debt into installments, the intro-
duction of financial penalties, increasing
investment in a law firm, debt collection)
or other;

e plans — due to maintenance works, the
need for repairs, obtaining permits, plans
should include information regarding the
expected changes necessary in a given
year.

When preparing the budget for the com-
munity, requests for proposals for the work
planned in the light of full cost (labor costs
and operating costs) should be taken into
consideration before invitations to tender
are prepared. In addition to the cost of
performance, operating costs are also taken
into account as well as wear costs and all
others.

Elements such as voting on changes to
the community at a meeting of members
should also be considered in the budget,
for instance the introduction of new rules
that the community must take into account,
incurring mandatory fees.

When planning the budget, it is reason-
able to consider inventories (their current
state) — a good example is the purchase
of road salt. Because of different weather
conditions in the previous years, existing
inventory could remain from last year and
should be taken into consideration during
the current year.

The audited community also attempts to
calculate some average costs. When divid-
ing them into groups, sometimes it is con-
sidered advisable to calculate the cost per
capita, or at least the cost per apartment.

The most significant groups of costs for
the housing community are: costs of elec-
tric energy, costs of water and sewage, costs

of heat, costs of maintenance of greenery,
costs of property management, costs of ele-
vators maintenance, costs of the building
insurance, costs of Repair Fund.

Not always are costs considered by the
audited community as important ones
actually high, comparing to others. How-
ever, some of these costs are not shared
by the whole community but are charged
to chosen groups of members — e.g. costs
of elevators maintenance are shared only
by residents of staircases where elevators
are installed. It is 4 staircases of 10 total.
It gives 32 apartments with approximately
128 residents. Other costs, like costs of
electric energy, heat or water and sewage,
are — wherever possible — distributed over
residents according to actual consumption.

The group of costs of various failures
(part of Repair Fund costs) is difficult to
define in terms of value during the period,
and because of that it is troublesome for
the community, hence the issue of plan-
ning insurance expenses (random events,
vandalism) is seen as very important. An
attempt was therefore made at failures
classification to better plan spending on
them. The analysis of past and current
events shows that the most frequent fail-
ures which the community had to deal with
are: seasonal, very costly damage to the
heating — valves, temperature controllers
in shafts, garage halls; burned out bulbs in
staircases and garage halls; crashed barri-
ers in garage halls — torn ropes, damage
caused by attempts to manually lift or lower
the barriers; door damage — locks, handles,
closure regulators (in staircases and gar-
bage room); clogging drains (sewerage
wells and gutters); failures of ventilation
ducts — damage to chimneys, ventilation of
dwellings and garages; roof leaks — cracks,
stains; devastation of green areas.

Trends of costs (planned and actual)
indicated by the community as significant
in the examined period are contained in
the following charts. A general conclusion,
after examination of these costs, is that
in every group significant differences are
visible between planned and actual costs.
The reasons for this are discussed in more
detail below, in the analysis of the plans
and the implementations of the budgets
in the audited period. What is noticeable,
and should be seen as a positive sign, is
that actual costs turn out to be substan-
tially lower than planned — even if some of
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Chart 1. Cost trends of electric energy (planned and actual) in the housing community in 2011-2015

(in thousands of PLN)
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Source: based on documentation of the residential community.

them generally show an upward trend. The
exceptions are administrative expenses in
2015, but these differences, despite appear-
ances, are not considerable in this case (in
terms of value) and neither are costs of
water and sewage, maintenance of green-
ery and partially costs of heat, where the
main reasons for noticeable variations are
weather conditions that are hard to predict,
which is also discussed in detail later in the
article.

The first group of costs are the costs of
electric energy. The expenditures on elec-
tricity were underestimated by the com-
munity in the first audited year, which was
also the first year of “full operation” for
this entity.

In next years, the community made
efforts to plan these costs at the level of
actual demand and simultaneously distri-
bute them more equitably among the users.

In the part of these costs that is ‘common’
for all residents (e.g. illumination of sta-
ircases and, to some extent, garages), the
community consistently strived to imple-
ment solutions to reduce these costs, which
ended in complete success.

Actual costs of water and sewage, from
2011 to 2013, remain consistently higher
than planned, despite raising their level in
the community budget plans for the coming
years.

Installing separate meters for water and
sewage has not produced the expected
significant decrease in these costs, mostly
because they are connected with costs of
greenery maintenance (watering). It was
not until the decisions taken by the com-
munity regarding the reorganization of the
management of green areas that the expec-
ted breakthrough occurred. From 2013,
a significant decrease in the actual costs of

Chart 2. Cost trends of water and sewage (planned and actual) in the housing community in 2011-2015
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Chart 3. Cost trends of heat (planned and actual) in the housing community in 2011-2015 (in tho-
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water and sewage can be seen. A striking
difference between expenditures planned
for this purpose in the years 2014-2015 and
their actual level has its origin in attempts
to predict the consumption of water for the
planned but not carried out renovations
and rebuildings. The weather conditions in
these years are also significant.

The analysis of the costs of heat pro-
ves that their prediction is generally pro-
per, and slight deviations can be explained
by unpredictable weather conditions in
autumn and winter, and also a colder than
average spring.

A sharp increase in planned spending
for this purpose in 2015, not having any
reflection in actual costs, is associated with
the vote in the community to postpone
a planned major renovation.

Costs of maintenance of green areas were
a problem for the community because of
their amount perceived as painful in the set-
tlement for a single member. Starting from
2012, when established green recreational
areas around the community’s building were
listed in the budget as a separate group of

costs, these costs remained consistently
higher than planned, while showing a slight
upward trend from year to year. Per capita
(272 residents), the average costs of gre-
enery in the period 2012-2015 were about
PLN 200. Every resident, including children,
should pay PLN 49.46 per year, which was
unacceptable for many families, especially
if the issue of the damage caused by chil-
dren and pets was raised. It should be noted
that in subsequent years, this cost per capita
stood at a higher level. (In the opinion of
the authors, these costs should be settled not
per capita but rather per apartment).

Conflicts around these expenses, as well
as their relatively high yearly level, forced
the community to seek solutions that would
reduce the devastation of green areas and
decrease, at least in part, the cost of the
groundskeeping.

The actions taken, discussed in the
analysis of the individual budgets of the
community, allowed for a significant cost
reduction in water consumption related to
the need for watering plants and led to the
inhibition of the growth of cost of green-

Chart 4. Cost trends of groundskeeping (planned and actual) in the housing community in 2011-2015
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ery. The visible difference between actual
and planned costs in 2015 is once again
a result of anticipated costs of expected
damage to and reconstruction of greenery,
due to renovation works, which ultimately
were not performed.Administrative costs,
like management of the property, were set
by the community at a relatively high level
oscillating around PLN 50,000 per year.
Until 2014, actual costs of management
were lower than planned, although did
not significantly differ in value. The devia-
tion seen in 2015, showing a higher level
of actual costs than that of the planned
ones in terms of value, amounted to PLN
1,382.65, which is not really significant.

These costs are accounted for 32 apart-
ments (from 68 in all). The average annual
cost of maintenance of the elevators in the
audited period is at a level of PLN 18.753.75.
It means that the average annual cost per
apartment located in a staircase with eleva-
tors is PLN 586. Generally, planned costs are
not significantly different from actual costs in
this case. An exception is the year 2015.

The community’s efforts to reduce these
costs, or at least keep them at a satisfac-
tory level, are discussed under the analy-
sis of budgets, together with a significant
deviation seen in 2015 between the planned
and actual costs and the rationality of both
actions and plans.

Chart 5. Cost trends of property management (planned and actual) in the housing community in

2011-2015 (in thousands of PLN)
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Costs of maintenance of elevators are
a group of costs not charged to the whole
community, but only to potential users.
These costs are high as a result of frequent
failures and costly maintenance. They are
PLN 20,000 per year.

As presented in Chart 7, the planned
and actual costs of building insurance and
the deviations have their source in the
changing prices of the policy and its cov-
erage, some discounts on the premium,
and the change of insurer (this last change

Chart 6. Cost trends of elevators maintenance (planned and actual) in the housing community in

2011-2015 (in thousands of PLN)
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Chart 7. Cost trends of building insurance (planned and actual) in the housing community in 2011-2015

(in thousands of PLN)
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entailed a considerable decrease in costs
in 2014). A variation between planned and
actual costs in 2015 is discussed in detail
while analyzing the community’s budget for
that year.

The costs of Repair Fund and the trend
in the examined period show that the com-
munity, when planning these costs, takes
carefully into consideration growing arrears
on the Repair Fund, reflected in implemen-
tation of budgets since 2013.

Actual costs, though rising, remain lower
than expected. This is a major achievement
in view of the above-mentioned group of
costs that is so difficult to predict in terms
of value and frequency, like costs of various
failures.

The following tables contain informa-
tion on selected data included in budgets
and reports on their implementation in the
considered period. Interpretation of varia-
tions and investigation of what impact they
had on budgetary decisions in the coming

years allowed for determining how the resi-
dential community uses information con-
tained in the budgets for the management
of its finances (cost reducing).
Noteworthy are the significant discrep-
ancies between planned and actual expen-
ditures on electricity, water and sewage,
building insurance, road salt, postal serv-
ices, expertise of the planks estimator, and
costs included in the budget as ‘other’.
The increase in spending on electric-
ity can be explained, on the one hand, by
price increases (as in the case of the insur-
ance policy) and, on the other hand, by
running the ventilation on the roof of the
building as well as exploitation of gates in
the garage halls that was more intensive
than expected. The cost of water and sew-
age that was much higher than planned
is explained by the lack of separate water
meters (almost double increase; the cost
of water increases when consumption is
measured together with the wastewater)

Chart 8. Cost trends of Repair Fund (planned and actual) in the housing community in 2011-2015

(in thousands of PLN)
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Table 1. Budget of the residential community for 2011 and its implementation (selected items) in PLN

Costs Revenues
specification Plan Jan.-Dec. | implementation specification Plan Jan.-Dec. | implementation
Working costs Advance payments 234,707.59 237,966.54
1. electric energy 27,859.22 38,797.83 Repair Fund 34,004.16 33,987.58
2. water & sewage 7,651.67 16,505.44
3. heat center 6,269.13 5,756.40
4. building insurance 3,900.00 4,751.00
5. janitorial 53,724.00 50,700.24
6. obligatory inspections 5,500.00 4,999.97
Minor breakdowns and repairs
1. provision for failures and repairs 15,000.00 15,308.69
Other costs
1. road salt 4,500.00 2,316.00
2. postal charges 1,500.00 544.11
3. costs of heating 11,344.54 10,892.88
4. bank charges 900.00 1,151.54
5. other 16,183.31 8,268.82
Management 50,494.92 50,479.92
Elevators maintenance 14,380.80 17,028.90
Repair Fund
1. expertise of planks 3,000.00 6,900.00
2. other minor repairs 25,501.73

Source: based on documentation of the residential community.




and by the fact that the development of
green areas resulted in an increase in water
demand (intensive watering of plantings)
in 2011. Consumption of road salt, lower
than expected, was related to the unpre-
dictable weather conditions in late autumn
and winter. Similarly, expenditure on cor-
respondence turned out to be overesti-
mated compared to the real demand. An
interesting item is the budget ‘expertise of
planks’ in connection with their planned
replacement — the difference between the
estimated cost of the service and the actual
expense resulting from replacing one kind
of planks with other types, which resulted
in a significant change in the operating

costs and the required expertise. Other
costs are primarily costs associated with
unscheduled repairs and reconstructions
which occurred and had to be conducted
after the budget preparation and with
a significant number of small, unplanned
repairs and breakdowns, due to the dif-
ficulty in predicting their necessity. Higher
than expected maintenance costs of ele-
vators resulted from a routine check and
the need to replace/repair some of their
elements.

The analysis of the 2012 budget indi-
cates that the community can draw conclu-
sions from past events and take them into
account in plans for the next year.

Table 2. Budget of the residential community for 2012 and its implementation (selected items) in PLN

Costs Revenues
specification Plan implemen- specification Plan implemen-
Jan.-Dec. tation Jan.—Dec. tation
Working costs Advance 181,932.18 | 181,932.18
1. electric energy 42,000.00 | 3691909 |Payments
2. water 8,000.00 | 14 497.70 |Repair Fund | 126,976.17 | 120,310.86
2a. Service fee — water 150.00 140.07
2b. Service fee — sewage 250.00 233.13
3. heat center 17,000.00 | 16,577.78 |Other 7,400.00 7,292.85
revenues
4. building insurance 5,000.00 4,752.79
5. janitorial 50,800.00 | 45,043.20
6. obligatory inspections 5,200.00 3,500.00
Other costs
1. groundskeeping 11,000.00 | 10,351.00
2. court fees 5,000.00 4,442.67
3. bank charges 1,200.00 1,122.25
Management 50,464.92 | 50,251.79
Elevators maintenance 17,000.00 16,577.78
Repair Fund
1. joinery 1,500.00 2,160.00
2. locksmith 1,800.00 44723
3. emergency works 30,000.00 | 67,040.03
4. facades 64,000.00 | 35,881.11
5. other 58,000.00 | 46,872.00
Source: based on documentation of the residential community.
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Table 3. Budget of the residential community for 2013 and its implementation (selected items) in PLN

Costs Revenues

specification Plan Jan.-Dec. | implementation specification Plan Jan.-Dec. | implementation
Working costs Advance payments 158,221.62 158,221.62
1. electric energy 40,000.00 35,408.73
2. water 11,000.00 17,217.37 Repair Fund 183,040.65 183,040.65
2a. Service fee — water 150.00 245.33
2b. Service fee — sewage 250.00 409.72
3. heat center 15,810.00 17,210.80 Other revenues 7,400.00 7,213.95
4. building insurance 5,000.00 4,747.00
5. janitorial 52,000.00 46,213.20
6. obligatory inspections 14,656.20 9,585.82
Other costs
1. groundskeeping 9,623.00 14,381.63
2. court fees 5,000.00 7,040.30
3. bank charges 600.00 529.25
Management 50,464.92 49,399.65
Elevators maintenance 17,500.00 17 210.80
Arrears on operating costs at the end of the year 0.00 14,900.00
Repair Fund
1. plumbing 14,310.00 14,195.52
2. locksmith 800.00 438.45
3. emergency works 40,000.00 34,466.39
4. facades 20,883.71 14,580.00
5. insulation 15,000.00 810.00
6. renovation of the adjacent areas 26,500.00 3,348.47
7. roofing works 20,000.00 6,519.00
Arrears on the Repair Fund at the end of the year 0.00 27,483.99

Source: based on documentation of the residential community.




The housing community installed water
meters, which aimed to reduce costs in this
areca. However, the need for the care of
landscaping in unpredictable weather con-
ditions in the spring and summer largely
eliminated the planned savings on the cost
of cold water in the year under review. In
the budget, there was a new item — costs of
greenery, including activities such as prun-
ing, replacing plants, spraying, fertilizing,
mowing, etc. Higher spending on electric-
ity was also planned, taking into account
its actual level the year before, while at
the same time light bulbs were replaced
with energy-saving ones. The community
also undertook efforts to initiate a replace-
ment of elements of the ventilation in the
garage halls. The installation of a modern
electronic system of ventilation and its
control, shortening the time of ventilation
and automatically turning it off when the
hall conditions are consistent with estab-
lished standards, should be reflected in
subsequent years as a significant reduc-
tion in power consumption. The mea-
sures taken resulted in a slight decrease in
spending on electricity in that year. Simi-
larly, in the case of costs of maintenance
and operation of elevators and costs of
failure repairs, lessons were drawn from
the past and the community planned for
higher spending for this purpose. In the
case of maintenance of the elevators, the
actual level of spending almost exactly cor-
responded to the planned costs. Planned
costs of unexpected failures and minor
repairs, raised to the level of expenditure
for this purpose, i.e. PLN 30,000, did not
produce the expected result — these costs
proved once again to be underestimated
since the actual expenditure for this pur-
pose in 2012 amounted to more than PLN
67,000. This resulted from the planned
works on the facade of the building because
not all of the activities resulting from the
schedule of works were actually completed
in that year. Moreover, during the works
it was also decided to replace some of the
materials (cheaper substitutes). The cost
of maintenance of the elevators (at that
stage), in practice, also proved to be lower
by more than PLN 28,000. However, reno-
vation works resulted in a series of gradu-
ally revealing minor damage and accidents
caused by both residents and property
renovation teams, hence the planned

expenditure for this purpose proved to be
insufficient.

The budget of the community in 2013
(Table 3) contains new disadvantageous
items, namely the backlog in paying fees
for running costs and the Repair Fund,
which increased the costs of legal proceed-
ings (these are the costs of debt enforce-
ment proceedings) that exceed the planned
expenditures for this purpose by more than
PLN 2,000.

The increased cost of central heating
prompted the community to install tem-
perature controllers in utilized rooms. The
community consistently reduced its planned
expenditure on electricity, and the actual
costs appear to have been lower and lower,
while it kept a high level of the cost of cold
water, which is again related to the care of
green areas and an extremely dry and hot
summer. Despite higher spending planned
for this purpose, the implementation of the
budget is still significantly different from
the value planned. Also, other maintenance
costs of greenery were higher than planned
due to diseased and withered plants, which
required replacement of some plantings.

The community overestimated expenses
for the necessary technical inspections
and certifications, but this was related to
the expected additional cost of ‘technical
acceptance’ which did not occur because
of the failure to complete the works on the
facade. There was also the need to carry
out works on the roof of a building, associ-
ated with the leakage of installed terraces
on the roof and flooding of apartments and
walls located below, which entailed spend-
ing on roofing and insulation, replacement
of tiles, etc. These costs were also overes-
timated compared to the actual costs (part
of the requested works was not performed),
but noteworthy is the planned expendi-
ture on the renovation of adjacent areas
in connection with the expected necessity
of cleaning up the area around the build-
ing after renovation and restoration to its
previous state. Together with the cost of
roofing works, it is the main reason for the
deviation between planned and actual costs
of Repair Fund. In fact, fundamental reno-
vation of green areas was not necessary and
damage was minimal as compared to what
was expected.

Budget plan and its implementation in
2014 are as follows:
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Table 4. Budget of the residential community for 2014 and its implementation (selected items) in PLN

Costs Revenues

specification Plan Jan.-Dec. | implementation specification Plan Jan.-Dec. implementation
Working costs Advance payments 163,983.21 163,984.30
1. electric energy 35,000.00 28,274.36
2. water 14,000.00 2,301.64 Repair Fund 177,279.12 177,278.37
2a. Service fee — water 300.00 56.09
2b. Service fee — sewage 459.00 94.63
3. heat center 20,000.00 15,812.94 Other revenues 51,415.21 79,598.34
4. building insurance 5,000.00 3,260.00
5. janitorial 46,213.20 46,443.00
6. obligatory inspections 11,563.78 7,973.99
Other costs
1. groundskeeping 14,192.28 15,147.75
2. court fees 8,000.00 1,163.24
3. bank charges 600.00 541.50
Management 49,624.00 49,623.84
Elevators maintenance 24,000.00 19,615.30
Arrears on operating costs at the end of the year 0.00 16,376.12
Repair Fund
1. masonry 213,000.00 150,535.99
2. joinery 5,000.00 4,133.00
3. emergency works 40,000.00 44,057.22
4. appraisals 11,495.59 4,674.00
Arrears on the Repair Fund at the end of the year 0.00 39,343.85

Source: based on documentation of the residential community.




There was a continued decrease in
spending (both planned and actual) for
electricity, which proves that the replace-
ment of light bulbs with energy-saving bulbs
and the investment in the intelligent venti-
lation system gave the expected results, and
the unfavorable trend was reversed.

Given the level of expenditure on cold
water, a higher cost of consumption was
planned than in the previous years. How-
ever, actual expenditures for this purpose
were decreasing abruptly in 2014. It was
an effect of the previous year’s decision —
due to the need to replant some greenery
and constant complaints from inhabitants
about the high cost of greenery mainte-
nance — to change the type of plants to
those more resilient, especially to drought
but also frost. As a result of this decision,
in 2014 only lawns required watering. Also,
the weather conditions entailed no need for
frequent irrigation of green areas. Other
expenses for the maintenance of green-
ery remained at the level of the previous
year, which was correctly anticipated and
planned for in the budget.

Noteworthy is the downward trend in the
cost of management, matching the trend
already seen in the previous year, when
the manager’s remuneration decreased as
voted by the residents as a penalty. Spend-
ing on central heating decreased, which is
associated with the rather mild winter and
the completed works on the facade of the
building (and hence thermal insulation)
and at the same time confirms the correct-
ness of the decision to install temperature
controllers.

Higher spending on legal fees in con-
nection with the backlog in payments was
planned for in the budget for 2014, which
should be considered a logical move, but
the implementation of the budget points
to an initial overstatement of these cost
items. Increased indebtedness of members
of the community was related to arrears on
payments to the Repair Fund and mainte-
nance costs; however, other incomes of the
community increased significantly, which is
associated with renting business premises
and other space not utilized by the com-
munity.

This community, in search of savings,
also decided to change their insurer that
year, which is reflected in the decrease of
the cost of the insurance policy of the build-
ing. Then the ‘appraisals’ item appeared,

covering expenses for the preparation of
appraisals in connection with the planned
masonry works, the cost of which was also
planned.

A significant variation of actual and
planned costs in the case of appraisals and
masonry, which can be seen in the com-
munity budget for that year, is a result of
the decision to carry out a limited repair,
and thus prepare appraisals for only part of
the repair works on the terraces. The revi-
sion of the earlier estimates results from
the accumulation of arrears on the Repair
Fund.

Renovations scheduled for that year
were included not only under the ‘masonry’
item in the budget; the associated poten-
tial increase in other costs also found
its reflection in the planned spending.
Included were the costs of renovation-
related appraisals, and moreover provision
was made for, among others, much higher
power consumption in connection with
the power use by teams operating repair
equipment and tools, prolonged/more fre-
quent lighting of stairways and rooms being
refurbished, and post-heating (much higher
planned cost of heating can be explained
also by the anticipated expenditure on
technical inspection). Higher consumption
of water necessary for large-scale masonry
works and renovation of the adjacent areas
after completion of the works (including
new green areas due to the risk of dam-
age to plantings and destruction of lawns)
was also planned for, as were more minor
breakdowns, based on past experience.
It is worthy to note that the actual costs
of the maintenance of greenery in 2015
decreased for the first time in the exam-
ined period. It proves the effectiveness
of the adopted solution, namely replac-
ing ornamental plants with mostly coni-
fers and holly — hardy, undemanding and
more resistant to damage caused by kids
and pets.

Worthy of a separate discussion is the
sharp increase in the planned expenditure
on insurance, not having its reflection in
reality. It stems from a desire to rationalize
the expenditure on elevators maintenance,
especially burdensome for some inhabit-
ants charged with these costs. The elevators
in the community’s building are damaged
quite frequently, and the repair costs are
a significant item of expenditure for the
community, regardless of the relatively high
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Table 5. Budget of the residential community for 2015 and its implementation (selected items) in PLN

Costs Revenues

specification Plan Jan.-Dec. | implementation specification Plan Jan.-Dec. implementation
Working costs Advance payments 168,415.20 168,335.26
1. electric energy 90,000.00 35,898.45
2. water 30,000.00 1,522.66 Repair Fund 172,847.16 172,823.64
2a. Service fee — water 300.00 169.54
2b. Service fee — sewage 459.00 286.36
3. heat center 50,000.00 15,195.88 Other revenues 154,245.63 78,184.70
4. building insurance 12,000.00 3,388.00
5. janitorial 47,000.00 46,864.00
6. obligatory inspections 22,000.00 3,908.08
Other costs
1. groundskeeping 45,000.00 13,932.51
2. court fees 3,300,000 1,722.00
3. bank charges 1800.00 624.06
Management 48,872.00 50,254.65
Elevators maintenance 72,000.00 23,336.00
Arrears on operating costs at the end of the year 0.00 17,888.75
Repair Fund
1. masonry 300,000.00 161,852.56
2. renovation of the adjacent areas 90,000.00 29,865.19
3. emergency works 120 000.00 39,536.07
4. appraisals 20,000.00 3,690.00
Arrears on the Repair Fund at the end of the year 0.00 41,914.09

Source: based on documentation of the residential community.




costs of maintenance and inspection and
required repair and replacement of struc-
tural elements which have their source in
the normal wear and tear. The community
decided to approach insurance companies,
desiring to conclude an insurance contract
covering elevator failure risk; the commu-
nity predicted that the insurance premium
for this type of cover would be high but
profitable in view of high costs of repairs
and maintenance in the long run. Also,
the insurance premium was meant to be
spread over all members of the commu-
nity, including those who occasionally used
elevators and might be as well suspected
of vandalism as visiting non-residents and
those who were obliged to bear the costs of
maintenance ‘automatically’ because they
lived in staircases with elevators. It would
also put an end to conflicts around these
costs, second only to disputes about the
maintenance of greenery.

However, the risk of this type from the
point of view of insurance companies is
uninsurable (Monkiewicz, 2000, pp. 35-37).
In the absence of insurance coverage, the
community decided to solve the problem of
the cost of elevator operations in a differ-
ent way. An agreement was signed with the
firm servicing the elevators in which, for
a fixed fee, crash risk was borne by the ser-
vice provider. If a failure occurred, repair
was done at the expense of the servicing
firm, whether the damage resulted from
normal wear and tear or was the result of
vandalism or an accident. The obligation
to repair was independent of the number

of failures reported in a year. That year,
this type of agreement resulted in a dras-
tic increase in the planned expenditure on
the maintenance of elevators, which took
into account possible serious damage or
failures resulting from carrying out renova-
tion works in the building. The actual cost
of maintenance of elevators accounted for
slightly more than 30% of the planned cost.
Because bearing this cost was unacceptable
from the point of view of the residents of
chosen apartments only, all residents were
obliged to pay this cost. The future will
show if this solution proves to be truly ben-
eficial in the context of cost reduction (not
per capita, but overall).

Since the planned repair works were not
completed in 2015, the implementation of
the budget for operating costs associated
with these activities significantly deviates
from the planned values. In the case of
water consumption, this is also related to
the relatively cool spring and equally cool
and stormy summer, which significantly
reduced the need for watering green spaces.
The operating costs of central heating did
not increase in 2015 despite relatively low
temperatures persisting over a long period,
but declined slightly, which confirms once
again the relevance of investment in ther-
moregulators.

A worrying phenomenon is the observ-
able decline in revenues compared to what
was expected, with a continued increase in
the debt of the community members.

As shown in Chart 9, revenues in the
audited period outweigh the costs each

Chart 9. Costs and revenues of the housing community in the period 2011-2015 (in thousands of PLN)
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Source: based on documentation of the residential community.
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time, and the actual costs are lower than
those planned, while actual revenues are
higher than planned.

4. Conclusions

In view of the above findings, the answer
to the question of whether budgeting lets
the community reduce its costs of activ-
ity, achieving measurable benefits, and
whether it lets the community find new,
better ways to operate, ensuring its greater
cost-effectiveness and economic efficiency,
is generally affirmative.

The analysis of the budgets of the com-
munity and their implementation in 2011—
2015 shows that budgeting is successfully
used there as an instrument of manage-
ment accounting to manage its finances.
The use of budgeting by the community as
a method of cost management in the exam-
ined period allowed for a significant reduc-
tion of certain categories of costs — primar-
ily consumption of water or electricity and
heating and maintenance of green areas.
In the case of energy and central heating
costs, taking remedial action allowed for
the reversal of negative trends — in the
observed period they declined systemati-
cally. In the case of the cost of water con-
sumption, its reduction is spectacular, and
appearing variations between the planned
and actual volumes should not be judged
negatively due to the fact that water con-
sumption (as well as heating costs) is also
influenced by weather, which is unpredict-
able and independent of the community’s
action. The community’s efforts aimed at
rationalization of operating costs as well as
its efforts to find additional sources of rev-
enue (renting unutilized space) are rational
and mostly result from inference on the
basis of the analysis of the observed vari-
ations between planned and actual costs,
allowing those responsible for the finances
to determine the cause of these variations
and their place of origin. This brings the
desired effects.

An analysis of ventures undertaken by
the community shows possible corrective
actions because of occurring deviations
(such as replacing light bulbs with energy-
saving ones, installing temperature control-
lers, water meters). These activities also fit
the signing of a new agreement with the
elevators servicing firm, giving the com-
munity a chance to avoid future variations

in repair costs due to difficult-to-predict
(in terms of volume and value as well as
causes) failures. The community postulates
corrective actions to eliminate the forma-
tion of variations in the future (the deci-
sion to change the management of green
areas). A source of the most significant
variations is the large renovation planned
for 2015, then not performed (due to the
rising indebtedness on the Repair Fund
account). The decision to postpone it is
hard to criticize under reduced revenue.
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