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Abstract

This work deals with the application of cost management processes in the selection of real estate
intended for housing. The paper focuses specifically on apartments in the Czech Republic, Prague.
The selection of real estate is considered as a project, since this activity has all possible aspects of
project management. A frequent mistake in choosing is to assess only the bid price in relation to the
conditions and the location. Here the costs of real estate operation are solved, without the
liguidation phase. However, future costs associated with the operation of the property always differ.
This paper presents all possible costs associated with the use of a housing unit. Cost management
procedures are planning, cost estimation, budgeting and cost control. By adapting the cost
management rules to buy an apartment, the risk of inappropriate trade is reduced for most consumer
units. It is possible to avoid unreasonable purchases and distortions of the real estate market not only
in the Czech Republic but also in other locations. The aim of the work is to present costs that the
buyer must calculate when choosing a suitable property and how to subsequently manage or control
it.
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Introduction

Research on price-setting factors in the residential market is currently underway. Part of this
research is also the application of project management rules to the behavior of entities in the real
estate market. In the real estate market, it is possible to manage real estate business, offer of
available real estate for sale or lease, as well as individual real estate portfolios that are dealt with
within facility management. Real estate prices are dependent on many microeconomic and
macroeconomic factors. In the real estate market, quality and well-founded decisions are important
[1], which corresponds to project management rules. Factors affecting house prices in individual
regions are not the same [2], [3]. Generally, the most debatable factors in professional articles are
location, civic amenities, transport accessibility, job offer, mortgage interest rates, etc. All these
factories mainly determine the purchase price of the property.

Pricing factors also affect the operating costs that the property owner must be able to meet.
Typologically, operating costs will not change, or slightly, in different regions (countries), depending
on legislation. Certainly, these costs will change, as there are different price levels and living
conditions globally. This article deals primarily with the identification of the basic typology of
operating costs related to the personal ownership of residential real estate in the capital of the Czech
Republic, Prague. By means of cost management rules a clear and clear procedure how to assess real
estate is presented. This is an important aspect when assessing the availability of housing. The
availability of housing cannot be assessed solely based on the ability to obtain a mortgage loan from
a bank or other financial institution.

Methodology

The basics of project management, as outlined in A guide to project management body of
knowledge, include a description of how cost management works [4]. Cost management includes
planning processes, cost estimation, budgeting and control. Different entities in the real estate
market measure the cost of real estate in a different way and at a different time. The buyer has to
count on the highest number of different costs, as opposed to the seller or sales agent. In general, the
following procedure applies to cost management [4]:

Table 1: Cost management processes

Process according to [4] Purpose in real estate market

Plan cost Creates plan how to work with costs in future time. Gives list of
important and considered costs.

Estimate costs Estimates the amount of costs required for whole life cycle of property
in private ownership and related expenses.

Determine budget Provides a definitive overview of the composition and amount of costs

that should not be exceeded in order to keep the property available.
Based on this budget, actual expenditures and plans are checked in the

future

Control costs Owner must control planned costs with income of household. It
contains checking of new agreements for energy supply, repairs or
taxes.

Tools for individual processes are according to [4] e.g.: expert judgment, parametric estimating,
bottom-up estimating, three-point estimating, reserve analysis, project management software, cost
of quality, vendor bid analysis, historical relationships, funding limit reconciliation, performance
reviews, etc.
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In most cases, the estimate costs and determine budget processes are merged into one process
where smaller projects are determined using simple methods - calculation, unit prices of suppliers,
etc. [4]. Planning and cost control are very important processes, because without these processes it
would be a totally reckless purchase of real estate. Before buying a residential property, analyzes and
calculations are an essential element in determining affordability for the buyer. For many buyers,
investing in a privately-owned residential property is often the only and highest investment in life.
After purchasing the property, its operation may become liquidation for the buyer. In the construction
industry, cost management processes are a continuous activity - especially from the perspective of
general contractors. The continuity of procurement, construction and completion requires the
approach of entire economic departments. For real estate business, the initial balance sheet is
primarily needed, so the time required is not continuous but one-off. For initial cost analysis and plan
creation, it is advisable to use real estate agencies or expert advice. In the case of this work, it is an
initial identification of all the costs to be considered when planning the acquisition of own housing.

The costs were determined by analyzing the offer advertisements on the most used real estate
website in the Czech Republic Sreality.cz [5]. Currently (April 2020) there are 3 952 privately owned
flats for sale in Prague [5]. These are apartments with one to five living rooms plus kitchen, bathroom
and toilet. The price range is from EUR 59,000 EUR to 1.8 million EUR. A total of 270 apartments for
sale do not have a bid price. There are 662 family houses in the capital [5]. The price range is from
89,000 EUR — 2.8 million EUR, while out of a total of 662 for 130 advertisements, the price of the
property is only on request and showing interest at the real estate agency. The properties for which
the price is not listed usually have the character of luxury apartments and houses, or occur in very
preferred locations (city center, historic center, historical building, houses with large land plots, etc.).
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F{guré 1: Example of bid advertisement and available information (souféé: [6])

At the Faculty of Civil Engineering, Department of Economics and Management in Civil Engineering,
software for obtaining data from this real estate website is being developed. However, these data do
not provide detailed information on all costs that may be associated with the property. For this
reason, each advertisement was examined separately, since only in this way could it be possible to
obtain information on the type of costs. The location of the property was monitored due to the civic
amenities on the map, which is always part of the advertisement. It has been also looked at photos
taken by the owners or real estate agents to find possible information on maintenance, technical
condition of the property, parking options, etc. It is therefore a manual and time-consuming work,
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which, however, yields unique knowledge that could not be recognized in the table. Important is also
the text of the advertisement, which in several cases points out the conditions and other costs that
must be paid in case of purchase. The most common case is the condition of buying a cellar and a
parking space for the apartment to be sold. It is therefore not possible to buy an apartment without
these premises, even if the buyer does not have a car. These are additional high amounts of
acquisition costs that may be decisive for obtaining a mortgage loan if the buyer does not have
enough equity. The availability of equity for the acquisition of own housing in the Czech Republic is a
major problem. The buyer must have at least 10 — 20 % of the purchase price (depending on the type
of property) + 4 % to pay real estate acquisition tax. Ascertained costs fully associated with real estate
are recorded in the following chapter, Table 2 Typology of operated and related costs.

Analysis results

Just as society evolves, so does housing. The growth of smart homes and the incorporation of
modern technologies have an impact on new types of costs. The costs identified by the analysis
should give a comprehensive overview not only to experts, but also directly to the buyer, what to
count on the acquisition of real estate. What costs to include in their plans (First process of cost
management), which to evaluate and compare with household income (Second and third process of
cost management), and which to control (Fourth process of cost management) for sustainability
availability of own housing. If any of these steps is wrong, then there is a risk of distrain, loss of
property, moving to a smaller property, lack of confidence to repay obligations, etc.

Table 2: Typology of operated and related costs. (Source: Authors judgement)

Costs Description Frequency
Initial costs Depends on type of property — bid price / | Once
purchase price. There is included VAT only for
new property.
Parking slot and cellar room For new property necessary part of the | Once
purchase
Real estate acquisition tax 4 % in the Czech Republic — only for older | Once
property. This tax should be abolished (in
negotiations)
Real estate tax According to formula of Ministry of Finance Yearly
Deposit in the Cadastral office | To change owner Once
Provision to real estate agency | Advertising, buyer search Once
Legal service Preparing of agreement, consultancy Once / According
to need
Mortgage negotiation fee Fee at the beginning of the agreement with | Once
the bank
Interest on the loan | Average interest rate 2,42 % [7] Monthly
(mortgage) plus fees
Reconstruction, When buying older property According to need
modernization
Minor repairs During using — each 3 to 5 years (painting, | Once per 3 to 5
plumbing, etc.) years
Major repairs During using — approximately each 10 years | Once per 10 years
(tiling replacement, fixtures, heating, etc.)
Repair loan (community of | High loan for essential modernization Monthly
owners)
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Repairs fund

Smaller amount of money for basic repairs in
common areas

Monthly

Service of equipment

Revision of chimney, gas boiler, lightning
conductor, etc.

Once per 2 to 3
years

Insurance Real estate insurance Plus liability | Yearly
insurance (water accident)
Furnishings According to the size of the new property, | Once
client requirements. New kitchen with
equipment
Electricity Payments to the supplier Monthly
Gas Payments to the supplier Quarterly
Water (include sewerage) Payments to the supplier Monthly
Heating The height of ceiling is important for the sum | Monthly

of heat consumption

Energy label of the building

Planned energy consumption (insulation,
new windows, roof, heating system, energy
recovery — photovoltaics, heat pumps, etc.)

According to need

Facility management Joint payments in the community of owners | Monthly

Cleaning common areas Joint payments in the community of owners | Monthly

Waste Fees for waste collection + initial costs for | Monthly
the container

Another services Laundry, lounge, reception Monthly

Internet — connectivity Internet, television, radio tax Monthly

Installation and operation of | Video recording, sound signal, safety door Once

the security system

Smart home software and

Smart systems for checking the consumption

Once + According

updates of energy, security, entertainment to need
Door lock replacement Because of former owner and keys Once
Change of permanent | The highest cost is time at offices in this part | Once
residence
Garden, terrace, pool Operating maintenance costs Monthly
Street parking slot fee There are special zones for residence Yearly
Maintenance of used surfaces | Cleaning the apartment (different costs for | Monthly
wooden surfaces than for normal tiles, etc.)
Reserve for risks Risk not only in housing. Risks of lifestyle, job | Monthly
loss, breaking equipment, etc.
Increased noise at the rush | Higher costs for more effective windows Once
street
Distance of some bigger | In these types may family buy cheaper things | Weekly
grocery store
Transport and time, Public | Costs depend on distance to the work, | Monthly
transport, Car. number and age of members in household.
Distance of schools or sport activities.
Costs of other opportunities Investing in business, stock markets, car, art, | Once

etc.

Some of these costs cannot be concluded and their prediction is difficult. However, it is essential to
count on them in an approximate amount. Transporting to work and bringing children to school can
be time-consuming, with side effects on fuel consumption, vehicle wear and loss of time on
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productive activities. These hard-to-determine costs can be the reasons for the later sale of the
property and thus the loss of some invested money.

Mortgage loan can be repaid up to 30 years. This is a long time for specific predictions of the
development of individual costs. However, for the first third of the loan duration, the prediction is
crucial. This period may also be equal to the period of fixation of the agreed interest and check the
costs before refinancing to make it clear where the buyer will move the new mortgage rate relative to
household income.

The interest on the mortgage is deductible from the tax base, which brings a certain advantage,
but slight. There is no major support for operating and related housing costs in the Czech Republic.
Young families are supported by the state. However, they must meet several conditions in order to
receive soft loans. Nowadays, however, low interest rates do not contribute to improving the
availability of housing. However, buyers and consulting firms themselves can help financial literacy to
reduce the risk of a potential crisis. Risk reduction would be done by considering the cost of living of
the project - the purchase of real estate. Only prudent purchases can maintain a relatively stable real
estate market.

The best way to verify the availability of housing from a financial point of view is to compare
household income with future expenditure. The above list of costs can serve as a basic checklist. The
selected costs that will most likely be realized subsequently enter into the calculation. The result of
the calculation is the total monthly cost of housing.

Conclusion

This article discusses the importance of tracking costs and applying cost management processes to
real estate business. The subjects of business are mainly residential units and family houses. A
comprehensive overview of all costs that may arise during the ownership of a property and must be
considered has been created. The buyer must deal with these costs when planning the acquisition of
the property in order to determine if the property is affordable. If the individual cost management
processes are followed, it is possible to predict a lower number of unreasonable purchases. The basic
processes are cost planning, estimation of cost items, budget creation and subsequent control of
compliance with the plan or recalculation. This could have a positive impact on financial crisis
management in the future. In different regions, the real estate market behaves in a slightly different
way depending on several factors. The cost of housing may also differ, at least in the amount. On the
other hand, there are also similarities that should be used to better understand the functioning of the
market and the possible application of knowledge from areas already explored.

The real estate market is a very complex industry that brings together several industries together,
and therefore there is a need for expert opinion for buyers who are not engaged in this industry. The
real estate market combines technical, economic and legislative knowledge. Being an expert in all
areas is very difficult, and therefore this article was created to bring the issue closer to as many
people engaged in real estate.
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