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ABSTRACT

There are several reasons why people invest in real estate chief among them being profit 

maximization. Due to the complexity of the property market, property owners usually 

engage the services of property managers, be they in-house employed or out-sourced, 

with the hope that these managers will help the investors in the attainment of their goals.

The properly management duties are many and diverse but most important during the 

performance of these duties is ensuring that the goals and objectives of the property 

owners are met. With profit maximization being the primary goal of many property 

owners, the property managers are usually called upqn to manage the funds emanating 

from the respective properties. Property managers are therefore usually called upon not to 

only prepare periodical budgets but also to practice proper budgetary control in order to 

adequately manage the funds emanating from the properties for which they are 

responsible, thus the significance of this study.



I ABLE OF CONTENTS

d e c l a r a t io n .......................................................................................................................................................... ii

DEDICATION.............................................................................................................................................................. iii

ACKNOWLEDGEMENTS........................................................................................................................................ iv

ABSTRACT...................................................................................................................................................................v

TABLE OF CONTENTS............................................................................................................................................ vi

LISl FO TABLES......................................................................................................................................................... ix

LIST OF CHARTS................................................................................................................................................  x

CHAPTER ONE......................................................................................................................................................... 1

1.1 INTRODUCTION.................................................................................................................................................1

1.2 PROBLEM STATEMENT..............T................................................................................................................ 2

!.3 STUDY OBJECTIVES....................................................................................................................................... 3

1.4 HYPOTHESIS.......................................................................................................................................................3

1.5 RESEARCH METHODOLOGY.......................................................................................................................4

1.6 SCOPE OF THE STUDY.................................................................................................................................... 5

1.7 ORGANIZATION OF THE STUDY................................................................................................................ 5

1.8 DEFINITIONS......................................................................................................................................................6

•

CHAPTER 2 ................................................................................................................................................................... 7

MANAGEMENT PRINCIPLES IN REAL ESTATE........................................... , .................................... ...........7

?.l FUNDAMENTAL ACTIVITIES OF MANAGEMENT.............................................................................. 7

2.2 WHY OWN PROPERTY................................................................................................................................. 10

2.3 PROPERTY MANAGEMENT....................................................................................................................... 11

2.3.1 THE ORIGIN OF PROPERTY MANAGEMENT..................................................................................II

• 2.3.2 '  PROPERTIES IN WHICH ONE CAN INVEST....................................................................................12

2.3.3 I HE MAIN PROPER IY MANAGEMENT FUNCTIONS IN COMMERCIAL

PROPER LIES.................................................................................................................................................15

2.4 CONCLUSION..!......... ............................................................................................................................. 26

vi



I HF, HI IDGETING AND HI IDGETARY CONTROL FUNCTION OF

PROPERTY MANAGEMENT............................................... ................................................................................ 28

3.1 HUDGETING................................................................................................................................................ 28

3.2 HI IDGET PREPARATION......................................................................................................................... 30

LIMITATIONS OF HIIDGETING............................................................................................................36

RECOMMENDATION................................................................................................................................37

3.3 BUDGETARY CONTROI.......................................................................................................................... 37

3.3 .1 METHODS USED IN THE DE TERMINATION OF THE

EFFECTIVENESS OF CONTROL........................................................................................................ 39

TREND ANALYSIS..................................................................................................................................39

COST VOLUME-PROFIT ANALYSIS.................................................................................................40

3.4 CONCLUSION.............................................................................................................................................. 41

3.5 CONCEPTUAL THEORETICAL FRAMEWORK................................................................................42

CHAPTER FOUR..................................... t .............................................................................................................. 43

4. DATA ANALYSIS AND PRESENTATION..................................................................................................43

4.1 INTRODUCTION............................................................................................................................................ 43

4.2 DESCRIP TION OF THE PROPERTIES.......................................................v .............................................43

4.2.1 RENT............. ............................................................................................................................................... 44

4.2.2 SERVICE CHARGE................................... , ..............................................................................................44

4.3 OWNERSHIP OF fHE PROPERTY....................................................................................................... 45

4.4 MANAGEMENT STRUCTURE OF THE PROPERTY......................................................................... 45

4.4.1 PROPER TY MANAGEMENT FUNCTIONS......................................................................................... 46

4.4.2 CHALLENGES OF PROPERTY MANAGEMEN T.............................................................................46

4.5 THE BUDGETING FI 'NOTION OF PROPERTY MANAGEMENT..................................................... 51

4 .5 .1 ITEMS TAKEN INTO ACCOUNT DURING THE

PREPARATION OF THE BUDGET........................................................................................................ 51

4.5.2 HIIDGF.TARY PREPARATION METHODS........................................................................................52

4.5.2. lr FORECASTING ME THODS APPLIED.................................................................................................... 54

4.5.2.2 CHALLENGES FACED BY PROPER ! Y MANAGERS DURING THE

PREPARA TION OF BUDGETS............................................................................................................... 57

*

. CHAPTER THREE................................................................................................................................................ 28

vii



4 .5.2.3 BUDGET VS ACTUAL PIGl JRES......................................................................................................... 58

4.5.3 BUDGETARY CONTROL MEASURES............................................................................................ 60%
4.5.3.1 SETTING TARGETS.................................................................................................................................60

4.5.3.2 MONITORING THE PROGRESS............................................................................................................61

4.5.3.3 EVALUATION OF PERFORMANCE.................................................................................................... 61

4.5.3.4 TAKING CORRECTIVE ACTION........................................................................................................ 63

4.6 SUMMARY.....................................................................................................................................................68

CHAPTER FIVE

V

5. CONCLUSIONS AND RECOMMENDATIONS............................................................................................. 70*

5.1 CONCLUSIONS............................................................................................................................................... 70

5.2 RECOMMENDATIONS...............................................  72

5.3 AREA OF FURTHER STUDY....................................................................................................... ...73

REFERENCES............................................................................................................................................................. 74

APPENDIX.................................................................................................................................................................... 76

viii '» »



LIST OF TABLES

Table 3.1 Format for a typical budget 35
Table 4.1 Types o f properties studied 43
Table 4.2 Property Management challenges 47
Table 4.3 Budget Preparation methods used 53
Table 4.4 forecasting Methods used during Budget Preparation 56
Table 4.5 Variances between budget and actual results for the period 1998 to 2002 58
Table 4.6 Performance Evaluation Methods used 62
Table 4.7. Relationship between the Budgeting methods used and variances 66
I able 4.8 Relationship between forecasting Methods used and variances 67

IX



LIST OF CHARTS

Figure 3.1 Conceptual Theoretical Framework . 42

Graph 4 .1 Comparison o f rent and service charge per sq ft 43

Pie Chart 4.1 The Different Management f  unctions 47

Graph 4.2 Bar Graph showing the different Budgeting Methods 53

Pie chart 4.2 Forecasting Methods 55

Graph 4.3 A line graph showing the average variances for the period 1998 to 2002 59

Graph 4.4 Bar Graph showing the Performance Evaluation Methods 62

Graph 4.5 A Bar graph linking tire Budgetary Preparation Methods with resulting Variances 66

Graph 4.6 A Bar Graph linking the Forecasting Methods with resulting Variances 67

%-

X



.CHAPTER 1

INTRODUCTION AND PROBLEM STATEMENT »

1.1 INTRODUCTION

I he Oxford Dictionary lias defined management as the control and making of decisions in an 

organization. It has also defined property as land and buildings. Property management 

therefore involves the making of decisions relating to land and buildings.

Thomerofl (1965,3) has further defined estate management as the direction and supervision of 

an interest in landed property with the aim of securing optimum returns. The returns need not 

always be financial but could also be in terms of social benefits, status, prestige, political 
power, and so on.

Macey & Baker (1973,1-2) on the other hand have defined good management as the 

application of skill in caring for the property, its surroundings and amenities; and in developing 

a sound relationship between the landlord and the tenant and also between the tenants 

themselves; in order that the estate, as,wcll as the individual houses may give the fullest value 

to both the landlord and the tenants. From the landlord's point of view, it is desirable that the 

property should be as efficiently and economically maintained and managed as possible while 

from the tenant's point of view, (he house should provide a home, set in surroundings where 

there are opportunities for attaining the wider goal of a full and happy life.

I he property manager is usually called upon to interpret the goals and objectives of the various

clients with the aim ol ensuring that these are met. The success of property management is

gauged not only by the extent to which it achieves its aims but also by the economy of effort.

money and material with which these aims are met. The goal of property management is

therefore to ensure maximization of returns to the landlord. The manager, in order to maximize »
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the returns must be competent and well versed with the provision of optimum returns at the 

least cost possible thus the need for budgeting and budgetary control.

1.2 PROBLEM STATEMENT

1 lie property management duties are diverse and range from the collection of rent, carrying out 

of repairs, lease administration, maintenance of proper records, financial control, etc.

Financial control is necessary in ensuring economy in estate operations. For a propertyi
manager to efficiently control the finances emanating from a property, he or she should have a 

cleai understanding of the estate aims and objectives.

I he manager usually relies on various financial instruments in ensuring adequate financial 

control of the properties under his or her jurisdiction. I he main instruments available to the 

property manager are estate accounts as these provide essential information necessary for 

making management decisions. I he accounts show where expenses are incurred - the manager 

should be able to identify where there is a possibility of reducing non-essential expenses in 

order to make savings, that is, cost effectiveness. The accounts should also show where profits 

and losses arc being made and explain variations in the income and expenditure. They should 

as such present the accurate picture of the current position of the estate and in so doing not 

only show the estate's level of liquidity but also the relationship between assets and liabilities.

fhorncrofl (1965) indicated the principal means of financial control as being the budget and 

said that the other accounts, namely the revenue and the capital accounts, provide information 

on which budgets are constructed. The manager, when preparing a budget, is usually called 

upon to refer to the previous year's performance (in what is known as historical accounting), 

while at the same time making an allowance for the future. The over-reliance on past 

performance can however destroy the motivating force that the budget should have in the 

progressive plan. T here is therefore need to look at the other methods of budgeting available to 

the managers. This notwithstanding, the budget being a tentative document should reflect the 

past performance though its reliability actually depends on the intelligence and the precision 

with which the manager can predict the future, Syagga & Aligula (1999).
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A problem lias been encountered whereby managers find themselves in the awkward 

position of presenting one document (the budget) at the beginning of the year and 

varying actual income and expenditure statement at the year-end. The manager is usually put 

on the defense to explain in what way the assumptions upon which the budget was based were 

proved false by events. In the process of ensuring budgetary control, managers therefore adopt 

the constant process ol’ analysis and adjustment thus making a number of revisions to the 

budget as the outcome becomes clearer. This is meant to ensure that the progress does not 

deviate so far off the planned course of action. These constant revisions actually make the 

entire process of budgeting seem to be of little use.
♦

Budgetary control, being one of the most difficult tasks of property management, this study 

proposes to investigate the various tools and techniques available to the property manager and 

recommend on the most appropriate methods of budgeting and budgetary control measures to 
adopf.

1.3 STUDY OBJECTIVES

The following are the objectives of this study:

*> l o establish the role of the property manager in ensuring the management of client's funds. 

*•* l <> determine the various methods used by property managers in the preparation of budgets. 

*♦* To determine the effectiveness of the budget preparation methods in predicting the future 

income flow.

*♦* fo establish the vaiious tools and techniques that are used by managers in ensuring 

budgetary control and establish how effective these are.

*** To recommend on the most appropriate methods of budgeting and budgetary control.

1.4 HYPOTHESIS

v  Inappropriate budgeting and budgetary control techniques are the main cause of the 

variance between the budget and the actual outcome.
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1.5 r e s e a r c h  m e t h o d o l o g y

Data collection:

I he methods ol' research to be used include the following:

*> Primary data: The study aims at establishing the budgeting function in the management of 

commercial buildings in Nairobi. The researcher will conduct a comparative study of those 

buildings whose management is done in-house and those whose management is out

sourced. The buildings will be selected using random sampling after which further 

systematic sampling will be done to ensure that they are not managed by the same agent. . 

Questionnaires are to be issued to the various managers with five buildings being chosen in 

each category through systematic sampling to ensure that they all are not located on the 

same street in town (this will aim at establishing the effect of location on the management/ 

profitability of property). The researcher will only study those buildings whose income is 

purely rental, have a total lettable area of more than 3,500 square meters and are older than 

five years. Thus such properties as hotels, churches or what are generally known as special 

properties will not be studied. The study will be confined within the last five years, that is, 

between 1998 and 2002 to ensure availability of data.

❖  Secondary data: Literature review will be conducted in the various libraries for background 

information <>n the budgeting and budgetary control function of property management. The 

researcher will collect data on the general management functions before narrowing down 

on the budgeting function of property management.

*
r

Data analysis ami presentation: *

*♦* I rend analysis: Graphs and pie charts will be used to show the average performance of the 

different property managers during the period under study.

*♦* Ratios will be used to show the variance between the actual and budgeted income and 

expenditure.

v  Cross tabulation will be used to determine the effect of the budgeting and forecasting 

methods on the variances so established

4
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1.6 SCOPE OF TIIIO,STUDY

The study aims at establishing the various measures property managers apply in ensuring 

budgetary control.

I he researcher will carry out a comparative study between buildings that are in-house 

managed and those whose management has been out-sourced with the aim of showing the 

various budgeting and budgetary control measures adopted by the respective property 

managers. Due to time and financial constraints, the researcher will study ten commercial 

properties concentrated in the Central Business District. Buildings to be studied will have 

to be more than live years old for a proper trend analysis to be done.

❖  The researcher will only study buildings, which have a total lettable area of more than 

3,500 square meters. An effort will also be made to ensure that those buildings that are 

studied are multi-user in that they comprise both offices and retail outlets.

❖  An attempt will be made to ensure that the properties so chosen are not managed by the 

same property management firm with the hope of capturing the different management 

styles in place.

The in-house managed buildings will be selected in such a way as to represent the different 

kinds of ownership and also ensuring that they are not located within the same area in town 

thus trying to establish the effect of location on the total income of the building.
<

1.7 ORGANIZATION OF THE STUDY

I he study is divided into five chapters with the first chapter containing the introduction,
m

problem statement, hypothesis and the objectives.

I he researcher will in chapter two and three carry out literature review. Chapter two will 

describe the management principles in real estate while in chapter three the researcher will 

carry out a detailed study on the budgeting and budgetary control function of property 

management. At the end of chapter three, the theoretical conceptual framework upon which
the study is based will+te given.

In chapter four the researcher will collect and analyze data on budgeting.
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In chapter five, conclusions from the study will be drawn and recommendations given. The

researcher will also recommend on possible areas of further study.

♦

1.8 DEFINITIONS:

❖  Management: this is the process of using resources effectively in the attainment of desired

objectives.
4

v  Property management: This entails the using of land and building resources effectively thus 

ensuring (he attainment of the goals and objectives of the client.

❖  Budget: This is the overall plan of operations expressed in quantitative terms. Welsch has 

further defined it as a formal expression of the policies, plans, objectives and goals 

established by top management for he concern as a whole.

♦♦♦ Budgeting: I his has been defined as the entire process of budget planning, preparation, 

control, reporting, utilization and related procedures.

*•* Budgetary control: This is the use of the budgets and performance reports throughout the 

period to co-ordinate, evaluate and control day to day operations in accordatice with the 

goals specified in the profit plan.
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CH APTER 2

MANAGEMENT PRINCIPLES IN REAL PROPERTY

2.1 FUNDAMENTAL ACTIVITIES OF MANAGEMENT

The management functions that are relevant to property management are:

1. Forecasting

2. Planning

3. Commanding

4. Controlling *

5. Motivation

Forecasting:

This management function involves taking decisions that alTect the future. Forecasts are made 

partly by analysis and interpretation of obtainable facts and partly by hunches in which there is 

often an element of subconscious analysis (Syagga & Aligula 1999). As many relevant facts as 

possible should be collected before a prediction is attempted. Every forecast must be based on 

a time horizon be it short tenn, medium term or long term. Long term forecasts are concerned 

with the general trends whereas short term ones are based with business cycles within them. 

Thomcroft (1965) has Stated that it does not matter so much that a forecast is inaccurate so 

long as its reliability can be judged.

Budgeting as a properly management function involves the making of decisions affecting the 

future in that the property manager has to project well ahead of time on the amount of income 

that he or she expects to be derived from the property for the period. This gives the property 

owner a clearer picture on the returns that he or she expects from the investment thus the need 

for not only accurate but also reliable forecasting.
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Planning:

This encompasses the development of basic objectives of the firm and depends on forecasting

in getting its objectives right and for ensuiiiig that the means of achieving the objectives are in

place.

Below are the basic planning fundamentals as illustrated by Welsch (1964):

❖  The plans should be based on a careful evaluation of external and internal factors affecting 

the future. In property management, the manager has to determine the effect of such things 

as occupancy levels, cost of services, and so on the total income emanating from the 

property.

❖  Alternative courses of action should be developed and evaluated to the fullest extent 

possible. The manager in drawing the budget and having the concept of cost minimization 

in mind should put into consideration the entire alternative courses of action that will lead 

to profit maximization.

❖  The alternatives selected should be carefully drawn to express definite plans and 

objectives.

*** Plans should be formalized to the fullest extent practicable; they should be clear 

comprehensive and simple.

*** I he plans should be drawn in terms of responsibility and time and in so doing specify how, 

when and who is responsible for carrying them out.
r *

*♦* I he plans should be clearly understood and acceptable to those responsible for their 

attainment.

*♦* finally the plans should be developed so as to facilitate control.

In property management, plans are essential as they:

*** Revise ways of reducing costs especially by taking advantage of economies of scale and 
standardization.

v  I hey also ensure that estate resources are utilized fully and profitably.
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Commanding ami Motivation:

I hough not directly related to the budgeting function of property management, this 

function is important as it is concerned with creating a high morale among the persons 

engaged in an undertaking by giving them a sense of purpose and enthusiasm for their work. A 

good attitude of the property tenants to the aims and policies of the landlord may make 

property management not only easier but also more successful than where it is pathetic and 

hostile (Syagga & Aligula, 1999, 3).

Motivation involves the stimulation of one or more individuals to contribute their separate or 

joint efforts and skills effectively in accomplishing the tasks and overall objectives of the firm. 

Motivation can be done through:

• Giving financial incentives e.g. bonuses to employees at the end of the year, or even rent- 

free periods for the tenants who pay their rents promptly. The managers should however 

get the landlord's approvals before doing this. A careful analysis needs to be done to 

establish the effect of this on the overall performance of the building.

• Recognition of accomplishment and status e.g. by giving recognition certificates.

• Definite assignment of responsibilities

• Fairness in evaluation

• Responsible participation in the decision making process. A motivated staff will also work 

hard towards the attainment of the clients' objectives.

♦
Morale is fostered by: .

*** faking command and giving prompt and clear decisions where they are required,

•  Fairness in the treatment of staff and tenants

*•* Encouraging all those who are associated with the property so as to create a sense oft
partnership thus establishing a joint endeavor.

Controlling:

Control is the action necessary to assure that objectives, plans, policies and standards are being 

achieved. This involves the anticipation of problems and shaping the conduct of the property in

9



such a way as to reach the desired objectives most economically. In so doing the manager does 
the following:

❖  Evaluates performance

❖  Compares actual performance with objectives, plans, policies and standards

❖  Analyzes deviations from such objectives, plans, policies and standards. »

❖  l akes corrective action as a lesult of the analysis

Follows up to appraise the effectiveness of the corrective action 

*•* (jives feedback information to the planning process so as to improve future cycles.

UI gteat importance, is not just the mere preparation of the budget but also the exercising of 

adequate control to ensure that the expected results reflected in the budget are met. This 

management function will be discussed in chapter three.

2.2 Why own property?

There are many reasons why people invest in property some of which are:

To satisfy a social and economic need: This is mainly to preserve the fabric of the building, to 

make it more useful and earn profits while maintaining its value over time 

To provide a social benefit: this mainly has to do with ensuring the welfare of the 

tenants/general public and thus the property has to have the necessary amenities the provision 

of which ensures high rents and thus high profits to the owners of the property.

Environmental objectives: These aie concerned with preserving the quality of the environment 

against pollution and insecurity. The property manager can alter the conditions to cater for the 

diverse needs of the tenants and the landlord is called upon to ensure that the property is 
conducive to good living.

Whereas all property owners should have their properties managed in such a way as to ensure 

the protection of the environment against pollution, the primary reason why people invest in 

property is profit maximization. The Kenyan Law, namely the Factories Act, Cap 544 of the 

Laws of Kenya requires all the property owfiers to maintain their properties in such a Way that

It) •WtVHRSITY OF NAUM* 
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iliey are safe to both the tenants and visitors to the building. The property manager, having 

being' assigned the duly of managing the building and subject to the management 

agreement, should ensure that a certain percentage of the income emanating from the 

property is utilized towards the proper maintenance of the same. It may be the duty of the 

manager in corroboration with the property owner to from time to time come up with the safety 

and security policies in the building which he or she ensures are complied with at all times. It 

is recommended that all persons visiting the building be made aware of the safety procedures 

thus minimizing the risk that may occur as a result.

2.3 Property Management

Thorncrofl (1965) has defined estate management as the direction and supervision of an 

interest in landed property with the aim of securing the optimum return. This need not always 

be financial but could also be in terms of social benefit, status, prestige or even political power. 

Miles & Wartzeback (1994) on the other hand have defined property management as the 

process of overseeing the operation and maintenance of real property with the aim of achieving 

the aims of the landowner.

2.3.1 The Origin Of Property Management

fhe origin of estate management, as described by Thorncrofl (1965) can be traced back to the 

feudal days and to the manorial days with the strip cultivation when tenants had obligations 

towards each other and also towards the landowners. The industrial revolution made the 

housing conditions of the workers very harsh, fhe level of overcrowding experienced led to 

the rapid and haphazard construction of houses. I he situation was so bad especially because 

there were no building by-laws and no level of building control was in place. This state of 

affairs worsened rapidly during the earlier part of the 19th Century and no effective legislation 

to deal with bad housing was in place till the 1870s.
v

•

Octavia Hill, having seen the bad housing conditions that the workers lived in. can however be 

described as the originator of modern principles of housing management. She had to combat 

the generally held idea that landlords and tenants are warring parties whose interests were
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considered to be always conflicting. She made it clear to the tenants that if they were prepared 

to play their part id paying the rent regularly and looking after the property, she would see 

to it that landlords played their pail in carrying out the repairs. Before long she was able to 

prove that conditions could be improved and rent arrears and losses could be reduced by 

establishing a good landlord tenant relationship in which both parties fulfilled their obligations 

faithfully. She was able to show that, despite great expenditure on repairs, the properties,-if 

well managed, could yield a reasonable rate of interest on the capital invested as well as 

providing better homes thus satisfying the needs of not only the tenants but also of the property 

owners.
r »

*

Despite the above, the need for any kind of professional management did not become apparent 

until the depression of the 1930s when numerous foreclosures revealed a pattern of 

management deficiencies. It was sometimes assumed that if a property owner, having made a 

very large investment in the permanent structure, the property would run itself with very 

minimum supervision. I his concept has however changed dramatically in the last two decades.

In an era of rising costs, it has dawned on owners that good property management is the major 

controllable influence on residual cash (low. Whereas both the lent rates and operating 

expenses are shaped largely by market forces which are beyond the control of any one property 

owner, it is also true that comparable properties in the same geographical area often show 

significant variances in rental income and operating costs. According to Miles & Wartzeback 

(1994), these above average operating costs and lower that average rent levels usually result 

from inadequate property management.

2.3.2 Properties in which one can invest:

Ihese go towards describing the different levels of management required in any one property 

as this is determined by not only the level of services provided in the property but also the 

frequency of tenant turnover. 'I he projierty manager can be called upon to manage any of the 
following types of properties:

12



1. Residential: These involve a lot of tenant relations therefore presenting the greatest

challenge to managers. Residential tenants expect a well-run property with services

and utilities available as prorfiised but at the least cost possible. The leases for these

properties are usually short and as such require constant renewals. The personal 

relationship between the manager and the tenants is crucial in maintaining high occupancy 

levels. The manager should aim at reducing the tenant turnover as these result in higher 

operating costs and lower rental levels.

2. Office buildings: The leases for these are more complex and as such the manager must be 

familiar with the more complex provisions. The rent in office blocks is chargeable on per 

square nieter/foot basis and as such the manager must be familiar with (he measurement of 

the rental areas. In the preparation of the lease, the manager must ensure to include an 

escalation clause failure to which this could result in a controlled tenancy (this will be 

discussed in a later part of this chapter). The manager must be enough of a lawyer to read 

and interpret the lease, enough of an engineer to ensure that services work as desired, 

enough of a marketer to sell the space based on the quality of the services provided; and 

last but not least, enough of a financial accountant to report it all to the owner.

I he value of an office block is directly related to:

• Rent per square*meter: The higher the rental levels, the higher the gross income.

• Quality of tenancies: The more credit worthy the tenant, the more assured the owner 

might be that the rents will be paid.

• Length of leases: Ihe longer the lease terms, the lower the risk of vacancies and 

turnover in the future.

• Cost of providing the promised services: The lower the operating costs the higher the 

net operating income.

Since the amount of rent payable is secondary to the efficient provision of services 

provided, the manager must ensure that the premises are kept clean and secure and that the 

utilities work.

3. Retail complexes: 'Ihe competent management of these is extremely important and 

especially important is the maintenance, the attractiveness of the property and the proper 

tenant mix as the different retail outlets in the complex usually complement each other in 

terms of customers. The manager must be prepared to negotiate the most favorable terms

13



for the owner and also to ensure dial percentage rents (based on the actual profits made by 

the tenant but not widely practiced in Kenya) are correctly computed and paid as 
they become due.

4. Industrial properties: These require specialized management, as they are usually special 

purpose built. Of utmost importance in the management of these is ensuring their safety.

5. Hotels and motels: These require constant management as they have frequent turnover of 

guests and services are crucial.

6. Special purpose facilities: Examples of these are hospitals and worship places. These 

require very specialized management talent that is frequently recruited from the 

professionals involved.

The main problems of management are attributable to the following:

*> The physical identity of the property in terms of size, shape and degree of improvement. 

The bigger the property and the more developed it is the more complicated is its

management.

❖  The economic condition of the property in terms of the use (whether owner occupied or 

rental), the extent of development (this determines whether it can absorb more capital). The 

debt loading capacity of the estate and the availability of further credit is also an important 

factor. The extent of both physical and functional obsolescence also determines the level of 

management desirable.

♦> Legal status of the property: Hie manager is usually called upon to determine the rights, 

which are legally enforceable, as these determine the quality and degree of control that is

necessary.

. ❖  Managerial character of the property: The success of this depends on:
♦

* Suitability of the estate organization

® Appropriateness of the units of supervision

* I he smoothness ol the chain of command from higher to lower levels of the control 

hierarchy and

• I he proper delegation of responsibility

Hie property manager should interpret the above factors adequately and then relate these to the

property owner’s aims and objectives so as to ensure that the goals of the estate are met.

14



These are summarized a ; follows:*r * ♦ 

Making the management plan:

As die agent of Ihe property owner, the property manager carries out his duties so as to ensure 

that the objectives of the owner are met. Making clear these objectives is the first step in 
creating a management plan.

The plan is necessary as it:

• Gives an explicit statement of the owner's objectives and assumptions thus avoiding 

misunderstandings that could arise in future.

• It provides continuity in case that particular manager is no longer with the company

• Provides the framework and the discipline for thinking it through 

'The plan should contain the following:

• An analysis of the competitive environment: This is necessary, as the manager needs to 

understand the regional and neighborhood trends with respect to the building under 

management.

• Property analysis/audit: 'This is important as it enables one to know the physical condition 

of the building and the extent to which it suffers obsolescence (the manager will be in a 

position to predict the operational costs of the property, though he or she may not be 

accurate). The property analysis also enables the manager to measure the amount of lettable 

space, which will determine the rental income expected from the property. The manager 

will also be in a position to determine the desirable tenant mix.

• Owner's objective and market analysis: The market analysis will enable the manager to 

know the rents being charged for comparable properties and in so doing be able to establish 

the rent to charge in the property under management. The rents charged will go a long way 

in establishing whether the objectives of the owner will be met.

Making a budget:
♦

Since the property manager is responsible for rent collection and payment of bills, there is need 
ior her to prepare a budget so as to:

2.3.3 The Main Property Management Functions in Commercial Properties:
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• Regulate cash flow thus ensuring that there is. sufficient cash in hand to meet the 

obligations e.g. payment of mortgage, taxes and operating expenses

• Measure performance: The budget acts as a standard for measuring the manager's

success in meeting the investor's objectives.

Showing and renting space:

The duties of the manager include:

Setting rental levels: A rent schedule should be established with the objective of maximizing

future lental income ln>m the pmperty. Ihe setting of rents calls for the exercise of good 

judgement based on knowledge ol rental rates and available space in comparable buildings as 

well as the features, functions and benefits of both the subject property and competing space.

Ihe manager in renting Ihe space has to adveilise the space through various channels. These 

may include the use of billboards, print media, placing the property on the website or even 

writing introductory letters to various parlies who could be interested in the property. To 

ensure that the message reaches the right people, the manager has to discuss with the property 

owner so as to decide on the desirable tenant mix. The best type o f advertising is that which 

produces the most prospective tenants at the least cost and at the shortest time possible. While 

deciding on the tenant to allocate space to, the manager should determine the ability of the 

tenant to pay rent. Asking for the prospective tenant's bank statement as well as asking for 

financial references can do this. On allocation of space, the manager prepares a letter of offer, 

which lays down the terms, and conditions, which will be incorporated in the lease.

Lease Administration:

A lease is a legal document in which the owner of the property transfers the right to use and 

occupy the property to another for a specified amount of rent and time. The major objective for 

the drawing of a lease agreement can be described, as protection which encompasses the 

landlord’s desire to assure occupancy and income for the period which it covers and therefore 

preventing any loss in income due to sudden vacancy.
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Essential elements of a lease:

There is no particular wording t)r form of agreement that is required by the statute to 

create a valid contract so long as the intention to transfer from one to the other possession of 

a certain real property for a determinate period of lime is expressed.

When creating a lease, the property manager must incorporate the essential elements of a valid 

contract, which are namely:

• The parties must be legally competent. The basic elements of a contract require that both 

parties to the contract be of age. In the Kenyan case, the parties must both be above 

eighteen years and must be of sound mind. The law also states that for a contract to be 

legally enforceable, neither of the parties should be bankrupt. It is therefore the property 

manager's duty to determine the financial position of the potential tenant.

• The objective of the lease must be legal. For example, the user cannot be drug trafficking 

purposes.

• I here should be mutual agreement between the parties. A contract signed under duress

does not amount to a legally enforceable contract, * j

• Consideration must be given. This is usually in the form of rent. The lease stipulates the

rent payment inodes and in many cases security deposit is usually asked for.

I he following are the additional elements, which are necessary, so as to make a contract a 

lease:

• There must be a named lessor and lessee

• An adequate description of the property must be given - The property must be identifiable 

failing which the lease will be void for vagueness. As such it is usually a requirement for 

the manager to forward a floor plan which must be registered, as leases are specific in 

terms of area and location. If a tenant wishes to move from one area of the building to the 

other, then a deed of surrender must be signed for the area currently occupied and a new 

lease drawn with respect to the new area.

• There must be an agreement to convey the premises from the lessor to the lessee. This is of 

course subject to the tenant fulfilling all the obligations.

• 'The starting time and length of the arrangement must be slated.
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• l he agreed rental sum payable, mode of payment, payment intervals and rent reviews and 

when these fall due must be clearly laid out.

• The agreement needs to be appended by both parties and the same registered for 

authenticity purposes.

• The lease needs to stipulate clearly the responsibility of both parties when it comes to 

repairs and maintenance and the payment of various bills. As such, the leases may be 

described as inclusive or exclusive. They may also be classified as occupational leases, 

building leases or subleases.

The principal types of leases can be described as follows:

Gross (inclusive) lease in which the tenant pays a fixed rent and the owner pays the property's 

operating expenses.

Net (exclusive) lease in which the tenant pays rent and also assumes responsibility for specific 

expenses connected to the leased premises.

Percentage leases under which the rent is based on a percentage of gross sales or income made 

on the premises or a minimum fixed rent, whichever is higher. This, though not common in 

Kenya, ensures that the landlord shares in the financial benefits of the leased premises.
♦

Other types of leases include the following:

Building leases are granted for vacant land, which is ready for development, rhese are granted 

to developers who are in this case the lessees at a yearly groupd rent. The developers erect 

buildings on the land and undertake to keep them in a good state of repairs. The ground rent 

represents lhe rental value of (lie bare site at the time the lease was granted, and the difference 

between this and the pet rent obtainable from the developments represents the net income to 

the developer (Syagga. 1999. 14).

In most cases, the government for 99 years normally grants building leases. However in urban 

areas under county councils, the leases are normally for shorter periods, some being for 33 

years whereas those under the site and service schemes being for as long as 50 years. In the 

agricultural areas, the leases are usually for 999 years.

18



Occupational leases: This is a lease for developed property in which (he lessee lets a part or 

the entire property. Most residential properties are let for a period of two years with the option 

to renew, whereas commercial buildings are normally let for more than five years. The 

occupational leases can either be inclusive in which the landlord is responsible for all the 

repairs; or they could be exclusive in which the lessee is responsible for all or part of the 

repairs as the lease may stipulate.

The function of the property manager in lease administration begins from when a tenant signs 

the lease and only ends when that particular tenant moves from the building. According to 

Syagga and Aligula (1999, 11), the principal accomplishment of a competent property manager 

is the ability to advise on the preparation of leases from a commercial point of view. The 

manager should be sufficiently versed in laws that relate to landlords and tenants so as to 

interpret leases and give advice on the same when necessary. The property manager in so 

doing has to ensure that he or she does not enter into controlled tenancies. Grounds under 

which one may enter into controlled tenancies are clearly stipulated in the various Acts of 

Parliament, which govern the landlord and tenant relationship.

The Rent Restriction Act, which deals with residential properties, describes a controlled 

tenancy as one, which is for a monthly rent less than Kslis 2,500.00. The Landlord and Tenants 

Act (this deals with commercial properties) on the other hand describes a controlled tenancy as 

one which is for a period less than 5 years and also one which does not contain ground for rent 

reviews. The property manager in ensuring that he or she does not enter into a controlled 

tenancy has to ensure that all leases are reduced into writing.

Rent collection:

Rent is the consideration-paid by a tenant to property owner for its use. The payment is 

usually set out in the lease and may be monthly, quarterly, half-yearly or even yearly in 

advance I he mode of .payment must be clearly stated in the lease.

Systems of rent collection;

*** Door to door rent collection: This is risky in terms of theft and especially when the same is

paid in cash.
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Office collections: Ideal lor cheque payments.

♦♦♦ Collection hy post, credit transfer, bank standing orders.

According to Syagga (1999, 13), in Nairobi, 47% of tenancies use office rent collection

while payment by credit transfers and bankers orders are used by about 40% of the tenancies.

A small portion of tenancies, about 13%, use door to door rent collection method.
♦

I he greatest challenge experienced by property managers is dealing with rent arrears. Syagga 

again says that a survey of rent arrears in major commercial buildings in Nairobi revealed that 

on average, 17% of the tenants had arrears for periods of 3 to 6 months. Usually rent arrears 

are higher in buildings containing small tenants whereas those buildings that house 

international organizations such as the United Nations and Airlines rarely experience the 

problem of arrears. This brings to light the role of the manager in deciding on the proper tenant 

mix in a building and also in selecting tenants.

How to deal with rent arrears.

Thorncroft (1973,279) says that it is the tenant's duty to ensure that the rent is paid to the

landlord and the latter has no responsibility for collecting it, nor is it his duly to send out any

demaqd for payment. The tenant in arrears can therefore not legally forward a legal defense
♦

that the landlord failed to call for the rent. Irrespective of the above, there is need for managers 

to apply diplomatic methods in collection of rent. I he manager should write notices to tenants 

who are in arrears remolding them that rent has not been paid. T his should be followed with a 

second and final reminder detailing to the tenant that if the rent is not paid within a particular 

time, then the manager shall be left with no option than to refer the tenant to the auctioneers for 

recovery of the full amount at the tenants own costs and consequences.

II the tenant does not respond affirmatively after this notice, the manager may be forced to levy 

distress according to the provisions of the Distress for Rent Act Cap 293 of the Laws of 

Kenya, which authorizes the landlord to send a bailiff to attach the property in the premises. 

1 his levying of distress proves especially useful in recovering rent from tenants who can 

otherwise afford to pay the rent but just willfully withhold it.
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The other resort available to managers in recovering of arrears is the eviction of tenants (one 

may require a court order to do this). The manager in doing this may not necessarily 

recover the debt but this could of course have an effect on other tenants who could be 

contemplating not paying rent.

fhe manager, depending on the significance of the arrears may also opt to apply the court 

process in recovery of the same. 'This is usually very lengthy, tedious and expensive and it is 

always advisable to carry out a cost and benefit analysis before engaging the process.

Some property owners have also not only found it important to take up insurance against loss 

of rent, but have also introduced an aspect of interest based on the landlord’s bank lending 

rates for all rents that are not paid within a stipulated time. This proves very efficient in 

ensuring very low rental arrears (if any).

Maintaining good tenant relations:

Cordial relations with tenants go far toward obtaining tenants co-operation and also make 

collection of rent easier. The manager should be quick to cure deficiencies in services to which 

the tenants are entitled. There should also be no favoritism when dealing with the tenants. It is 

always therefore important to ensure that there is no conflict of interest in allocating space as 

this may cause difficulties in future. The manager must use good judgement when enforcing 

the rules and regulations of the property.

I’aying expenses

C’osts must be incurred to operate and maintain the property. Many costs such as electricity and

water rare recurring and therefore their payment is more or less routine. For the non-routine
* ♦

services such as repairs and maintenance, close monitoring and inspection is necessary to

ensure that value is received prior to any payment.
»

I he following are the factors that affect the level of outgoings in any commercial building;

*♦* Users ol the building: Some tenants such as hotels and hair salons are heavy water and 

power consumers whereas others such as bookshops use very little. The property manager
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may advise (lie landlord on the need of installing separate check meters for such tenants 

therefore ensuring that they pay their own bills.

*** Type of property: 'I bis is in terms of the actual structure, materials used in the 

construction and the design of the building. 1 hose buildings, which are tile finished on the 

walls both internal and external, require little in terms of periodic redecoration.

♦> Owner requirements: Some owners require very high standards of maintenance whereas 

others are a bit lax on the maintenance

♦> Type of clientele served by the tenants in the building: If the tenants in the building mainly 

deal with multinational clientele, then they will usually demand very high levels of 

maintenance

Type of fittings attached: The more they are, the more the outgoings in terms of 

replacement costs *

*♦* The management agent involved: 'This is in terms of the management fees charged by the 

agent

*** Location of the building: A building in a prime area will pay more costs than one in a

subsidiary area..

Insurance: I
The properly manager is also responsible for making statutory payments such as insurance

whose overall effect is to spread the cost of a disastrous event, which would otherwise fall on♦
the property owner, to many other persons who may be exposed to the same risk. It is the 

manager's responsibility to arrange protection for the owner against all major insurable 

hazards. In so doing, the manager identifies and evaluates the risks involved and secures the 

best and most economical protection available in the insurance market.

I he manager should keep accurate records regarding all insurance matters and renew coverage 

well in advance of excitation. The various insurance covers that a manager could advise the 

property owner include standard lire insurance, workman's compensation, casualty 

compensation - this includes insurance against theft, plate glass, etc, rent insurance and 

consequential losses, among others.
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There is an on going debate on whether this should he a service charge expense or whether the 

same should be a cost attributable to the property owner.

Maintaining the property:

Maintenance is the work undertaken in order to keep or restore every facility to an acceptable 

standard which must be rio less than to meet the statutory requirements. The property must be 

maintained in such a way that it is not only in an ef ficient slate but also must be in an efficient 

working order and in a  good stale of repairs. Effective maintenance management requires the 

knowledge and experience necessary to identify the maintenance needs and to specify the right 

remedies. It also requires an understanding of modem techniques of business management; a 

knowledge of property and contract law and an appreciation of sociology (Seeley, 1976, 6).

Why maintain?

♦> It is a legal requirement to do so. Both the Public Health Act and the Factories Act require 

property owners to maintain them to such standards as to ensure the safety of the 

occupants, visitors and the general public. Breaches of law with respect to this may not 

only involve the owner in criminal proceedings but may also result in heavy losses as a 

result of subsequent civil action.

*** Due to owner's policy decisions which spell out the necessary maintenance standards. This

is necessary so as to ensure tenant retention.

*** Budgetary systems: These influence the level of maintenance by either limiting the 

necessary expenditure or by enabling money to be transferred to and from the maintenance 

fund. This not only has an effect on the preservation and enhancement of property value 

but also has an effect on the operating costs of the building. The maintenance budget 

should be clear and well reasoned and supported by full information on the consequences 

of neglecting maintenance.

«*•
flic division of legal responsibility between the landlord and the tenant in respect to 

maintenance and repairs will depend partly upon any express covenants in the lease agreement, 

partly upon common law and also partly on statute law (Thomcroft, 1973, 295).
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Property owners often endeavor to keep maintenance costs to a minimum ignoring the adverse 

long -term effects of such a policy. Neglect of maintenance has cumulative effects with 

rapidly increasing deterioration of the structure. The property manager, being an 

agent of the landlord has the responsibility of advising the owner on the required maintenance 

works. In so doing, the manager should establish maintenance schedules, which specify the 

timing and amount of services required. In carrying out the works, the manager should see to it 

that these are done in the most efficient but cost-effective way.

Conserving energy

The property manager should aim at keeping the energy costs to a minimum irrespective of 

whether these are the responsibility of the owner or the tenants. Energy costs can be cut 

through:

• Regular inspection oflhe building equipment to ensure their effective performance ♦

• Careful timing of the ventilation system, where they exist, to see to it that these operate at 

lower rates after working hours.

• Sensitizing to the tenants and other workers in the property of the need to turn off all the 

unnecessary lights after working hours.

• Careful monitoring of lights during working hours so that excessively high level of lighting 

is not supplied.

Providing security:

Some are the times when a property owner can be held liable for loss or injury to tenants' 

goods resulting from inadequate safety precautions. It is therefore the manager's responsibility 

to minimize the risk of crime while at the same time keeping the operating costs to a minimum.

Supervising personnel:

The manager determines the personnel requirements in a properly and hires them within a 

budget approved by the landlord. The salaries and wages of these personnel could be paid 

directly by the owner or the manager could be responsible for the payment after which he or 

she passes on the costs to the owner. This of course depends on the management agreement 

signed between the owner and the manager.
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Maintaining property records and rendering reports:

A professional properly manager must keep an adequate system of accounts. The records are 

necessary as they not only give the historical data on the property but also are the basis for 

management decisions.

The basic requirements of a good accounting system are that it should accurately record 

transactions, provide a statement of receipts and payments and transfer funds at agreed 

intervals. The objectives of such a system are as follows:

❖  Accuracy: The system should be simple but flexible enough to absorb and process a variety 

of receipts and payments.

❖  Immediacy: The system must be ready to show the latest financial position of the account 

in order to allow emergency decision making regarding expenditures.

❖  Promptness: The property manager must be able to uphold the agreed accounting dates and 

to promptly inform the property owner if deadlines are not going to be met.

*♦* Proof against fraud: the system must have in-built precautions against the possibility T)f 

deliberate fraud. Payments should always be authorized by at least two signatories.

I he accounts so maintained are used as instruments of linancial control. The accounts show 

wheref expenses are incurred and should also show where savings are possible by reducing non- 

essential expenditure. They should show where profits and losses are being made and explain 

the variations in the income and expenditure. They should also present an accurate picture of 

the current position of the property. By comparison to past performance, they should point to 

future trends. The accounts should make it clear whether the assets are being fully utilized and 

also draw attention to areas of possible improvement.

following are the different types of accounts that should be maintained by any professional 

property manager:

Revenue accounts: These are important as they show the achievement of the management as 

measured by the annual profits and losses. The accounts should point out ways in which profits 

may be increased. This could be by:
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• Expanding the inconiq keeping expenditure constant e.g. by increasing the rental rates.♦
• Reducing the expenditure keeping the income constant, or

• Expanding the income faster than the expenditure

Capital accounts: Sound financial control requires that the property manager knows where the 

property stands in terms of its assets and liabilities. In so doing, the manager should always 

review the extent of indebtedness of the property in terms of loans and mortgages so as to 

ensure that these are adequately covered.

Budgets: These are the principal means of financial control as the other types of accounts 

mainly provide information upon which the budget is constructed.

The property manager should maintain separate accounts relating to each client be it a landlord 

or a tenant. .

•  The tenants’ accounts should show the rent outstanding up to a certain date and in it show 

the amount billed to the tenant for the subsequent period be it a month, quarter, half year or 

year depending on the agreement in the lease. The records should also show any 

subsequent payments made by the tenant.

•  The client's accounts should show the amount that is being paid to the client. This is 

basically the amount paid by the tenant less any expenditure on maintenance, management 

and letting fees and statutory payments made by the manager on behalf of the property 

owner. Out of this report, the property owner should be able to discern the amount owed by 

each tenant. At the end of the year or quarter whichever is appropriate, these monthly 

reports are compiled together to produce what is known as the income and expenditure 

statement for the period and is subject to audit.

2.4 CONCLUSION:

As has been discussed in the previous sections, the property management duties are many and 

diverse but chief among-them is ensuring that the goals and objectives of the property jawner 

ate met. The property manager in trying to ensure that the profit maximization goal of the 

landlord is met is usually called upon to exercise some financial control. He or she has at 

his/her disposal various tools and techniques which assist in ensuring the proper control of the 

property in question. Among these, and as will be discussed in the next chapter, is the
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budgeting and budgetary control technique, which, if properly employed acts as a measure of 

the general performance of the property.

.



3. CH APTER THREE:

THE BUDGETING AND BUDGETARY CONTROL FUNCTION OF PROPERTY 
MANAGEMENT

As indicated earlier; the budgetary making function of the property manager is one of the most 

important functions and thus the reason for this chapter.

3.1 BUDGETING

A firm should be efficiently and effectively managed. By so doing, the firm should be able Jo 

achieve its objectives by minimizing the use of resources. 1'his can only be achieved through 
proper management that should ensure that the efforts of the firm are not only properly 

coordinated but also controlled with the aim of achieving the organization's goals and 

objectives. Pandey (1999, 228) indicates that the process of managing is facilitated when 

management charts its future course of action in advance, and takes decisions in a professional 

manner, thus utilizing the individual and group efforts in a coordinated and rational manner. 

He further states that one systematic approach for attaining effective management performance 

is through financial planning and budgeting.

A budget is the overall plan of operations expressed in quantitative terms. Welsh, 1964 has 

defined it as a formal expression of the policies, plans, objectives and goals established by top 

management for the concern as a whole. It is therefore a formal, quantitative statement of 

management plans and policies for a given period and is used as a blueprint for that period.

The budget acts as a standard of measure against which actual performance can be measured.

The major purposes of budgeting are as follows:
■*

i. To state the firm's expectations in clear and formal terms thus avoiding confusion. In 

property management, the budget facilitates the attainment of the client's objectives.
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ii. To communicate expectations to all concerned with the management of the property so 

that they are understood, supported and implemented.

iii. To provide a detailed plan of action for reducing uncertainty and for the proper 

direction of individual and group efforts to achieve goals.
I

iv. To coordinate the activities and efforts in such a way that the use of resources is 

maximized. The budget compels management to plan for the most economical use of 

resources.

v. To provide a means of measuring and controlling the performance of the management 

thus providing information on the basis of which necessary corrective action can be taken.

The budgetary control function also sets a framework, which helps expenditure to be kept 

within agreed limits. This is because a well-prepared budget pinpoints efficiency or lack 

of it.

vi. A budget helps to clarify assumptions underlying future goals. The assumptions are 

however based on a number of factors such as the economic conditions, political and 

social environment, supply and demand forces, technological changes, etc. The short term 

goals and policies are usually modified whenever, these factors change and this should be 

incorporated in the budgeting system.

The essentials of successful budgeting as given by Pandey (1999, 239) are as follows:

a) Top management support: It is desirable for top management to realize that the budget is 

not merely an accounting device but that it is an essential management tool. The 

management must therefore
• T  *

*!♦ Understand the nature and characteristic of the budget ♦

*  Be willing to devote all the effort required to make the budget operative

❖  View the results ofjthe planning process as performance commitments

All in all the budget plan can only be implemented effectively if the top management has a 

positive attitude towards the budgeting process thereby giving directions for its 

implementation. The top management must be convinced that it can predict the future course 

of action with reasonable accuracy.
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b) Clear and realistic goals: Budgeting is a means to achieve predetermined goals and

objectives, which must not only be stated clearly but must also be systematic. The

property manager is therefore usually called upon to interpret the goals of the

property owner, which must also be realistic and attainable. The goals must neither be too 

high so as to make them unattainable nor should they be too low so as not to provide a 

challenge to the employees.

c) Assignment of authority and responsibility: A sound organizational structure is essential

for the success of the budgetary system.

♦
d) Creation of responsibility centers: These are necessary for the purpose of control though 

they actually depend on the size of the firm.

e) Adaptation of the accounting system: This is of importance since budgeting is based on
«

data generated by the accounting system. The accounting system should be structured in 

such a way as to facilitate the planning and control process.

*

I) Effective communication: A sound budgeting system requires effective communication of 

the objectives and goals. This ensures that a unified effort is directed towards the 

accomplishment of these goals.

g) Flexibility: The budgeting system should be flexible enough to take advantage of all 

opportunities that may arise from time to time.

3.2 BUDGET PREPARATION

1 he budget is usually similar in form to a profit and loss account, the only difference being that 

the budget is based on forward estimates of costs and revenues and is therefore only a forecast 

of the anticipated profit to be earned. Harris and McCaffer (1989, 275) indicate that, from the 

forecast profit, it is possible to project other future expectations such as the rate of return on
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capital employed, dividends to ‘shareholders, capital to be retained in the business for

reinvestment in assets.

The budgetary preparation process as illustrated by Lucey (1989) is as follows:

•

1. The property manager is usually called upon to interpret the goals and objectives of the 

client. With these in mind, the manager then refers to past records such as the previous 

year’s client's income and expenditure statement to which a percentage is added. This is the 

process that is used by most organizations in the preparation of budgets and is known^as 

historical budgeting. Alternatively, the manager could start with a zero budget in what is 

known as zero rate budgeting upon which the anticipated revenue and expenditure is built 

to determine the next year's budget. For the manager to be able to predict the following

year's budget, it is important that he or she determines the external factors that could affect
•»

die performance of the property. This includes studying the market to determine not only 

the economic trends but also the market indices, which are of importance to the property 

market. In so doing, the manager could study the base market lending rates especially 

where the property is under mortgage loaning. The market surveys could also pinpoint the 

rental levels prevalent in the market, as this would assist the manager in determining the 

rents for a particular property.

2. The next step is the derivation of key forecasts with a forecast being a prediction of the 

future events, which are expected to happen. The accuracy of the budget depends, on the 

manager's precision in predicting the future. The manager in predicting the future may 

assume that the variable costs behave linearly with respect to the level of activity. In real 

life however, this need not always be true as the relationship could also be non-linear in 

which case it could be

• Convex - This is when the cost increases less proportionately with each increase in the 

level of activity.

• Concave - this is where each extra unit of activity (in property management, this could be 

the occupancy level) causes a more than proportionate increase in cost.
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Linear approximation is however preferable as it is not only convenient but it also greatly 

simplifies calculations.

The manager could apply the following statistical methods during the forecasting of income 

and expenditure:

❖  Economic rhythm method: T his involves a projection of historical trends into the future. 

The manager may obtain rental values (both rent and service charge) and related 

expenditure values as far back as it is thought to be representative of current trends. The 

manager then computes an adjusted rental value by dividing the actual rental data derived 

above with an index derived from the market. With so doing, the manager is able to predict 

with some certainty the expected income flow expected from the property. T his method 

however assumes that future data will essentially follow the patterns of historical data.

*> Correlation method: This is based upon the selection of a basic series of economic data

which property values tend to follow. A statistical analysis is then used to measure the «
correlation between ibis basic series with the properties of the actual property in question. 

Special historical analogy: This is based upon the idea of selecting some previous situation 

and a period in the past that appears to have most of the earmarks of the present situation 

thus implying that what happened then is likely to happen again.

The manager in deciding what method to use takes into account the following:

❖  The characteristics of me particular property.

❖  The environment within which that property operates 

The general state of the economy

*** The availability of data

3. 1 he third step is tne actual preparation of the budget in which the manager takes into

account all the factors that affect the income stream from the property. These are:

❖  Rent: In commercial buildings, these are charged on per square meter basis

❖  Service charge: 1 Ins is a periodic charge made or incurred for the cost or expenses of 

running a building especially a cost or expense that benefits more or one party in a multi- 

occupied building. I'hese are charged with accordance to the terms of the lease and may

32



from time to time ! e adjusted aceordiug to the actual expenditure incurred in running the 

building. For a new building, the rate of service charge is based on the budget

prepared by the manager showing anticipated expenses within the year. This

is allocated to the respective tenants relative to the. area they occupy. At the end of the year, 

if there is a debit in the service charge account, the shortfall is usually apportioned to each 

tenant on a pro-rata basis. The new adjusted service charge is then used as a yardstick in 

reviewing the service charge in the following year.

From these the expenses are then deducted.

Detailed expense budgets should be included in the annual budget due to the following:

♦> So that the effects of various planned revenues and related expenses may be aggregated in 

a budgeted income statement

♦> So that the cashfloy required for costs and expenses can be estimated realistically 

❖  To provide an initial expense limitation

♦> To provide a standard to be used in the period covered by the budget for each item of 

expense for comparison with actual costs.

The manager while drawing a budget should aim at cost effectiveness in which possible areas 

of cost reduction should be identified. This may be made possible through the improvement of 

such factors as the work methods and arrangements applied. The manager could also aim at 

cost control in which he or she applies efforts aimed at keeping costs at or below a preset 

standard.

The expenses of property management could be classified as either fixed costs or variable 

expenses. The fixed expenses are those which accrue with respect to the passage of time and 

which with certain activity limits tend to be unaffected by fluctuations in the level of activity. 

In property management, these include the ground rents, land rates, and insurance. The security 

and cleaning costs, especially when these are out-sourced, also tend to be fixed to some extent 

in that the manager can predict their costs with precision as these are charged as per the 

contract. These however tead to be affected by the labour laws and the manager has to make 

allowance for the annual increments which normally fall afier the Labour Day celebrations.
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The manager could. stu;iy previous years' trends in predicting the percentage increase in the 

minimum wages.

Other costs, which usually appear in the budget, are the electricity and water costs and these 

usually vary with the levei of activity. Others may include the staff salaries and wages, lifts 

maintenance costs where these are applicable, capital expenditures such as the cost of external 

painting and improvements in the building.

fhe repairs and maintenance costs are also an important component of the budget. Ordinarily 

the client usually indicates a ceiling figure, which the manager can spend for urgent repairs 

without reference to the client for any repairs costing anything above this figure, the 

landlord's approval wdtiid 'nave to be sort. The normal procedure, in order for the manager to 

achieve cost effectiveness ir, the maintenance of the property, is for him or her to source out for 

quotations from various contractors in what is known as competitive bidding and the same 

taken through the tender board (where these exist) for approval. Kxcept for the urgent repairs, 

there is need for proper planning of the maintenance works in order of priority. Seeley f!976, 

7) states that ad hoc maintenance with an open-ended budget may seem attractive but it is 

unlikely to obtain full value of monies spent or an efficient maintenance system. There is 

therefore need to improve the methods of managing and executing building maintenance.

Other costs that are included,in the budget are the management costs and letting charges. These 

are usually agreed upon during the drawing of the management agreement and are a function 

of the occupancy levels Management costs are also dependent not only on the commitment <»f 

the tenants in paying rent but also on the diligence of the manager in demanding for the same.
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A typical service charge budget would take the following form.

BUDGET FOR XYZ FOR THt? 'FAR 7.003
ITEM IAN FEB MAR APR MAY JUN JULY AUG SEP OCT NOV DEC TOTAL VARIANCE
S.CHARGE ____ |
TOTAL
LESS:EXPENSES
GROUND RENT
RATES
INSURANCE
REPAIRS MAINTENANCE
ELECTRICITY
WATER
SALARIES
SECURITY
LIFTS
GROUNDS MAINTENANCE
CLEANING
MANAGEMENT FEES -  i

•
SUBTOTAL
SURPLUS(DEFICIT) ii •

Table 3.1 Source: Author

4. After preparing the budget, the manager then submits it to the landlord for approval or 

amendment. If the same is approved, the manager may be required to circulate copies of 

the same to tenants to justify the rates charged within the year.

5. following this is the budgetary control stage. This normally takes place after the actual 

events and may be carried out on a regular basis be it monthly, quarterly or even half 

yearly. I his has to do with the recording of actual results and the comparison of these with 

the budgeted figures. According to Lucey (1989, 315). the speedy production of budgefary 

control statements and the immediate investigation of the revealed variances provides the
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besl basis lor bringing operations into line with the plan, or where there have been 

substantial changes in circumstances, making agreed alterations to the plan.
•

6. The last step in the budgelary process is the variance investigation and developing

of solutions to problems revealed by the budgetary control. This is an important step as it

provides a link between budgetary control and planning. In so doing, the performance

levels and the difficulties experienced in the attainment of the goals are identified and fed %
to the planning process thereby continually refining the budget. •

During the preparation* of the budget, there is need to identify the limiting factor also known as 

the principal budget factor, ( his is that factor which, at any given time, effectively limits the 

activities of the organization. The limiting factor in any budget could be either of the 

following:

• Customer demand

• Production process

• Shortages of labour, materials, space or even finance.

It is important to not only identify this factor but its effect on the budget must also be carefully 

considered during the budget preparation process. This is because this constraint usually has a 

pervasive effect on all plans and budgets.

I'he customer demand in terms *of occupancy levels in a particular property could be the 

limiting factor as it determines not only the level of voids in the property but also the income 

receivable.

Limitations of budgeting:

• The budget plan is based on estimates thus the strength or weakness of the budget program 

depends on the accuracy with which the basic estimates are made.

• A budget plan must be continually adapted to fit changing circumstances.

• I he execution of the budget plan is not automatic and thus effort must be exerted towards 

its accomplishment.
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Budgeting does not take the place of management, as it is only a tool of financial control. It 

is therefore important to make sure that all the possible attainable benefits are derived 

from tbe budget.

*

Typical problems which may arise with budgeting

❖  Variances: These may not only be due to changing circumstances and poor performance 

but could be also due to managerial performance

*** I he existing organization structure around which budgets are developed may at times 

prove inappropriate for current conditions

❖  I he existence of well documented plans may cause inertia and lack of flexibility in 

adopting to change

❖  Budgetary slack: This is a term used to describe the way some managers obtain a budget 

larger than necessary so that they can spend more liberally up to the budget or appear to be 

containing costs very efficiently by beating their budget. This can be overcome by adopting 

the zero-budgeting system in which the manager starts with a nil budget to which an agreed 

budget allowance is added for each planned activity. In so doing, tighter limits are set and 

as such there is no perpetuation of past anomalies and inefficiencies which occur as a result 

of historical budgeting.

Recommendation:

As has been stated above there are many limitations to the budgeting process and as such the 

property manager has to apply some level of budgetary control to ensure that these limitations 

are kept to a minimum. The manager also has to exert some effort in his or her daily work to 

ensure the accomplishment of the budget targets which must be continually adapted to fit 

changing circumstances.

3.3 BUDGETARY CONTROL

Control as applied to budgeting may be thought of as a systemized method for providing 

definite plans and standards for prior control action and procedure for keeping management 

informed of conformity to such predetermined plans, objectives and policies.
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Essential elements of control:

I here must be definite policies, objectives, plans and standards of performance 

*** There must be enlightened and aggressive efforts to attain the goal

♦> I here must be adequate reporting of actual performance. This is usually in the form of the 

monthly statements the managers submit to the client.

*> There must be a comparison of actual results with the plans, that is, a measurement of the 

effectiveness of control

*♦* There must be a careful analysis of deviations from the plans and objectives and a 

determination of the causes

♦> There must be corrective action by persons having designated responsibilities to correct 

unsatisfactory performance

I here must be follow up procedures to determine the effectiveness of the corrective action 

❖  There must be a feedback of basic information to provide a basis for improving future 

planning and control processes

For control to be effective, it must be exercised prior to commitment. The comparison of actual 

results with predetermined objectives, plans and policies constitute the measurement of the 

effectiveness of control for a past period though it may also lead to improved effectiveness of 

control in the future.

Budgetary control -is the use of budgets and performance reports throughout the budgetary 

period for the purposes of coordination, evaluation and control of day to day operations. It has 

also been defined as the establishment of budgets, relating the responsibility of executives to 

the requirements of a policy and the continuos comparison of actual with budgeted results, 

either to secure by individual action the objective of that policy or to provide a basis for.its 

revision. It therefore involves:

Setting targets 

*** Monitoring progress 

**• leaking corrective action where necessary
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The mere preparation of the budget could be of considerable value to the organization but its

ultimate value lies in its planning aspect and its utilization for purposes of coordination and

control The process of budgetary control involves the constant check and evaluation of

actual results against budget goals resulting in corrective action where indicated.

To devise an effective budgetary control system, Seeley (1976, 274) has given the following

criteria which must be satisfied:

1 A clear understanding o' objectives and their order of priority

2. A systematic analysis and evaluation of the needs and demands stemming from the 

objectives

3. A rational balancing of these demands against the desired objectives within the known 

constraints of labour, materials, time, managerial skills and funds.

4. The avoidance of waste of financial resources

5. The development of a control system based upon the identification of needs, adequate 

measurement or resource requirements, setting of work standards, measurement of 

performance, evaluation of significant deviations from standards, and the control of present 

and future opportunities through this knowledge.

From these principles implementation of the budgetary control system will require:

1. Organizational plans for a specified period

2. Definition of resources required accomplishing the allotted tasks

3. Establishing operating standards and targets to be achieved

4. Information systems to generate, collate and evaluate data for decision making and control* •
purposes.

5. Detailed plans and programmes for achieving objectives.

6. A framework for decision taking and a basis for measuring efficiency, effectiveness and 

profitability.

3.3.1 Methods Used in the Determination of the Effectiveness of Control 
«

Trend analysis:
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This involves a comparison of current results witli those of some past period. An assumption is 

made* that if (lie performance in the current year is better than that of the previous .period 

then the manager can be said to have been more effective in ensuring budgetary control. 

This method is inadequate for control purposes due to the following:

*»* Conditions may have changed - there could be improved technology or even labour

efficiency may have improved.

*> The accounting classifications used in the current period may be different from those used

in past periods.

»> l he previous year's performance may have been unsatisfactory.

Cost volume - Profit analysis:

llie  manager in ensuring budgetary control may use the cost volume - profit analysis which 

aims at establishing the break-even point, a point at which the revenue equals the total cost, 

l he manager will therefore t>e concerned with the effect on profits of the following:

Changes in the fixed cost - These may include the costs of insurance, rates, ground rents, 

etc.

❖  Changes in variable costs - 1’hese may include the costs of electricity and water 

♦t* Changes in the activity level, in this case the activity being the occupancy level as this 

determines the rents aceruable from the property.

The break-even point is arrived as follows:

Fixed cost /  (1 -(variable cost/corresponding rental levels))

I his gives the amount of rental revenue that is necessary to exactly recover the fixed costs and

should be the lowest level that any business should operate at. There are however basic

assumptions underlying this analysis. These are summarized here below as follows:

*♦* That cost can be resolved into its fixed and variable components

♦♦♦ That fixed costs remain constant 
%

*•* I hat variable costs ’vary proportionately with volume changes expressed in terms of a 

common measure of activity.

*•* I hat the revenue and cost estimates, and hence the results of the analysis, are valid only 

within a definite relevant range of activity
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❖  I hat rent per square tool is not to change as occupancy level changes

3.4 CONCLUSION .

As can he discerned from 'die discussion above, there are several methods that the property 

manager can employ in ihe preparation of budgets. It however does not matter the accuracy of 

the forecast as long as its reliability can be proved. The various assumptions made during the 

process must be clearly stated. The manager must also exercise proper control so as to ensure 

that the forecast results thereby reducing the variances to a minimum. Corrective action must 

also be taken as necessary
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3.4 CONCEPTUAL THEORETICAL FRAMEWORK
i he budgeting and budgetary control function can be summarized as follows:

Source: Lucey (1989, 314-315)

42



CHAPTER FOUR

4. DATA ANALYSIS AND PRESENTATION

1.1 INTRODUCTION

This chapter gives a description of the budgeting and budgetary control procedures applied by 

the various property managers in ensuring the management of the client's funds. It also seeks to 

define the other major functions that are performed by the various property managers. This is 

in line with the objectives given in chapter one.

L2 DESCRIPTION OF THE PROPERTIES
A table showing the type of properties studied

Table 4.1
LOCATION TYPE OF P R O P E R T Y LETTABLE AREA AVG RENT (PSM) S/CHARGE (PSM)
C .B  D O ff ic e  b lo ck 3 ,8 8 5 4 8 4 129
C .B .D O ff ic e  b lo c k 1 6 ,7 29 538 4 7 3
C .B  D O ff ic e  b lo c k 1 3 ,8 48 377 161
C .B .D O ffic e  b lo ck 1 8 ,9 59 344 151
C .B .D C o m m e rc ia l build ny 8 ,9 6 8 6 9 9 161

jC .B .D C o m m e rc ia l b u ild in g 1 2 ,2 12 4 3 0 140
(C .B .D O ff ic e  b lo c k 1 0 ,7 64 377 161
C .B  D O ff ic e  b lo c k /s h o p p in g  c e n tre 5 ,4 8 3 3 77 2 1 5
C  B D C o m m e rc ia l o u ila in g 9 ,6 6 5 4 3 0 151
C .B .D C o m m e rc ia l b u ild in g 6 ,4 5 6 3 77 151

A GRAPH COMPARING THE RENT AND SERVICE CHARGE PSM
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Graph 4.1

Of the properties studiv J > 1 are multi-storied above five storeys, are located in the Central 

Business District and have >otal lettable areas ranging from approximately 4,000 square meters.
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Most of the buildings comprise of shops, travel agencies, hotels and restaurants on the ground 

and mezzanine floors. I he upper floors mainly comprise of offices.

4.2.1 Kent:

For all the buildings, the rent on the ground floor is much higher than that of the upper floors. 

Of the buildings studied, the one that charges the highest rent on the ground floor charges an 

average of Kshs 700.00 per square meter while the lowest rent charged on the ground floor is 

approximately Kshs 350.00 per square meter. The disparity in the rent is not only due to the 

exact location of the building within the Central Business District but is also due to the extent 

of development of the particular property mainly in terms of services offered. The high rents 

on the ground floor is due :o the very high demand of space on the particular floor especially 

due to the fact that busi .esses located here rely mainly on walk-in walk-out customers.

Of the buildings studied, 30% charge the same rents for the ground floor and the mezzanine 

floors while the rest charge much lower rent for the mezzanine floors, some as low as half of 

that charged for the ground floor.

Of all the buildings studied, all charge a much lower rent for the upper floors with 40% 

charging at a rate more than half of that charged for the ground floor whereas the rest charge a 

rate that is less than halt of that charged on the ground floor.

Of the buildings studied, 10 percent charge a lower rent per square meter for the mezzanine * *
floors as compared to tKapof the upper floors. The rest otherwise charge a higher rate *for the

mezzanine floors.
«

4.2.2 Service charge:

f he service charge of the properties studied ranges from approximately Kshs 130.00 per square 

meter to Kshs 470.00 per square meter. The disparity of this is as a result of the diversity of the 

services offered in the particular buildings, the type of clientele and also as a result of the 

services for which the landlord is responsible and those for winch the tenant is responsible.



Of all (lie buildings stilt ei <• tly 20% charge a different rate for tenants on different floors. The 

remaining 80% charge .he same rate per square meter irrespective of the floors on 

which one is situated.

4.3 OWNERSHIP OF THE PROPERTY

The different types of ownership go towards defining the goals and objectives of the clients.

Of the buildings studied. 10% are owned by church based organization whose main objective 

is profit maximization, /'mother 10% are owned by government bodies whose main objective is 

profit maximization. Some of these are however developed for the purpose of fulfilling a social 

goal whereas others are developed for the political reasons. The other kinds of ownership that 

ihe researcher came across are pension funds with these mainly investing in real estate due to 

die statutory requirement that requires fund managers to invest a certain sum of the pensioners' 

money in real estate. These however have the ulterior motive of profit maximization. Private 

companies, who apart from investing with the main aim of profit maximization, also invest for 

prestige purposes, have developed some of the properties.

A conclusion can therefore be drawn that the main reason why people, be it in their private 

capacities or otherwise, invest in real estate is profit maximization. Due to the complexity of 

the property market, the property owners appoint qualified property managers, be they in- 

house or out-sourced, wjjth the hope that these property managers will see to it that the owner's 

objectives are met.

.4.4 MANAGEMENT JUNCTIONS

>()'% of the properties that have been studied are in-house managed whereas another 50% have 

their management out-sourced. The research showed that irrespective of the type of 

management applied the property management duties remain the same, what differs at times is 

the importance that the property managers place on each of the duties
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4.4.1 Property Manage jnt Functions:

The main duties that the - (periy managers are usually called upon to perform are as follows:
*> Showing and letting space 

•> Lease administration 
'> Rent collection 

*** Management of serv ce charge

-> Overseeing the mai lt-'!,, ice and repairs of the property. 1 his also includes the managing of 

service contracts.

❖  Supervising personnel

Making a budget and ensuring budgetary control 

*** Dealing with tenant complaints therefore ensuring good tenant-landlord relationships

I he research showed that the different managers place different levels of importance on the 

above functions, this n n! being a function of the management agreements drawn between

ihem and the property owneri

*

4.4.2 Challenges of Property Management:

These can be summarized as follows:

A table showing the property management challenges
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t able 4.2

F u n c tio n P e rc e n ta g e
R e n t co lle c tio n 4 0 .0 0 %
L e a se  a d m in is tra tio n 10 .00%
M a in te n a n c e  & re p a irs 10 .00%
S h o w in g  a n d  le tting  space. 10 .00%
B u d g e tin g  & b u d g e ta ry  control 30%

T o  t a r 100

--------------------■
A Pie Chart snowing the different Management Functions

■  Rent collection

■  Lease administration

□  Maintenance & repairs

□  Showing and letting 
space

■  Budgeting & budgetary 
control

Pie Chart 4.1

••■)! the functions given above, the most challenging as identified by the

(follows:
various managers are as
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❖  Rent collection: From Mie diagrams above, it can be seen that 40% of the property 

managers view the rent collection function as being the most challenging. This has 

mainly been attributed .> the poor slate of the economy prevalent in the country. This 

makes most tenants have a difficulty in meeting their rental obligations. Some managers 

have also stated the the colleotion of rent is usually a problem in cases where tenants do 

not prioritize payment of the same. The problem is however more prevalent for those 

properties which art m-nouse managed as the managers do not view this as their core 

business. This is mainly so in buildings which do not employ qualified property managers. 

The researcher has further discussed the solutions for this in the next page.

❖  Budgeting and budgetary control: The table above shows that 30% of the property 

managers interviewed view the budgeting and budgetary control function as being the most 

challenging. This is discussed in section 4.5 below

♦t* Tease administration: Though the table 4.2 above shows that only 10% of the 

managers view this as being the most challenging function, the outsourced property 

managers have stated ihat they usually experience a lot of problems when they take over 

buildings which won previously in-house managed. This is because most in-house 

managers, especial I f  >ose who are not professionals, are not usually conversant with the 

tenancy legal requires r,.s such that many of them do not even bother to enter into leases 

with the tenants arc en they do, then they do not pay keen interest such that the same

expire unnoticed * Ih he tenants still continuing with the occupation. It is up to the 

manager to advise "oth lie tenants and the landlords on (lie importance of not only having 

the leases executed on lime but also on having them registered within the shortest time 

possible. Failure to do • > may lead to many controlled tenancies which not only render the 

building unmanageru ic >ut also unprofitable.

❖  Showing and letting sr ce: The diagrams above show that 10% of the managers view this 

function as being ti r  st challenging. This is also attributed to the poor economic trends 

prevalent in the co \ . r. Whereas the property owners would like to see the space let at the 

same rental levels. %ot higher, this is most of the times not attainable. As discussed in 

chapter 2, the prop* rt •/ manager should adopt the advertising mode which produces tenants
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within the shortest t .nc possible and at the least time possible. The study established that 

majority of the pronertv managers rely on newspaper adverts (these are expensive but

have the advantage of reaching clientele far and wide) whereas others rely on

placing sign boards various locations thus informing the passers by of the available spaces. 

Rarely do property managers write introductory letters to prospective clients as these are 

seen to take a lot of time and may not yield the required results. The more expensive the 

advertising mode and especially where this does not produce worthwhile tenants, the more 

adverse its effect on the oudget. There is therefore need to vet the clients properly as this 

reassures one on tin quality of the tenancies.

'> Maintenance and repairs: The above shows that 10% of the managers view this function as 

being most challenging 5 his is usually a problem especially where the building is old and 

where new technologies have been developed thus rendering the service provisions in such 

buildings almost obsolete, flic maintenance of these becomes very expensive especially 

where the properly . lanager intends to retain the tenants who expect very high standards of 

maintenance.

«

Measures taken to overcome the challenges identified above:

'> Rent collection As most managers agree, their performance is measured by the amount of

rent they manage to collect as this determines the income that will be passed on to the

investor. It is therefore Tiportant for the manager to ensure optimum collection of rent if he

or she is going to retain hs or her job. The manager therefore has to enter into agreements

with the rent defaulters on how the arrears are to be paid When a tenant falls into arrears, *
there is need to send f-rst. second and even third reminders to the tenant before resulting 

into legal measures > ensure that the rent is paid. Whereas there is need for the managers 

to apply soft stance or die tenants with the aim of retaining them, the manager also has to 

be strict on the pay ^et of rent as there is no point of having a building which boasts of 

full occupancy but ?o / come. The managers should also carefully screen the incoming 

tenants in order to ensure that they have the ability to pay rent. Asking for their bank 

statements and also names of possible referees to whom the manager should refer to 

ascertain the capabi i. of the incoming tenant to pay rent can do this. 10% of the property 

managers suggest ;a: of importance is the insistence in the payment of service charge.



This is because most oi' the tenants are aware that the manager cannot result to any legal 

measures to enforce the payment of the same. When this has been paid, the 

manager should then apply all measures available to ensure that the rent is paid. 

Budgeting and budgetary control: The measures that managers should apply to ensure these 

are given in the folicwi* ; section.

Lease administration: l ie  most important thing in the administration of leases is to ensure 

that one does not enter into controlled tenancies. The manager should therefore ensure that 

he or she is aware of the grounds that result into controlled tenancies. The research has 

shown that the managers, in ensuring that they do not enter into controlled tenancies, have 

all the tenants execute (he lease documents. They also ensure that the leases have a rent
t

escalation clause and are careful on the duration of the leases. 30% of the property 

managers to who the questionnaires were administered said that they also ensure that the 

lease documents do no' leave any grounds for sub-tenancies because where these exist, the 

collection of rent I rues impossible and the management of the building eventually 

bdcoines very difficult.

Maintenance: Wher, as this is not as challenging, there is need to ensure that very high 

standards of this are observed so as to ensure the retention of the tenants. The manager 

should ensure that this is done at the least cost possible. 40% of the managers have 

indicated that they hav* employed their own in-house maintenance teams, these being 

plumbers and electnri s Therefore, when a fault arises it is immediately attended to. 

When the problem c. h ■ complicated to be sorted out by the in-house team, the work is 

then out-sourced to eorv/actors who are approved by the property owner if the property is 

in-house managed < s by the management firm if the management is out-sourced. In so 

doing, the manager err. re that the maintenance job is awarded to the contractor who will 

yield cost effectivei i what is known as competitive bidding. It is also the role of the 

manager to advise the Ic ' llord on the need of establishing a sinking fund aimed at ensuring 

that there will be m< ~ at hand to carry out major renovations of the building in future.

•W lT E M m r OP N A IM *
4 Q D  LTlRAE tr
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4.5 THE BUDGETING FUNCTION OF PROPERTY MANAGEMENT

As is shown in table 4.2 above, the budgeting function is not viewed to be as challenging as the 

rent collection funetior However of importance to any investment are the returns deriving 

from it thus the need for the management of funds.

i he research has shown !hr/ all property managers are usually called upon to prepare budgets 

for the clients. 70% of the property managers are required to prepare annual budgets, anothert
10% usually call for monthly budgets whereas another 20% require budgets to be prepared on

a half yearly basis.

4.5.1 Items taken to account during the preparation of the budgets:

1
Of the properties studied, 70% of the property managers take into account both the service 

charge and rent accruing from the property when drawing a budget. The remaining 30% do 

not, in the making of the budget, take into account the rent as this is remitted to the property 

owner intact. It is out of the budget income that the property manager pays for the expenses

accruing from the building.

fhe research has show?, that all the property managers refci to the previous year's performance. 

Ihe property managers agree that in considering the previous year's performance, it is 

necessary to take the following into account as this establishes the total income that they may

tie able to collect from the property.

Arrears level for the financial year that has just ended and the anticipated rate of recovery

of the same.

*** Rate of voids in the building. This is important as it gives a clear picture of the expected 

rental income taking into account the letting level in the building.

❖  Repair costs incur xl in the previous year and the expenses that are anticipated in the

future.



Having taken into account he rates of voids in the property plus the anticipated arrears 

recovery level, the property manager then predicts the total income from the building. 

This includes the rent, service charge and car- park charges where applicable.

it is out of this anticipated ! al income that the manager subtracts the anticipated expenses so 

as to arrive at the total income payable to the property owner at the end of the year. The 

expenses taken into account include the following:

• Cost of repairs and maintenance *
• Utility accounts. If the tenants are sub-metered, the property manager only takes into 

account the water and electricity consumed in the common areas.

• Other expenses include the statutory payments such as the ground rents, land rates and 

insurance. These are ideally rental expenses as opposed to being service charge expenses.

• The manager also takes into account both the cleaning and security costs that in many

times are done under contract.
*

• Also taken into account are such cost items as salaries and wages of personnel associated 

solely with that property These may be the caretaker, electrician, plumber, e.t.c.

• The cost of lifts and grounds maintenance, where applicable, are also taken into account.

• Capital expenses suds as the cost incurred in the replacement of lifts, water pumps, etc

• For those properties Whose management is out-sourced, the manager also takes into 

account the management and letting fees charged, these being a function of the occupancy 

levels.
I *

The study has shown that ad managers irrespective of whether they take both service charge 

and rent into account When drawing the budget or whether they only consider the service 

charge take these expenses into account.

4.5.2 Budgetary Prepstrs. ion Methods Used.

This section aims at establishing which method properly managers use during the preparation 

of the budgets. These methods have been identified as either the historical budgeting method or
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.lie zero-base budgeting ne bod. The researcher also sought to know whether there is any other 

method that the property mr wagers use.

A Table showing the Bl ee Preparation Methods used 

Table 4.3

i Method Applied HL';.orical(alone) Zero-base (alone) Both Otter Total
1 Percentage of use 40 0 60 0 100

I

Graph 4.2

The Table and graph rdxr- e show that 40% of the property managers interviewed use the 

histoncal method during- the preparation of budgets while the remaining 60% apply both the 

historical and zero-base memods. The research has not identified any other method of budget 

preparation. >I

in the historical methcu, the manager takes into account the previous year's performance to< ’
which he or she adds a certain percentage in order to predict the current year's performance.

For those property managers who apply both methods, the historical method is applied as given 

above. The manager applies the zero-base method in which he or she starts with a zero budget 

to which certain figures are allocated to the budget items according to the specific needs of that
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building. The actual ir ora., receivable taking into account the occupancy levels is determined 

from which the anticipate; expenses (arrived at using the zero-base method) are deducted 

thus arriving at the expecte: surplus or deficits for the period under consideration.

4.S.2.1 Forecasting Me hcis Applied

In this the section, the res archer sought to know the methods that the manager uses in the 

forecasting of both the income and expenses from the properties that they manage. The 

researcher gave the for.cas-mg methods which om- can use as being the following:

• Economic rhythm method.

• Correlation method , ;j

• Special historical analogy

• Others

The managers were asl cd to indicate the method that they use and those who use any other 

method were asked to b.ieTy explain the method. The following results were arrived at: *

A table showing the r or. casting methods used by the various managers during Budget

Preparation
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M ethod Percen t age  of use
,Econom ic rhythm 20
Correlation 30
Special historical a/iaiogy 40
Combination of tht above 10
Others ^ 0
T otal 100

A Pie Chsrrt showing the Forecast ing  
M ethods used

■  Economic rhythm

■  Correlation

□  Special historical 
analogy

□  Combination o f  the 
above

■  Others

Pie Chart 4.2

56



Tables 4.4 and Pie Chan 41  above shows that 20% of the managers of the properties studied 

use the economic rhythm method during the forecasting of the income and expenditure 

flow from the property. Ano her 30% use the correlation method whereas another 40% use the

special historical analogy method while another 10% combine all the methods when making a
-*• r

forecast.
I 1

ti £ '
The percentage that uses a combination of all the methods stated that this is necessary as the

I I S'
various methods could be used for predicting different things that are of importance to the 

property. For example, the economiĉ  rhythm method is used to predict the anticipated 

occupancy levels in the property. The special historical analogy method can be used to predict 

the expenses for the current period while taking into account a period in the past that had 

characteristics similar to those of the c urrent period. For example, if the country is facing a dry 

spell which is expected to reduce the water supply in the country and hence affect the costtrf 

vater provision, the manager can refer to a period in the past during which the country faced 

mch a spell to predict the possible cost of water for the period under consideration.

«e

4.S.2.2 Challenges fact i  b> manager) during the Preparation of Bndgets

* - *
5n this section, the manage,; sought to know the various challenges that the managers face 

during the preparation c f budgets. These were given as follows:
Of

> The most challenging item was given as being able to forecast the future thus making the 

correct estimate on the projected and actual income and expenditure.

• Another challenging item, which ties closely to the ability to accurate forecasting, is the 

occurrence of voids due to early surrenders that were not earlier anticipated. This gravely
l .

affects the income payable to the property owner.
• .4

• Of challenge to the managers are the macro-economic factors of which the property 

managers have no control over such as the depression of the economy. This affects not only 

the ability of the terr-nts to pay rent but also the cost of maintaining the building as

provision of services becomes .expensive.
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• The other major chr Usage facing the managers is the attitude of the property owners towards 1 

maintenance of the building. This mainly affects those buildings which are publicly owi

The owners of such ouf lings tend to neglect the periodical maintenance of the
j

building and only Ci ,ry out works v/hen the item cannot function. This tends to make the cost
;1 I

replacing these very expensive thus adversely Effecting the budget.

4.5.3 Budget Vs Actual Figures
• ' ; •; H

*
In this section the researcher sought to establish to what extent the budgets prepared by the

managers differ with the actual income and expenditure statements submitted to the clients at
i

the end of the year. This was confined to the period between 1998 to 2002.
■

. • ; *
The following results w oe obtained from the various properties:

Table showing the variances between the budget and actual results for the period 1998 to 2002

Property
1

Property
2

ty
s

Property 4 Property
5

Property
6

Property
7

Property
8

Property 9 Property
10

Avers
; 1998
I -15.59% -11.20% 20 34% 2.50% -5.50% 3.50% -10.34% -9.62% 4.25% -15.25% -3.

1999 -23.48% -3.26% 26.«2% 5.28% 2.75% -2.80% -12.36% -7.25% 2.75% -12.25% -2.
2000 -10.09% -15.07% 18 :-«3% -10.79% -13 25% -10.75% -14.55% -4.26% -4.25% -7.25% , -7.

; 2001 -3.87% 3.31% < -13.91% -5.46% -1956% -13.20% -5.50% -2.25% -6.25% -5.25% -7.
• 2002 -10.87% -0.03% -23.47% -13.25% -9.43% -15.55% -1525% -10.75% -9.75% -2.25% -Ill

1 12 * ' !.• f 1 r
' l

Table 4.5

58



Graph 4.3

The table and graph above shows the average variances between the actual results and the

budget figures for the properties studied. From the graph above it can be seen that the property

managers experienced negative variances in their budgets for the period under study. The least

average variance was experienced in 1999 while the highest was experienced in 2002. The
variances for the years 2000 and 2001 were almost equal.

*

f
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The variances have m-nly been _attributed to the inaccuracy in making the forecasts. The 

managers attribute these to he uncertainty of the future that results in circumstances that the 

managers had not foreseen. Such circumstances include the following:

❖  The inability of the managers to foresee the occurrence of voids due to early surrenders 

which the managers had not foreseen.

❖  The incidence of high arrears in both the rent and service charge accounts whereas the 

manager had assumed full collection of the same.

❖  Rising costs of mai teuance and utilities which could be due to macro economic factors 

which are beyond the control of the managers.

i* The over-reliance o- the historical budgeting method that assumes the same conditions*as 

those of the previous pe od to which the manager just adds a certain percentage.

'> The unpredictable economic trends in the country. It is important to note that the highest 

negative variance w c  experienced in the year 2002, a year during which the country was 

faced with a general site ion. *

4.5.3 Budgetary Contr ,i Measures

This section sought to eriachsh the measures that managers apply to ensure budgetary control, 

in this the researcher sought to know how the managers go about setting the performance 

targets, how they monito. irte progress and the corrective measures usually applied.

4.5.3.1 Setting targets

tjj’ S

The managers usually apply the following measures in setting targets:

❖  They ensure that the targets they set are not only realizable but also measurable. The study 

established that the e ic usually a tendency of some managers to set very high targets in 

their budgets with the rim of giving the property owner the impression that they will be 

able to outdo the previous year's performance. In this, the managers, in preparing the

budget give the inpretsion that they will not only be able to fully collect the rent and»
service charge accn oig riom the property but that they will also be able to keep the costs
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of maintaining the p. op , ty to a minimum anti at the same time filling up the voids in the 

building. This they do without establishing the reasons for the previous year's variance

or where these h&v; been established, assuming that they will fully be able to

correct the variance.. lie managers stated that the targets should not be set too high above 

the actual results of Jv preceding period. For example, if in the previous year the manager 

was not able to collect all the rent, then assuming that rent for the current period would be 

fully collected wou 1 only result in unrealistic targets for the manager especially where 

there have been no changes in the factors that affect the payment of rent.
*

♦  The targets should ?k;. be clear as the manager is expected to give all assumptions 

underlying any bud get ' sms. The assumptions should be clearly stated and based on some

facts. For example, sae rent and seivice charge collectable should be based on the expected
)

occupancy level in the p roperty.
* ♦

4.53.2 Monitoring the ’n  »ress

This section sought to sow how the managers go about monitoring the performance and how

often this is done.

80% of the managers interviewed stated that monitoring of progress is done on a monthly basis 

whereas the remaining 20% monitor the progress on a quarterly basis. This is achieved byI
preparation of either monthly or quarterly reports based on the actual performance of the 

property. Only the a c  mi costs of the budgetary items are taken into account during the 

preparation of these reports. These are then compared with the budget for purposes of
evaluating the performa nce.

t |tf
4.5.33 Evaluation of Performance

This section sought to t'Jiab'.sh the various methods that the property managers use to evaluatet. i
their performance in tt -m.. of meeting the budget targets. The researcher gave the possible 

methods that can be us d os. either the trend analysis method or the break-even point analysis. 

The interviewees were nslisd to state and explain any other methods that they use. The 

following results were triad/ished:

\
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Table showing Performance Evaluation Methods applied by the various Managers 

Table 4.5

I  1

Method
rrend analysis

l Percentage of use
i ' ’  90%

10%
; Others ! 0
Total " f“ 100%

Graph shov Ing the methods used to Evaluate Performance

I
IL.. •
r  1 . ..

L.
1

I „ ...
-

1 ■ ■ ■1 a_____ _______________
Trend analv is Break-even point analysis Others

Graph 4.4

1. Table 4.5 and graph 4.4 a xtve shows that 90% of the property managers interviewed use the 

trend analysis method t evaluate their performance. In this method, if the actual performance 

of the current period is ef r than that of the previous period, the manager concludes that his

(

62



or her performance for h® current period is better. However as has been explained in Chapter 

3.3.1, this method tts  the following disadvantages and should therefore be used 

sparingly:

❖  Conditions related to l ie property may have changed, for example, technology may have 

improved thus rendiri'/ig the maintenance of the property more cost effective leading to a 

saving in the maintenance of the building. *

"•* The previous year's ier rmance may have been unsatisfactory. Table 4.4 above shows that 

most of the properties experienced negative variances during the period under study. Thus 

achieving a lower ne^ai ve variance, though an indicator of better performance still means 

that the manager's p^for, nance is not satisfactory.

2. The above also show that 10% of the property managers interviewed use the break-even*
x>int analysis in evalur .ing heir performance. This method is also known as the cost volume- 

profit analysis and aim:: gt er ablishing a point at which the revenue equals the total cost as this 

:.s the lowest point at white the property manager should operate. This is mainly applied by 

those managers, who on.y .ake into account the service charge during the preparation of the 

budget. Though sectioi 4.5.1 above showed that only 30% of the managers interviewed take 

into account the service ch arge only from which the expenses are paid, the research has shown 

that out of these only 1J%. apply the break-even point analysis in evaluation of performance. 

Ihese managers aim at -.luring that the revenue they receive from the building (in terms of 

service charge) is enouggk to pay for the expenses accruing from it. With this the manager 

ensures that the property owner is never called upon to surrender part o f the rental income for 

purposes of paying for expenses emanating from the building. In cases where there is a surplus 

a this account, it is to the terumts’ accounts thus lowering the service charge payable

the following perio! if  a deficit occurs, it is debited into the tenants' accounts thus 

increasing the amount poyaXe in the following period.

4.53.4 Taking Corrective Action:

a

This section sought to knew the corrective measures that the managers apply in ensuring 

effective budgetary cc trcv. Cross tabulation will be done with the aim of showing the
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relationship between th; >udgetary preparation and forecasting methods and the variances 

experienced in the differed' properties.; I;

In order to take corrective action, there is a need first and foremost to establish the reasons
» . . .

behind the variances. Th i rc isons as explained in section 4.3.3 are as follows:

❖  The early surrender s of space within the properties, which the manager had not foreseen.

❖  The high incidence of rent arrears as a result of unforeseen circumstances

❖  The rising costs of main: snance

❖  The over-reliance orlho historical budgeting method. *

❖  The fluctuating ecoi trends in Ihe country

♦
» • 'i

Hie managers gave the foil ..wing as the corrective strategies they apply in order to reconcile
• . • h • '

/he budget differences:

❖  Early surrenders: The >xurrence of unforeseen voids is usually viewed as being very

expensive not only in terms of what it would cost to get that space re-occupied but also due

to the fact that these seriously affect the income anticipated from the property. In order to

discourage this, tfrr managers have stated that any tenant who wishes to prematurely

surrender space is usually penalize!. The manager also takes note of lease renewal dates

and before these fall cue, usually write to the tenant asking if the he wishes to renew the

lease. If the tenant expresses his or Iter wish not to renew, the manager starts marketing the

property immediately with the hope that a new tenant will have been identified for the

space by the time the ok’ tenant vacates.
*

*5* Rent arrears: Remedies hat the mmager can apply to keep these to a minimum have been 

given in section 2.3.4. In addition to these, the managers interviewed have stated thati"
another method of discouraging late payment of rent is to penalize late payers. 10% of the

managers have stated that for all rent that is paid fourteen days after it falls due, the tenant■* >
is charged a 5% penalty. The managers have also stated that of importance is the careful 

screening of prospective tenants with the aim of establishing their ability to pay rent.

❖  Maintenance: In order to  keep the cost of this to a minimum, the managers have given the 

following as the meoSur;*s that can be taken to ensure efficiency and cost effectiveness of 
tiie same.
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• Ensuring the conservation of energy. The manager  ̂said ways in which this can be done are

sensitizing the tenar.ts on the need to put off all the lights when these are not in use.
*

® The managers als ca:ry out periodic inspections and maintenance of the 

building equipment to er.sure their effective performance.

* Of importance in doing this is ensuring that the maintenance works and service provision 

contracts are competitively tendered for. The property managers should however ensure 

thflt the costs reflect tae -ervices provided.
♦

* i •. . i •
4.5J.4.1 Variance Inv^tigition:

This section aims at esr.ablii.hing the effect of the budgeting and forecasting methods used on 

the resulting variances.

Methods of budgeting iiised:

Cross tabulation will be done to show the variances resulting from each method of budgeting 

and forecasting used.
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A Table showing the relationship between the Forecasting Methods used and the variances
experienced

Table 4.7

i Method of Forecasting Average variances I
Property 1 Special historical analogy -12.78
Property 2 Special historical analogy -5.18

: Property 3 Correlation method 5.65
(Property 4 Correlation method -4.34
Property 5 Economic Rhythm method -9
Property 6 Special historical analogy -7.76
Property 7 Economic Rhythm method -11.66
Property 8 Combi nati or; -6.83
Property 9 Correlation method -2.65
Property 10 Special historical analogy -8.45

Graph 4.6

♦
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Table 4.7 and graph rT above shbw that although majority of the property managers

interviewed use the spe .ial historical .analogy method, on average the managers who use the♦
correlation method expe. 'ence a lower variance in their budgets.

>.6 SUMMARY

The study showed tiu, the property management duties, though being similar, represent 

different challenges to the property managers therefore the importance with which the different 

managers place on the different functions. Whereas the most challenging property management 

function has been identified as the collection of rent, this mainly being attributed to the 

fluctuating economic treat's in the country, the budgeting and budgetary control function is 

also of great importanc es it ensures the efficient management of hinds emanating from the 

property.

The study has shown th/c t. cre are various methods that are used by the property managers in 

.he preparation of the L ’dg^ts with most managers using a combination of both the historical 

/aid zero-base budgeting methods. The study showed that the properties which experience high 

negative variances are dspsc whose managers use only the historical method in drawing the

budget. , '|
t

■ r  * *
The research has also established the various forecasting methods that are usually used by die 

managers these being die e conomic rhythm method, the correlation method and the special 

historical method. Whv reas it is not possible to give an accurate picture of the anticipated 

incomes and expendifi. ,‘C, forecasting method used usually determines the variances that 

the property managers expect from the properties they manage. The study has shown that on 

average, the correlation method results in the lowest, variances.

The ftiere identification o f die variances is not in itself important if the property managers do 

not establish the reasons behind these variances and take corrective action. The study has 

shown the corrective measures applied by the various managers.

t i
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Die methods that the \ -op. rty managers can use in determining the effectiveness of the
♦

budgetary control ireiLxls used were identified as being the trend analysis and the 

break-even point analysis. Tne study showed that majority of the property managers use the 

rend analysis to do this irrespective of i ts many disadvantages.
. .. . ; *. ; - jL '\r . . <• . , • v

i* 1

i *
11 i

.
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A Table showing the n iati nship between the Budgeting Methods used and the Variances 

experienced

Table 4.6 
i-----------1--------------- Method of hud^oting 1998 1999 2000 2001 2002 Average
Propertyl Historical -15.59 -23.48 -10.09 -3.87 -10.87 -12.78
Props rty2 Combination -11.20 -3.26 -15.07 3.31 0.33 -5.18
Property 3 Combinatior; “ 20 64 26.42 18.56 -13.91 -23.47 * 5.85
Property 4 Historical 2.50 5.28 -10.79 -5.46 -13.25 -4.34
Property 5 Historical -5.50 2.75 -13.25 -19.56 -9.43 -9.00
Property 6 Combinatior; 3.50 -2.80 -10.75 -13.20 -15.55 -7.76
Property 7 Historical -10 64 -12.36 -14.55 -5.50 -15.25 -11.66
(Property 8 Combinatio -9.62 -7.25 -4.26 -2.25 -10.75 -6.83
Property 9 Combinatior. 4.25 2.75 -4.25 -6.25 -9.75 -2.65
(Property 10 Combinatio.'; -15.25 -12.25 -7.25 -5.25 -2.25 -8.45

Graph 4.5

(Tie diagrams above show that generally, the properties whose managers use the historical
'• # 

budgeting method experience higher negative variances as compared to those who combine

both methods when drawing the budget.
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CONCLUSIONS AND RECOMMENDATIONS 

CONCLUSIONS

The study has come up w; Is findings based on the stated objectives and hypotheses stated in 

chapter one.

There are several reas >n;< why people invest in property with the main one being profit 

maximization. Property >v ners usually engage the services of qualified property managers, be 

they in-house or out-s.-u ;ed with the hope that the managers will help them attain this 

objective. The efficiency c : the property manager in performing his or her duties is judged by 

he amount of money t at is paid to tlie property owner at the end of the trading period. The 

managers therefore aim .-k r : st effectiveness during the delivery of services.

• CHAPTER FIVE ♦

The study has shown tl a m s  way in which the managers ensure the management of the funds

emanating from the proueri/ is through budgeting and budgetary control, There are several

methods that the mar , 4c:; use in the preparation of budgets these being the historical 
* 1

budgeting method and »e cero-base budgeting method. Thr advantages of the two methods 

have been stated in prc 'io yt chapters with the most .widely used method being the historical 

budgeting method. Ho w. v the analysis of the data collected has shown that those property 

lanagers who use the ’ust. rical budgeting method experience higher negative variances as 

compared to those who .npp’.y the zero-base method.

Since budgeting involves predicting the events of the future, there is need to apply some 

forecasting methods thr.i aim at predicting the future occurrences as approximately as possible. 

The forecasting methods :hat the managers use have been identified as being the economic 

rhythm method, the correlation method and the special historical analogy. The study has shown 

the most widely used method as being the special historical analogy method in which the 

managers refer to a period in the past which had characteristics similar to those of the period in 

question. To this the roysrty manager adds a certain percentage to reflect the expected
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•

outcome in the current oenod. The data analysis has however shown that on average the 

property managers usw \y  c  «rate below their budget targets. The forecasting method that 

yields the least negative ran/.ices has however been established as the correlation method, a 

method that is mainly u\$d i/y  those managers who use the zero-base method while preparing
- i * *

the budget. In this method, the manager identifies the various items that affect the income 

stream from the proper .y and using regression analysis determines the amount payable to the 

client at the end of th hading period. This method can therefore be said to be the most

effectiveness budgeting method.
•' i f.

The mere preparation o. L.e budget is not enough but the precision with which the budget is 

prepared is of utmost importance thus the need for budgetary control. The study has 

.stablished the various atcmc ds used hy the managers in ensuring this. The property managers
r

stated that it is important a ensure that the budgetary targets set are not only realistic but also 

measurable. The property manager should not set high targets with the aim of giving very high 

hopes to the property owneir as when these targets are not met, then the performance of the 

manager is deemed as being unsatisfactory. There is also for the manager to continually revise 

the budget based on, the actual occurrences. In so doing, the manager should aim at establishing 

' the reasons for the variances and corrective measures talcen as necessary.

r 1'
The study also established ie various methods that the managers can use in measuring their

performance as being the trend analysis and the break-even point analysis. The study showed
*

the most widely used method as being the trend analysis in which the manager compares the 

current period's performance with that of the preceding period. A conclusion is then drawnt
based on the comparison with the manager's performance being deemed as more satisfactory if  

a lower negative variar.pe has been experienced. The disadvantages of using this method have 

been given in chapter three. *

i' v<

««
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5.2 RECOMMENDA' ] O? S

The findings of this st .;dy -.how that property managers often operate below their budget 

targets as the average variances for the period studied are all negative. The main reason behind 

this has been given as the uncertainty of the future and the over-reliance of the property 

managers on the historial budgeting method while preparing the budget.

As has been established in the study, the properties whose managers use a combination of both 

the historical budgeting nethod and the zero-base method experience lower negative variances 

fhan those who use the historical budgeting method alone. The use of the historical method is 

deemed as being inappr -or <te because the managers just add small percentage to the previous 

year's figures which may have been unsatisfactory therefore presenting an even more erroneous 

target for the period under consideration. The property managers in predicting the future also 

use various methods of forecasting with the most widely used being the special historical 

analogy method. However as has been established in the previous section, the method, which 

yields the least negative variances, is the correlation method.

fhe recommendations can be summarized as follows; *
»

1. Property manag vs o  drawing a budget should strive to use the zero-base budgeting 

method as this has been seen as yielding the lowest negative variances.

2. The forecasting method that managers should apply is the correlation method as it has
■ i t

been seen to yield the best results.

3. In order to ensure effective budgetary control, the property managers should

» continually review and monitor the performance and take corrective measures when ♦
deemed necessary .
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3 3  AREAS OF FURTHER STUDY

There is need for further .exarch into:

❖  Other methods that can be applied to ensure the management of funds emanating 

from the property.
I.

❖  A detailed research ean be carried out on the budgeting and forecasting methods that have
• t

been identified in the. sudy.
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QUESTIONNAIRE 0  T IE BUDGETING FUNCTION OF PROPERTY 
MANAGEMENT

The property management u ties are many and diverse. However, o f importance in the 

performance o f these du ,'s ensuring that the goals and objectives o f the property owner are

met. Though.there are i:\any reasons why people invest in real property, the main objective o f 

most property owners i he laximization o f projit. The manager in striving to meet the goals 

. f  the owner usually pr ear v a budget, which gives the client a picture o f what to expect in the 

period under consideration The mere preparation o f the budget is not enough but the * 

precision with which the budget is prepared is o f utmost importance. The manager therefore 

has to apply some degree o f control in the preparation o f the budget thus the importance o f 

budgetary control.

♦ *
1. DESCRIPTION OIF THE PROPERTY

a) Give the name of the fc m  lding( optional) ---------------------------------------------

b) Indicate what type of property it is, whether a retail outlet (shopping center) or an office

block.-------------------------------------------------------------------------------------

c) Where is the propery koated?--------------------------------------------------------------

d) What is the total letsibk? area of the property in square feet?---------------------------

e) What is the average veni per square foot?--------------------------------------------------

Rent jService charge
Ground Floor 1
Mezzanines
Upper floors , _ i ________:

2. OWNERSHIP OF TBE PROPERTY
'' . *

a. Who is the develc jer of the property? Tick where appropriate
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1=1 Individual

D Company (S pecify  vh i t  type  o f  com pany e .g  insurance)

□  Members' SACCC

□  Government body

□ Others (Please Specif; ----- ■*----------------------------------------------------------------

i . i

o. Is the ownership of th- property governed by any statutory legislation?

❖  Yes (proceed to part <2) c -ilow)

❖  No (Proceed to part D below)
m

C. How does the statu .ry le gislation indicated above effect the ownership of the property? -

1

D. What according to your opinion an; the goals and objectives of the ownership? Tick w here  

a p p ro p ria te

□  Profit maximizatior,

□  Prestige ” *

□ To fulfill a social need (e.g) to provide office space at the least rents possible

□  Political reasons *

□  Others - Please specify----------------------------------------------------------------------—

X  MANAGEMENT Uf CTIONS

a. Has the managemei of he property been outsourced or is it in-house? P lea se  in d ic a te----

b. What are the main factions that you perform as the property manager? (Indicate in o rd er  o f

preferen ce)

□ Showing and lettinp apa/c

□ Lease administration

77



□ Rent collection

r\ Management of servi :e ;harge (P lea se  g ive  the serv ice  charge p e r  sq  f t)

□  Overseeing the main cm ce and repairs of the property 

Supervising personn;«
□  Making a budget anc uxs ring budgetary control

- J Others - P lea se  sp e c ify -------------------------------------------------------------------------

C. Of the functionsrind m i  above, wliich do you consider to be the most challenging? Give 

reasons why.--------— ------------- -------------------------------------------------------------------

D. What measures do you put in place so as to overcome the challenges indicated in © above?

i .  THE BUDGETING F NCTION OF PROPERTY MANAGEMENTN /■

A. Do your clients require y ou to prepare budgets? If so , how often? If not, please go to part —

B. What items do you ysu.vsly take into account when preparing the budget? These could be 

rent and service cfc .ge collectable and all expenses for which the manager is responsible 

such as the paymei of electricity and water bills, statutory payments, maintenance and 

repairs, e.tc (P leasi Inc 'a te )------ ----------------------------------------------------------------

78



€ .  What methods do y< . v  y; in the preparation of the budget? Tick w here appropria te .

i. Historical Budget ?g: rtiis refen; to a method of budgeting where the previous year's 

performance is tak * :  o  account and a certain percentage added onto it when making a 

forecast for the pei A i  1 question.

ii. Zero-base budge „ig. Fhis refer; to a method of budgeting where the manager starts

with a nil budget t jn  locates certain figures to the budget items. The manager in 

deciding which fig .res o allocate takes into account the particular needs of the property 

for that particular period. «

iiL Others. - Please specify------------------------------------------- -----------------------------------

• D. What methods of foi c sting do you use when making the forecast? Please tick where
«

a p p ro p ria te

i. Economic rhythn m. Ihod; This; is a method that involves a projection of historical 

trends into the fiiti re The manager gets data as far back into the past as it is thought to be 

representative of current trends. The manager then computes the budget values by

dividing the actu? da.i. derived above by an index obtainable from the market.

ii Correlation met! a: Tiis is based upon the selection of a basic series of economic data 

which property va ’ its end to follow. Multiple regression analysis is then used to derive 

the correlation bet. cf .  ̂this basic series and the properties of the particular building in 

question. . . .

ill. Special historical an ogy: Tins is based upon the idea of selecting some previous 

situation and a pe, id ',n the past that appears to have most earmarks of the present 

situation thus implying that what happened then is likely to happen again.
iv. Others: Please specif ' ....... ............... ......... —--------------------------------------------------
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challenges that property managers face inWhat, in your opinic % • the major 

the preparation of bu. -e ? ----------

7 . Are there some inst n which your budge* figures do not tally with the actual results

for the year? Please makate in the table below;he budgeted and the actual results for th? 

last five years. Alter u live ly  you could indicate the variances for the respective period.

1. >8 19931 2000 2001 2002
Budget results ... . f- i-----------
Actual results 1 . —
Variance J________

i. Which budgetary cc .*.;» ! neasures do you put in place to ensure that the goals of the 

property owner are Please expound on how you do the following, which are essential 

for budgetary conU i .

i. Setting targets----- ------------------------------------------------------------------------------------

ii. Monitoring the prr. > and how often this is done.-

iii. Taking corrective M* :i

W  **IVHIIS1TY o f
JUMHAA#



Y. How do you evaluate iie tfectiveness of the control measures taken and how often is this 

done? P lease tick  wh , _ .. npropriaie.

i. Trend analysis: T! ’; a method where the manager compares the previous

period's performaik < v h that of the current period. If th»* current period’s performance is 

better in terms of 1> ve ieficits or liigher surpluses, then it can be concluded that the 

budgetary control 1 -2 *es adopted in the current-period are more effective.

Break even point . ia '; ;is: This gives the rental income that is necessary to exactly 

recover the costs Oi mr mg the property assigning that this is the lowest point at which 

any business should cocrate. If the property is able to operate beyond this point, then it is 

assumed that the cono-os measures taken to ensure this are effective

Others: Please specify .n I  expound......................................................................................... -


