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Sabina ROKITA?

PROJECT MANAGEMENT AND PLANNED
COST ACCOUNTING

The necessity of functioning in a volatile envircemhincreases the likelihood of econo-
mic entities to organise work in the form of prdgedrojects are temporary, atypical, include
limited budgets with costs, and implemented byraardisciplinary team. Project manage-
ment is connected with the need for specific infation, including financial information, to
use in the characteristic phases of the projeetclfcle, i.e. initiation (definition), planning,
execution, and closure. The purpose of the aratxamine the possibility of using informa-
tion provided by planned cost accounting in projeahagement. The article defines and pro-
poses, inter alia: what information resulting frpfanned cost accounting is useful in project
management; what conditions should be met to peojcand an outline of the planned cost
accounting model to implement in the enterprisefopming projects. The following research
methods were used in the article: literature amalysductive, and deductive inference. Based
on the conducted research, it was proposed thpegyoadjusted planned cost accounting for
the informational needs of project management neag biseful tool in supporting this pro-
cess.

Keywords: project management, projects’ planned cost acaugytlanning and controlling
of projects’ costs.

1. INTRODUCTION

Each economic entity has implemented, or will impdat, a project at least once in its
existence, and it is understood as an unusual iskg undertaking with a limited and
budget. The project also distinguishes the inteiplimarity and temporariness of a team of
people created to implement it (Strojny, Szmig@8I15). Because of specific features, the
organization of work in the form of a project ibening more and more popular in entities
that must operate in conditions of high variabiityd uncertainty. Depending on, among
others, the number of projects implemented simetiasly, their degree of complexity,
importance, duration, and budget values, thereliffierent informational needs associated
with managing them.

Project management involves the need for speafitstand information that are used
in the characteristic phases of the project lifeleyi.e. initiation and definition, planning,
execution and closure (Wysocki, McGary, 2003; PMB@H#ide, 2013). Among the
information supporting management, the positionvijgled by accounting occupies
a special place. The role of accounting in managersieould not be limited to the level
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of operational support in project planning and eayibut should also manifest itself, among
others in search of ways to improve the efficien€yproject implementation, providing
information to motivate project teams to achievitdreesults, and an information base for
learning based on previously acquired experienda, (dozarkiewicz, 2007).

Among the many accounting instruments that can augroject management, it is
worth noting planned cost accounting, which is @aten of a priori cost accounting, using
in its construction both actual costs and costsdtmexpected to be incurred in the future.
Because of its essence, it can be useful in prajaciagement. However, at present there is
an information gap in this regard. Therefore, thiicle addresses the research problem
regarding the way enterprises can use plannedacosunting as a tool supporting project
management.

The purpose of the article is to indicate the gmbfi of using information provided by
planned cost accounting in project managementaftiwe defines and proposes, inter alia,
what information from planned cost accounting carubeful in project management, what
conditions should be met in order to provide it andraft of the planned cost accounting
model that could be implemented in the enterpyisgforming projects.

The following research methods were used in thelarditerature analysis, inductive
and deductive inference.

2. INFORMATION REQUIREMENTSIN PLANNING AND CONTROLLING
PROJECT COSTS

Project management can be defined as taking actiosisring the achievement of as-
sumed aims within a specified time and budget.detajnanagement includes all specific
management functions, including planning, orgammatmotivation, and review (Strojny,
Szmigiel, 2015). One of the key factors determirting project's success, in addition to
creating value for clients, is cost management lémalhe effective use of resources to
achieve the assumed aims (Venkataraman, Pinto,) 2B08e practice of project manage-
ment, cost management covers all activities relaigulanning, estimating, budgeting and
controlling costs, as well as financing the projaca way that allows its implementation
within the approved budget (PMBOK guide, 2017).

The relationships between project life cycle phasgs project costs are presented in
Table 1.

Project costs are planned in several stages. Dimitigtion and definition of the project,
there is cost planning — usually for the needdratasgic management. The costs estimated
at this stage include, among others, the mannerdieducting a preliminary assessment of
the project's profitability and the possibilitiefsts implementation. Because of the fact that
cost estimates are created here at a significaat ¢ generality, they are often laden with
serious errors (Wysocki, McGary, 2003; PMBOK guid 7).

When the project successfully passes the firstgltag planning phase begins, which
includes creating a cost budget at the operatilavall — which is an elaboration of the
budget from the initiation and definition phase.eTtpst budget created at this stage is
closely related, inter alia, with the scope of wawkbe carried out under the project, the
necessary resources and schedule (PMBOK guide) Z0i€ project cost budget from the
planning phase, upon approval, becomes the buddetde during the project’'s execution
and closure phases, and its fulfillment is onéhefrnost important challenges for the project
team.
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Table 1. Relationships between project life cyclagg@s and project costs

Project life cycle
phase

Phase char acteristics

Project life cycle phase and project costs

Initiation and
definition

The emergence of prg
ject ideas, their selectig
and general descriptig
of the project (defini-
tion).

“Estimating project costs is most often doneg
a high level of generality and is primarily used

o i

bility and feasibility.

Planning

Project implementatio

planning, including apt

pointing a project team
creating a work break
down structure, schec
ule,
(human, material and fi
nancial).

resource planningbudget).

Cost estimation is carried out in detail, includ

resources needed to implement the project. On
,basis, a cost budget is created, which, after
-proval by authorized persons, is in force during
-implementation of the project (called the base

-In this phase, a re-assessment of the projectfs
itability may be carried out based on more detal
data than was in the initiation and definition pha

Execution

Project implementatior
including  monitoring,
control and guidance

At the implementation stage, there is prima

at
fo

the preliminary assessment of the project's profita

ng

nbased on the work breakdown structure, schedule,

this
ap-
th

cost

pro

iled
S

ily

monitoring of actual costs resulting from the work

carried out in the project, their review, i.e. cany
ison with planned costs, determining the size
causes of variances.

In the event of changes to the project, it may
,hecessary to adjust planned costs for work no
completed, or to plan costs for new works that w
not previously planned.
When there are significant variances of the ag
costs of completed works from planned costs a
or significant changes in the planned costs of
unfinished works, it may be necessary to reas|
the profitability of the project based on the vadiie
actual and planned costs.

and

be
yet
ere

tual
nd /
yet
sess

h

Closure

Project closure, includ

of accounts, document
tion

ing receipts, settlemerFthe implemented project work are compared v

-In this phase, the total actual costs resultingnfi

their planned costs, which allows determining

0
vith
the

value of the total variances.

Source: personal study based on (Trocki, 2012;i&xik, 2008).

Ensuring the implementation of the project in ademce with the assumed plans re-
quires constant monitoring and review of the pened works, also in terms of costs. It is
worth emphasizing, that it is insufficient to compalanned costs with actual costs, as it is
also necessary to take into account the scope i planned and completed to the date of
review (PMBOK guide, 2017).

Therefore, analyzing the need for financial infotima in individual phases of the pro-
ject life cycle, one can notice that in the phasfasitiation, definition and planning of the
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project, information on planned costs are crueidiile in the phases of execution and clo-
sure of the project both information on planned actial costs are significant.

It is worth emphasizing that in the project exemutphase it is important to have
a monitoring system that will provide up-to-datéormation enabling linking actual costs
with specific activities, determining whether thexere reasonable, plotting a trend of
changes and taking immediate remedial actionsviées results occur (Lester, 2014). For
this reason, in reviewing the project, the earreddermethod is often used, which not only
assesses the degree of cost budget implementatibwark schedule, but forecasting the
total costs and duration of the project is alscsfids, including on the basis of the size and
reasons for the variances found on the day ofeiew (Practice Standard for Earned Value
Management, 2005; PMBOK guide, 2017; Heagney, 20IBgrefore, information on
planned and actual costs, as well as the conclsigloawn from the analysis of variances
discovered during particular project implementatiesiews play a key role in effective
project management. They allow not only a quicloese to variances from the plan dur-
ing the execution of projects, but can also belaade element of the lessons learned,
which allows improving actions taken in the futfkourounakis, Maraslis, 2016; Wil-
liams, 2008).

In the context of the indicated demand for cosbrimfation in project management,
properly organized planned cost accounting can dmeéul tool.

3. THE ESSENCE OF PLANNED COST ACCOUNTING

Cost accounting, which is an obligatory elemento§ accounting system, is based
solely on actual costs. Therefore, the use of médion originating from it in management
is limited. Planned cost accounting has greatesipiisies in generating useful manage-
ment information (e.g. due to the possibility okegenting actual costs separated into
planned costs and variances). Planned cost acogustbased on the costs expected to be
incurred for the implementation of specific economaisks while rationally using the enter-
prise's resources and production capacity. Thexeflanned costs are economically justi-
fied costs, being a consequence of the planned déeetivity (Nowak, 2010).

The essence of the planned cost accounting, whiohgover, determines its particular
usefulness, is to compare actual and forecastedtitiga and determine the differences
between them — variances. These differences ca@ fati a number of reasons, including:
price volatility, consumption of a different quaptdf resources than was assumed in the
plan, errors or deficiencies in documentation, igegice of employees, etc. The classifica-
tion of variances, due to different criteria, iegented in Table 2.

Variances generally signal irregularities in theise of economic processes and / or
incorrect determination of the level of plannedtso$herefore, quickly detecting variances
and identifying the causes for their occurrencerfillows limiting or eliminating their
negative effects. In the case of favorable variandetermining the reason for their occur-
rence may allow undertaking actions to strengthendffect.
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Table 2. Classification o

f variances due to selectédria

Criterion for dividing
variances

Classification of variances and char acteristics

The reason for the varianc

s Variances due to changes in planned costs — agcan there ig

a permanent change in the assumptions adopted térndeing
planned costs.

« Current variances — the reason for their occugere various sit
uations related to the ongoing implementation efahsumed actiy
ities.
« Inventory variances — may appear when compahegiriventory|
status with the actual status.

The method for documen
ing variances

- Documented variances — the quantities differéntiaactual costs

from planned ones are included in detail in theitaaithl documen-
tation on an ongoing basis. For this reason, fioissible to quickly
and thoroughly analyze the reasons for their oecwe, as well a
react immediately to them or draw conclusions foe future.
« Undocumented variances — their identificatiobased on a per
odic comparison of actual and planned costs. ldhase, there is n
documentation containing detailed data confirmihgirt creation|
Generally, very general information is obtainedgsithe size of th
variances is usually the result of several factord sometimes it i
almost impossible to determine the exact reasonshfeir occur-
rence.

Possibility of determining
the causes, locations a
persons responsible for t
occurrence of variances

« |dentifiable variances — they occur when it isgible to identify
hthe causes, locations and persons responsiblbdrdccurrence.
@ Unrecognizable variances — they occur when itas possible tg
identify the causes, locations and persons resplerfsir their occur
rence.

The level of significance o
variances

fe Significant variances — exceeding the level wiiivalues adopte
in the enterprise (specified by a value or a peeg).
« Insignificant variances — within the level of lirralues adopted i
the enterprise (specified by a value or a percentag

Possibility of influencing
variances

« Dependent variances — occur when it is possthihape the leve
of variances.
« Independent variances — occur when the levehaamces canng

D

281}

o

be shaped.

141

Source: personal study based on (Nowak, 2010; Couiska, 1996; Szydetko, 2004; Soltys, 1999).

4. OUTLINE OF THE PLANNED COST ACCOUNTING MODEL TAILORED
TO THE NEEDS OF PROJECT MANAGEMENT

When designing planned cost accounting that woeldltle to provide useful infor-
mation in project management, the need to implertentmanagement function, i.e. plan-
ning, organizing, motivating and controlling, inrpeular phases of the project life cycle
should be taken into consideration. The abilitptovide useful information for manage-
ment in connection with project life cycle phade®tigh planned cost accounting, is shown

in Table 3.
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Table 3. Ability to generate information from plathcost accounting useful in management
and project life cycle phases

Project lifecycle | Information generated from planned cost accounting useful in project

phase management
Initiation and defini-| In these phases, the planned cost accounting nmayderinformation on
nition actual costs incurred for similar projects andworks in the past, variances

from planned costs, and the reasons for them. Rig@mation, when
properly used, can assist in planning the costaesf projects, proteq
against errors made in the past, and contribut nwore efficient use
resources.
In this phase, planned cost accounting can pramidemation on the actugl
costs of works carried out, the costs planned Hese works, the size of
variances and the reasons for their occurrence.
Among the most common reasons for variances inahctists from those
planned in the projects, can be mentioned:
« change of project aims and / or emergence of uséam problems to 4
solved, necessitating the implementation of additiovorks,
< underestimation and / or overestimation of cosgetiitems,
¢ change in the amount of resource consumption,
¢ change in rates of resource consumption costs,
* a change in the duration of work, which often datgreater than
expected resource consumption etc.
Depending on the adopted method for determiningamaes, this infor
mation may be detailed (variances for a given itest are determined in
the total amount and broken down into, among otherisances because pf
changes in the amount of consumption and rateggoeral (variances fg
a given cost item are set in the total amount).
The information mentioned above is particularlyfus& monitoring pro-
gress in project implementation, motivating thej@cbteam and controlling
further project implementation.
In this phase, planned cost accounting can prawidemation on the total
actual costs of the works conducted, the costsplaufior these works, the
size of the variances and the reasons for theisroeace.
Closure This information is part of the lessons learned #ilaws an increase in th
efficiency of future actions and better use of teses. They should be use
inter alia, in the initiation and definition phases well as in the planning
of subsequent projects.

—

Planning

=

@

Execution

=

oo

Source: personal study.

Benefiting from the use of information from planneakst accounting in project man-
agement will require the introduction of appropiatodifications in accounting records,
structure of accounts, financial and accountingudoentation, and above all, regularity in
determining and analyzing variances between aefuiplanned costs.

The development of cost accounting principles &medstructure of accounts as part of
planned cost accounting supporting project managesteuld precede the resolution of
the following issues:

I. what relationships should occur between plannetlazm®unting and project cost
budgets,

II. in what sections should project costs be recordguba of planned cost account-
Ing,
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lll. whether, and if so, to what extent planned cosb@ating is to be integrated with

the existing cost accounting kept in the econaaniity,

IV. details of variances of actual costs from plannestscuseful in project manage-

ment.

I. The relationship between planned cost accountiagpaoject cost budgets is as fol-
lows:

« The underlying budgets set the maximum cost lethels should be incurred during
the implementation of projects, and therefore dtrist the reference point for
planned costs in planned cost accounting.

« At the stage of project implementation and closurfarmation on the actual costs
of completed works, variances from planned coststhe reasons for their occur-
rence should come from planned cost accountings iFfiormation can be used in
the financial and material review of project pragemotivating the project team
(e.g. based on the results achieved [Strojny 201894]) and taking actions to con-
trol the further implementation of the project.

« Information from planned cost accounting concerrimglemented or completed
projects, especially conclusions from the variaamealysis, should be used when set-
ting the cost budgets for new projects in theduibin, definition and planning phases.

I1. Obtaining maximum benefits from the relationshiyjggween project cost budgets
and planned cost accounting will be possible wirenpian of accounts is adapted to the
classification of costs included in budgets. Iniidd, the structure of accounts should be
detailed enough to allow reports on actual codemned costs and variances, consistent
with the structure of costs in project budgets. Amdhe classification of costs used in
project budgets, it is worth mentioning (Klinowg10; tada, Kozarkiewicz 2010):

e costs by type,

« direct and indirect costs,

« variable and fixed costs,

» costs according to activities (tasks), project stagnilestones,

« costs according to the units implementing the mtoje

In practice, it is often the case that several classifications are combined simultane-
ously in the project budget.

I11. From the point of view of the demand for cost infiation, especially at the stage
of project execution (so that it is possible toyide current data necessary to carry out
reviews on the progress of works and the costgiiadiufor them, including an analysis of
the causes of variances), it is important thatqeaincost accounting be systematically per-
formed and on an ongoing basis, which ensuresitiégiation with the economic entity's
existing cost accounting, by appropriately expagdhre structure of accounts. However,
this will not always be possible, even if considgrthe need to ensure consistency of the
structure of cost by nature with their arrangemergroject budgets. Nevertheless, incor-
porating planned cost accounting into existing eesbunting would be desirable because
of the reduced labor intensity of this solutionthie absence of such a possibility, planned
cost accounting for the needs of project manageicemibe performed concurrently, e.g.
in an additional set of accounts.

IV. Given the method for determining the variancedaifial costs from planned costs,
it is important to choose whether they are to berddned in detail (e.g. divided into
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variances due to changes in the amount of consamptid unit rates) or in general (in the
total amount).

A detailed variant should be used to determineavaes of actual costs from planned
costs in all those items that are of significanpamance in projects, and whose formation
is influenced by decision-makers. However, considgthe speed in determining variances
and the cognitive possibilities of their causethia variant, covering at least the direct costs
of projects in the system of activities for whickaet planned values can be determined is
suggested (preferably as an effect of consumptidurwe and unit rate).

It should be remembered, however, that detailedrd@hation of variances involves
keeping appropriate documentation, in which eaclnded cost item is presented as the
actual cost, planned cost and possible varianceghws labor-intensive, and thus costly.
The indication of cost items for which the variasieéll be determined in detail is of course
for the management and is a matter of discretion.

Determining the variances in a general way, i.gahatotal amount by comparing the
actual amounts included in the cost accountingesystith the planned amounts resulting
from the budget, seems to be more rational inicelab the indirect costs of projects and
to all those cost items for which it is difficuld precisely set planned costs, or they are
insignificant.

The established causes of variances should be nyajescribed in the documentation
and constitute a compulsory element of reportingmject cost control.

Table 4 presents a sample structure of accountgdgect A in planned cost accounting,
whose cost budget was prepared in a task-by-typesy with the division of costs into
direct and indirect. It was assumed that the cpstadiure of project A in the planned cost
accounting will be entered in the off-balance sheetrds, in an additional set of accounts.

Table 4. Sample structure of accounts for projeict planned cost accounting in an additional
set of accounts No. 9

Account number Account name

901 COSTSOF THE "A" PROJECT
901 01 DIRECT COSTS

901 01 01 Task 1

901010101 cost by nature 1 - actual costs

90101010101
901 01 01 01 02
901 01 XX

cost by nature 1 - planned costs
cost by nature 1 - variance froamiped costs
Task ...

901 01 XX XX

cost by nature... - actual costs

901 01 XX XX 01

cost by nature... - planned costs

901 01 XX XX 02

cost by nature... - variance frolanmed costs

901 02 INDIRECT COSTS

901 02 01 indirect costs - real

901020101 indirect costs - planned

901 02 01 02 indirect costs - variance from plancests

Source: own study.

In the example presented in Table 4, the costsdtunfgproject A assumes that direct
costs are costs that can be clearly allocateddiwidual tasks and expressed as the result
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of the planned amount of resource consumption hadptanned unit cost price. Indirect

costs were planned in the total amount resultingfthe result of the specified % mark-up

and the value of direct costs. Therefore, it wasiaged that within the planned cost ac-
counting, variances will be determined on an ongaind detailed basis for all direct cost
items of Project A. Actual indirect costs will becorded at the end of each month in the
global amount (resulting from the specified % magkand the value of actual direct costs),
broken down into planned costs and variances.

The presented model of planned cost accountingstatjuo the needs of project man-
agement is only a preliminary concept and is tisailteof literature studies. Its implemen-
tation in practice in a particular economic enigtypossible after solving a number of prob-
lems related to, among others, defining informatieeds in the field of project manage-
ment, changes in the accounting system, develagipgopriate financial and accounting
documentation (including principles for determinanmgd documenting variances), and a de-
scription of accounting documents. There is no tddhdt the implementation of planned
cost accounting for the needs of project managemiinincrease the costs of accounting,
so first and foremost, the economic entity shogkkas whether it will be a viable solution.

5. CONCLUSION

The swiftness of economic changes often forces@muanentities to act flexibly. There-
fore, the organization of work in the form of prcigthat are of a temporary nature enjoys
growing interest, which makes it possible to adapturrent needs to some extent. Project
management is not possible without the proper médion. Among the multitude of infor-
mation generated for the purposes of project managg financial information, including
planned and actual costs, holds a special place.obthe tools that can provide such in-
formation is planned cost accounting.

Planned cost accounting can support project managginter alia, in:

* making rational decisions regarding the selectibprojects to be implemented by

using information on planned costs to assess éfigictiveness,

« developing and applying incentive systems for miojeams, mobilizing them to use
resources efficiently,

« controlling the implementation of projects, by detaing the amount of variance of
actual costs from planned, together with identidyihe reasons for their occurrence,
as well as indicating possible actions to be takerorrect the effects of irregularities
found, or to prevent their reoccurrence in theritu

« improving the methods of selection, organizatiod amplementation of projects by
using information on planned costs, as well as lkesians from the analysis of vari-
ances of actual costs from planned ones,

« effective use of resources in achieving assumetsgoa

It is worth noting that planned cost accounting\a$ actively shaping the level of costs
incurred, not only by analyzing variances during ithplementation of actions, but also by
forcing the examination of costs before they amuired, which should be considered as
one of its most important advantages (Bryla, 2014).

In addition, information from planned cost accongtis useful in risk management, as
one can infer the level of risk based on the sfzbevariances, i.e. the larger the variances,
the greater the risk of non-compliance with plannests (Nowak, 2016) and appropriate
action can be taken.
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Based on the conducted research, it seems reasctuabtate that properly adjusted
planned cost accounting for the informational nesgsoject management may be a useful
tool in supporting this process.
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