Continental Hotel Budget Planner


Introduction

Budgeting is one of the most fundamental parts of a business. (2022) There are different methods for budgeting and different ones are used by different companies depending on the type of business. There are several different sections covered by budgeting. For example, budgeting looks at the various sources of income and the gross and net profits and their margins. This information gives the company an idea of how well their company is functioning as a whole. However, this is more finance than budgeting. The main principal of budgeting is using estimated incomes to assign different budgets to the many different areas of thee business. (ELMERRAJI Full Bio Jonas Elmerraji is editor of the Rhino Stock Report, a GARP investment newsletter. He launched the "Young Investor" category for Investopedia. Learn about our editorial policies, 2021)

Budgeting Areas 

For example, marketing and advertising is a key area. In terms of running a hotel, advertisements may be in the form of leaflets, brochures, and magazines which can posted to members of the public. There are further areas this can be broken down into. For example, printing, postage, design and editing etc. Posters are another good source for advertising. Again the require the costing areas as brochures and leaflets, although they may be placed in shop windows which some may want you to pay for. Additional marketing areas include TV adverts, as well as theme nights etc. Therefore, a specific amount of money is put towards the marketing aspect of the business.

Another good example in the money used to pay the members of staff’s annual wages. This well vary amongst staff members depending on their position within the company. So money is budgeted for this; with the additional of staff training. 

Another main area of cost is in the companies bills and expenses. For example, the cost of the items used to keep the business running successfully. These expenses are usually seen in the gross profit margins. These bills include the licencing fee, insurance and tax, fire statements etc. (Fire safety and high-rise residential buildings (from 1 August 2021), 2022) These in particular are deducted in the net profit margins. 

Additional areas which is supported by the budget include maintenance and repairs that may be required, staff uniforms as well as any additional cost for running the facilities on site. One more thing to note, when the budgeting is being decided, a slight margin is factored in for any other unexpected, additional costs that may occur. 

Zero-based Budgeting

Zero-budgeting differs slightly from other budgeting strategies. (Schwhan, 2022) In this concept, the total income obtained from the business is predicted for the future, then the whole amount of this budget is spent; resulting in a sum of ‘zero’ left. (Zero-Based Budgeting | Deloitte US, 2022) As previously discussed there are several different areas in which this money is spent on, and like other budgeting strategies, it is assigned to the appropriate areas. However, this form of budgeting is a far more aggressive form of budgeting as it leaves nothing left over. And typically, other forms of budgeting use previous income history to assign their budgets, this method uses the predicted income for the future.

As well as the zero-budgeting meth other are other ways of managing a business’s budget. (10 Budget Categories That Belong in Your Plan, 2022) An example of a more traditional budgeting method is incremental budgeting. (Incremental Budgeting, 2022) This uses the current budget as a financial base. Following this, additional, incremental amounts will be added to the budget at the start of each financial period. Compared to zero-budgeting, this is a far more passive method. Due to it being proven to have worked in the past, and is used by so many companies, it is less likely and more likely to fit in with any business. However, where zero-budgeting would be more suitable is if the incremental budgeting technique is not currently working; or a business would like to expand and improve their business. (https://www.accaglobal.com, 2022)

Pros and Cons 

As previously stated, this a very aggressive budgeting method. Therefore, the risks are high and there are lots that can go wrong. On the other hand, should this idea be successful, it could be very promising for the business. (Benefits of a a Budget System. Traditional Budgetary Systems Versus Rolling Budgets, Zero-based Budgets and Activity-based Budgets, 2022)

In terms of the cons, firstly, it would take a lot to organise and setup this method which in itself can be very costly to arrange. Although it would be self-funded once it is running. The most important con to consider is that this method uses the entire budget, so there will be no money left over in the kitty. This means, if something were to go wrong, then this could have a large impact on the business as a whole. For instance, the income predictions for the next quarter or year are incorrect, then this will reduce the gross or net profits leading to overspending in the budgeting. If say new members of staff were hired, money for training would used. If there is a major incident that affects the running of the business, such as the facilities of a hotel, then this could reduce sales. The COVID-19 pandemic is one such example which greatly impacted hotels and other similar businesses. Hotel facilities were unavailable, there were a loss of sales, an increase in hotel bills and expenses. This greatly impacted the profits for the first year especially. If a situation such as this were to occur during the trial period of zero-budgeting, it could be detrimental to the hotel. 

In terms of the advantages, using a zero-budgeting method, it shows budget deflations easily. Allowing you to keep track of where budget spends are not effective and should be cancelled or changed to improve the cost effectiveness. Therefore, if you the budget runs out, then its easier to see where the money has been drained, and which other areas of the business require more funds. (Pyhrr, 1973)

Complete efficiency of this budgeting method could result in the business, in this case a hotel, investing a lot of new, modern equipment. This is due to the fact that the entire budget is being spent; so after bills and expenses, the remaining budget can be spent on developments, purchases and renovations within the hotel. For example, luxury room furniture, luxury food, hotel rooms with more advanced technology. In addition, and increased budget means additional facilities can be added. For example, swimming pools, arcade machines, building extensions and so much more. This will ultimately lead to increased sales, better customer reviews and higher star ratings.  (Gaille, 2022)

Ultimately using a zero-budgeting method will give you a better control and handling of the business and allow you to make the necessary changes and improvements to the business. (The Advantages And Disadvantages Of Zero Based Budgeting (ZBB) | PLANERGY Software, 2022)

Putting it into Practice

Discussing the proposition of zero-budgeting is one thing but actually using it in a practical scenario is another. (Amar, 2021) As previously mentioned it is an aggressive method that are risks that come with it. Therefore, or the initial start-up of using this budgeting technique, there could be a trial period, using this method over a period of just a few months as opposed to annually. Using a trial period of one year for example, the budgets could be estimated quarterly, and assigned for the next 3 months. After the initial 12 months, the year should be reviewed and results of this change in budget strategy analysed to determine whether or not the trial period has been successful. If it has would significantly well over the 12 months, I may be in the company’s best interest to continue with the zero-budgeting method. If the results are good but not on a significant level, then extension of the trial period may be a good idea to see if the this could be a long term solution. However, if the results of the previous 12 months show a decrease in the total net profit, then the reasons for this should be identified and justified. It could then be decided whether amendments should be made to the method used, then continue with the trial; or whether this budgeting method should be excluded immediately. (Callaghan, Hawke and Mignerey, 2014)

In addition, it may be a good idea to only use this zero-budgeting strategy for a small area of the business to see if it works and is easily manageable. If so then it can be expanded on a wider scale to be used for the whole budget. (How to Make a Zero-Based Budget, 2022)


Conclusions

So to conclude, taking on a zero-budget method could work and could be a more efficient way of managing the businesses’ financial and budgeting situations. However, it is still an aggressive and risky and should be considered and planned carefully and should be monitored closely to ensure the that is does not start to fail over time. As previously discussed, a trial period could be the best option for the beginning of this change in the business. On a final note, should the signs of this new method not working arise, the change in method should be reconsidered and be prepared to avert back to the previous method. By having certain guidelines in place, I believe using a zero-budgeting method could greatly improve the running of a successful business. 
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