

Kaitarlo Hotels Ltd owns and manages a chain of hotels in Europe and Asia.  One of the groups hotels situated in Cardiff (United Kingdom) has 500 identical twin-bedded rooms for which a standard rate of £70 per night is charged, irrespective of whether the room is occupied by one or two people.  
From the following information which relates to the Hotel, you are required to prepare a month by month cash budget forecast for January 2017 to December 2017. (show each month separately) 

(a) On the basis of past experience and taking account of predicted future developments in the market, the hotel’s management believes that the average nightly demand for 2017 will be: 

	
Month                               Predicted Revenue 
                                                        £

	
January                                225,119

February                              278,128

March                                  351,111

April                                     382,777

May                                      295,669

June                                      401,000

July                                        460,770

August                                  460,900

September                           534,526

October                                209,600

November                            240,900

December                            340,888





(b) Each month, 60% of room sales are made for cash, whilst 40% are made on credit (business accounts), except for September, where the credit sales figure increases to 70% 




(c) Of the rooms paid for via business accounts, payment is received from customers as follows:


· 52% within one month of the invoice date
· 47% within two months of the invoice date
· The balance is not normally received (i.e. it is a bad debt)

Those customers who pay within 30 days of the invoice date will receive a discount of 5% from the hotel

(d) It is expected that the hotel will spend £37,000 on two new motor vehicles in April 2017

(e) The hotel pays a fixed annual cost of £50,000 for Laundry services, irrespective of occupancy rates.

(f) The hotel’s printing and stationary costs are £2,500 per month, except for January and September, where extra printing costs of 40% are incurred due to annual date changes and the menu amendments. 

(g) The complimentary toiletries total £104,000 per annum, and are paid for monthly. 

(h) The complimentary in-room beverages (coffee, tea, sugar, milk and biscuits) are purchased on credit monthly at a cost of £1,000, except when room occupancy rates go over 60%, at which point the cost increases to £1,500.  When room occupancy rates increase to 80% or more, the cost increases to £2,000.  All other beverages are covered by a separate budget.

(i) The hotel plans to purchase the freehold of the building at a cost of £200,000 to facilitate future expansion.  An initial deposit of 25% of the purchase price will be paid immediately, the remainder being paid when the contracts are signed in two months’ time. 


(j) Employee details:

· There are currently ten salaried staff at the hotel, totalling £358,000 per annum.
· There are currently 50 staff who receive a wage, with a combined total of £640,000 per annum

(k) Details of cost payments are as follows:

· Complimentary shampoos and conditioners for guests are all purchased from one supplier who allows the hotel a month’s credit before payment
· All other suppliers are paid two months after receipt of goods
· Laundry services are paid for quarterly, the next payment is due in March 2017
· All wages are paid weekly
· All salaries are paid on the 28th of the month

(l) Light and heat will be paid quarterly from January, with an anticipated annual cost of £35,000.  Annual Business rates of £77,760 will be paid in monthly instalments, starting in April 2017 

(m) Marketing costs of £7000 will be incurred in both May and October 2017

(n) Corporation tax of £779,000 is to be paid in March 2017 

(o) A new van costing £28,000 was purchased in December 2016 and is to be paid for in January 2017.  The old vehicle was sold for £850, the buyer taking to pay in February 2017.

Annual petrol and diesel costs for the hotel’s motor vehicles is £8,000, with the cost being spread equally throughout the year.

(p) Ten of the rooms were badly damaged in November due to a leak, and will undergo restoration and redecoration.  The builder anticipates that it will take until May for the rooms will be ready. Fixtures and fittings will be delivered in May at a cost of £62,000 and paid for upon delivery.  Building costs are estimated to be around £250,000 and will be payable in monthly instalments beginning in January, with the final payment being due in June.

Hotel Management have decided that the remainder of the floor should also be redecorated in order for a consistent look to remain.  This will incur extra decorating costs of £17,000, which will be paid for in May. 

The annual general maintenance costs for the Hotel are £62,000 and are spread out monthly within the budget.

One of the 15 square foot exterior signs was damaged by severe gales in December 2016 and will be replaced in January 2017 at a cost of £150 per square foot, plus £1,800 for fitting.  Payment will be due in February 2017

(q) Each August, a cleaning company is employed to undertake a deep clean of the Hotel in readiness for the conference.  This service incurs a cost of £10,000 and will be paid for in October.   

(r) If the Hotel is overdrawn at the end of any month, it will be charged interest at an annual rate of 7.8%.  This will be charged to the company’s account on the 3rd day of the subsequent month.

(s) However, if the Hotel is in credit at the end of the month, interest will be credited to its account on the 3rd day of the subsequent month calculated at 5.6%.

(t) Opening cash balance at 1st January 2017 is £-24,000

The hotel has been the venue for a medical conference each September since it opened in 2012, which results in full occupancy during the week of the event, which significantly increases the overall occupancy percentage for that month.   
Significant overspending occurred in 2016, which affected the hotels finances. Also, due to the leak in November, the Hotel was closed for three weeks and one floor has remained closed for safety reasons.  Furthermore, in the past two years room occupancy rates have fallen below that which was envisaged by Kaitarlo when the hotel was opened five years ago.  
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