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[bookmark: _Toc47625311]Introduction 
Budgeting measures the expectation of earnings or revenues in business which is achievable in the future period (Choi, 2016). In that context, forecasting indicates the actual amount of revenue which might be achievable in the future period. Financial forecasting facilitated with two major tool or accounting methods such as cash budget and profit budget forecast (Nikitina, et al., 2018). Cash budget supports the financial decision-makers to determine the amount of credit that might be extended to consumers without any liquidity problems. On the other hand, profit budget forecast estimates the projected net revenue for a firm regarding its goals and objectives. This report demonstrates the significance of the cash budget and profit budget forecast for budgetary forecasting.             
[bookmark: _Toc47625312]Task 1: Cash Budget 
[bookmark: _Toc47625313]Concept of cash budget
Cash budget refers to a plan or budget which determines the expected disbursements and cash receipts during the accounting period (Mariana, 2018). It includes the overall cash outflow and inflows within the organizations such as expenses occurred, collected revenue, payment and receipts of loan. Whereas, cash budget supports in estimating the cash position of a firm in future. Management usually used cash budget after the purchase, sales and other capital expenditures within an accounting period (DeFranco & Schmidgall, 2017). It is necessary for the management to determine the sales forecast in order to predict the achievable cash amount in future. Cash budget allows the managers to predict a shortage in cash and also solve the problems before due payments.         
[bookmark: _Toc47625314]Importance of cash budget 
A cash budget is very important for every business in terms of measuring the amount of credit might be extendable for the business by considering the liquidity problems. Cash budget usually is broken down in months which shows the amount paid or received in each month (Bhandari & Adams, 2017). The running balance of cash in each month supports in addressing the surplus and deficit in cash balance at the end of each month. It supports introducing an effective plan for managing the liquidity position of the business. 
Westhorpe Leisure Investments Limited is looking to restructure its financial forecast of its Cardiff Central Hotel on the basis of valid budgetary forecasts. Cash budget will support the managers of the business for their future planning. It is facilitated with the investment decision from the business by determining the surplus or deficit balance in last year. A cash budget is also important for this hotel to measure the future need of funds which might influence the profitable business sources by empowering its service or operations (Knežević, et al., 2016). Cash budget supports in managing cash expenditure of the business, which also influence the standard evaluation of financial structure. The hotel will gain that opportunity to ensure its expansion regarding the cash availability in business.                    
[bookmark: _Toc47625315]Analysis of the cash budget for Westhorpe  
Cash budget for Westhorpe is being structured as opening cash balance at first which is followed by cash inflow and cash outflow within the business. This is followed by addressing the surplus or deficit after each month by considering the balance of cash inflow and outflow. The cash budget is presented for six months of the time period, such as January 2020 to June 2020. 
[image: ]
From the Cash Budget, it is observed that the business have an opening cash balance of ₤265,000. The business has a sales turnover during that time which comes from four major parts such as room, food and beverage, commission and rent. The hotel hired a higher margin of revenue from its room sales such as ₤178,000 in June 2020. While observing the revenue margin in four sectors, it is observed that the revenue from room sales higher in comparison to the other three parts. In addition, the business has a higher sales turnover of ₤215,490 in June 2020. 
The hotel for which this cash budget is presented, it has 50 bedrooms across five floors along with small retail spaces. The bedroom is being offered between £95 and £145 per night by considering the market condition and demand. Based on this room services within the business, the hotel will earn consecutive revenue during the six months. In that context, the business might earn an amount of ₤1,750 in January 2020, which is followed by the amount of ₤2,450 in June 2020. The business has another two option to arrange or gain rent from its service, which includes the source of saloon and Gymnasium. In that context, the hotel gained a monthly earning of ₤450 from its saloon business. On the other hand, the hotel also earned £500 per month from Gymnasium with considering two months of credit. Rent from these businesses supports the hotel for influencing the margin of total cash inflow within the business. Based on the cash budget findings, it is observed that the business might face continuous improvement in its total cash inflow from January to June 2020.         
While observing cash outflow section of the cash budget, it is observed that the business has purchased a new van of ₤28000 where it gains an amount of ₤3000 as trade allowance. Whereas, the hotel is also managed an expenditure through depreciation of this new van in along with the depreciation over the minibus. The cash budget does not include the amount related to depreciation because it does not consider as a cash departure. Depreciation is the amount related to the valuation of assets, whether depreciation is not taken under cash disbursement. The hotel also faces a depreciation margin of £4,000 per annum for the minibus and 20% per annum over the new van. During the accounting period of six years, the hotel paid out a cost over the laundry services such as ₤6,250 per month. This cost related to laundry service is being treated as a fixed cost for the hotel business. The hotel also made a change due to redesign of the menu and change in the annual calendar, which cost as ₤2,000 per month due to printing and stationery. In that context, the cost in May and November is 45% higher such as ₤2,900 per month. 
In February, the hotel has paid out an amount of ₤46,000 for complimentary room toiletries which influence the cash outflow of this month. The business has planned for making improvement within its bar department which is followed by a payment of ₤44,000 in this year. Whereas, the due amount is being paid out in three terms such as 20% in March, 50% in June and 30% in August. The business made a purchase of branded bedding bundles with considering the cost of £28 each for 25 brands. The payment related to this purchase is being paid out in July, and the amount is of ₤700. In this hotel, there have six monthly-salaried staff for which the business has paid out £220,000 for the year. Along with that, the hotel has paid out ₤18,333 per month to the kitchen porter and housekeeping staff. In February and April, the hotel has made a payment of ₤9,600 and ₤14,000 for conditioners, shampoos and shower gels. It is followed by the marketing cost of ₤60,000, which is being paid out at the end of June. The hotel also has a motor vehicle cost of ₤1,000 per month and annual general maintenance of ₤5,000 per month. 
From the cash budget, it is found that the hotel faced a higher margin of surplus in May, which is around ₤139,818. In June, the business has faced the lowest margin of the surplus amount of ₤57,723. This margin is being decreased due to the high margin of marketing cost of ₤60,000 is being paid out in this month. Despite a lower surplus in June, the hotel gains a higher margin of cash balance at the end of June, which is around ₤866,114.                               
[bookmark: _Toc47625316]Task 2: Profit Budget Forecast 
[bookmark: _Toc47625317]Concept of Profit budget forecast
Profit budget refers to a planned financial forecast to determine the actual net income of a firm in the future period (Pohland & Kesgin, 2018). An organization is presented a cash budget in order to include reasonable and valid estimation over the projected revenue and profit of the business in the future period. Shareholders of a firm are always looking for this profit budget in order to measure the significance of the financial structure of that business in terms of attaining their profitability goals (Lei, et al., 2019).      
[bookmark: _Toc47625318]Importance of profit budget forecast 
Profit budget is an important part of financial forecasting which supports in measuring the actual cash position of the businesses(Williams & Calabrese, 2016). The major advantage of profit budget forecast is that it helps in identifying whether an organization have enough cash to meet with future demand and business goals. Westhorpe Leisure Investments Limited just gain that opportunity to measure its future profits and expenses on the basis of profit budget forecast. It also indicates the amount of net profit for the business each month over its future operation and services.       
[bookmark: _Toc47625319]Analysis of profit budget forecast for Westhorpe    
Based on the data observed from the cash budget, the profit budget forecast for Westhorpe Leisure Investments Limited is being presented during the month of January to June in 2020. The business has gained its major revenue from four major sources such as food, rent, room and commission, which supports in predicting the amount of net profit each month. 
[image: ]
From the revenue section, it is observed that the hotel has earned a high margin of revenue through rent over its four-star rooms. It is followed by empowering the margin of total gross profit of the business in the consecutive month throughout the year of 2020. The business has a higher margin of gross profit of ₤218,890 at the end of June 2020. While observing the operating expenses of the business, it is found that profit budget forecast includes the cost of depreciation related to the new van and minibus. The depreciation amount of ₤333 per month is being included for the minibus which is followed a depreciation of ₤560 per month for the new van which is occurred from March. In February, the hotel also paid out a higher margin of ₤46,000 for complementary room toiletries. The hotel has paid out an amount of ₤6,250 per month toward laundry services. In addition, the expenses maid by the business in February is for improvement of its operation and services. This is followed by expenses of ₤2,000 per month for printing and stationery cost in that year. 
Based on the profit budget forecast, it is observed that the business have higher operating expenses at the end of June 2020. In this month, the hotel has paid out an amount of ₤60,000 towards marketing cost, which is only for advertising and promotion of its products and services. Along with that, Westhorpe also paid out an amount of ₤27,500 per month in March and June for lighting and heating charges. In February and April, this hotel is also made a payment of ₤9,600 and ₤14,400 due to payment over shampoo and shower gels. Based on the findings, the business has lower operating expenses in January, which is around ₤44,583. After adjustment of over earnings and expenses of the hotel, it is observed that the business has gained a higher margin of net profit of ₤138,925 in May. In addition, the net profit in June indicates the lowest margin of ₤56,830. The net profit margin of this month is being reduced due to the higher margin of ₤60,000 towards marketing expenses.              
[bookmark: _Toc47625320]Conclusion 
A cash budget is being used in measuring the possible cash inflow and cash outflow within a firm in the future period. This cash budget evaluation supports in measuring that Westhorpe has a higher margin of cash inflow of ₤218,890 in June, which is followed by a higher margin of cash outflow of ₤161,167. Despite that, the cash balance at the end of June indicates the higher-margin such as ₤866,114. On the other hand, profit budget forecast is being used to measure the actual forecast over the revenue and expenses within an organization. The profit budget forecast of Westhorpe indicates the higher margin of net profit of ₤138,925 in May. In addition, the net profit in June indicates the lower margin of ₤56,830, which is reduced due to higher investment in marketing expenses.      


References
Bhandari, S. & Adams, M., 2017. On the definition, measurement, and use of the free cash flow concept in financial reporting and analysis: a review and recommendations. Journal of Accounting and Finance, 17(1), pp. 6, doi-10.35737.
Choi, T., 2016. Multi-period risk minimization purchasing models for fashion products with interest rate, budget, and profit target considerations. Annals of Operations Research, 237(1), pp. 77-98, doi-10.1007/s10479-013-1453-x.
DeFranco, A. & Schmidgall, R., 2017. Cash Budgets, Controls, and Management in Clubs. The Journal of Hospitality Financial Management, 25(2), pp. 112-122, doi-10.1080/10913211.2017.1398957.
Knežević, S., Mitrović, A. & Ilić, Z., 2016. Different perspectives on the cash flow statement. Hotel and Tourism Management, 4(2), pp. 48-54;DOI:.
Lei, S., Nicolau, J. & Wang, D., 2019. The impact of distribution channels on budget hotel performance. International Journal of Hospitality Management, Volume 81, pp. 141-149;DOI:S0278431918306017.
Mariana, Z., 2018. THE CASH BUDGET–A SHORT-TERM FORECAST TOOL FOR THE FINANCIAL STATEMENTS OF ECONOMIC ENTITIES. Ecoforum Journal, 7(2), pp. 6, doi-10.5296.
Nikitina, O., Litovskaya, Y. & Ponomareva, O., 2018. Development of the cost management mechanism for metal products manufacturing based on budgeting method. Academy of Strategic Management Journal, 17(5), pp. 1-17, doi-10.3846/btp.17.10864.
Pohland, L. & Kesgin, M., 2018. Pricing determinants in hotels: The case of luxury, upscale, and mid-scale price segments. Journal of Revenue and Pricing Management, 17(4), pp. 218-230, doi-10.1057/s41272-017-0133-x.
Williams, D. & Calabrese, T., 2016. The status of budget forecasting.. Journal of Public and Nonprofit Affairs, pp. 127-160.

4

image1.png
Westhorpe Leisure Investment Limited.
(Cah Budgetfrom Jaruary o June 2020
Mar )

Paours

Gpering Cash Balance
Cash imttow:

Feuanus rom foom sses
Feuanus romfood sndbevsrages
Fevanus ram Fent

Fevanus rom Cammission
Totas<ates tumover

Fent from Satoon

Fentfrom Gymnasium

Foomrent fom business ooncarns

ot Cach nflon
Cash cuttios:

Pamentfornewan

Faymant or sundny enioss

Fayment ot printing and satonar cost
Paymentfor complimentay toom toeties
Paymant or s ntoom beverages
Paymentforimprovement nrestaurant

Faymant ornew randsd bcding bundies

Payment o sismorthl slaied i

Faymantof sty o house eeping nd Kichen por.
Paymentforshamposs,condiionsrs and showergel
Paymentfor ghing andheatng

Paymentforsonual busines ates

Maketngcost

Motoretil expense

Annuslgenralmaintainance

Tl oazhoutlon
SusplussDefici{Cash inflow-Cash outsiow]
Closing Cash balance

Jan ()
& zsom

wos0
300
a0

=
a7
)

‘
‘
‘
‘
‘
‘
‘
B
& e
e

20m

wan
et

1000
5000

&z
& e
st

Fe )
£

om0
0
)
5
s
e

w0

s

e
2000
15000
20m

wan
nesr
a6

1000
5000

s
6455
83830

‘

e

[

oo
sam
a0

£
wsam0
)
s
1

s

zm
c2m
20m

20m
)
™
wa
st

zam

1000

5000

[

a8
12525

Apr )
s

g0
12600
)

3
wo0s
0
a0
2m

i
e
20m
20m

wan
neer

a0
ae

1000
5000

087
ke
68574

May €)

CED

a0
sn2m
)

[
was0
0
s
22

w2388

e

25m

20m

wan

et

ae

1000
5000

s
g
08352

June ()

‘

e

a0
850
)

0
28450
)
a0
2

20850

e
20m

20m
z20m

wan
et

zam
se
oo
1000
5000

7
sz
a6




image2.png
Partioulars
Sales

Feverus from Room Sales

Fevenus from Faods ans beverages
Feverus from Rert

Feverus from Commizsion

Fent fom Ssloon

Fentfrom Gymnasium

Fom rent fom business ooncamns

ol Ravenueof the business

Less: Costof sales

Gross profit

Operating Evpenses:

Depreciaion f minibus

Payment fornew van

Depreciatonofnew Van

Pagment forlsundry senicss

Pagment for prining and statony cost
Payment foroomplimentaryioom olltis
Payment forbeverages
Paymentforimprovement nrestauant
pagment or branded beding bundle
Fayment o sismonthly laed i
Faymantof sy o house eeging nd ichenporer
Payment orshamposs,condiioners and showsr gels
Marketing cost

motarvehicle xpense.

Payment against generalmaintenance.
Payment fo lghting andheating
Payment against annualbusiness ates
Totaloperating expernses

Net Profit(Gross profit-Operating expenses

Westhorpe Leisure Investment Limited
PiofitBudget Foreoastingfom January o Juns 2020

) ) =)
£ msw : wmom i wom
PRI oo s s
‘ (i (i a0
‘ fan [ )
‘ I i )
‘ ‘ ‘ s
‘ ‘ o 192
£ mees s weaws i s
‘ ‘ ‘
£ weem s weaws i ws
‘ e e £
‘ ‘ i mm
‘ ‘ ‘ a0
‘ 2 5 2 5 2
‘ 2 5 200 & 20m
‘ ‘ P
‘ ‘ 20 5 20m
‘ ‘ ‘ )
‘ ‘ ‘ ™
£ oman e W e wam
£ mer : et st
‘ ‘ a6 &
‘ ‘ ‘
‘ 1o 5 1o 5 1000
‘ 00 & 00 & s000
‘ ‘ iz
‘ ‘ ‘
f wm i mm s mm
e ooz & 78002

®

g0
12600
)

3

)
a0
2
w21

i
E
50

2
20m
20m
wan
neer
a0

1000
5000

se
5360

o515

ey )

a0
sn2m
)

[

)
s
22
238

w23t
E
50
2
25m
20m

wan
et

1000

5000

se
860

8925

@)

a0
850
)

0

)
a0
2e0
28850

20350

E

50
2
20m

20m
z20m

wan
et

eom
1000
s000
25
se
2080

56830




