
THE GRAND HOTEL
Report on four types of budgeting
LEE WHILLIS 
2028531
Financial Management BMIH5002
Christopher Wilkins






[bookmark: _Toc117544726]Executive Summary

The report was elaborated at the request of Accounts director of The Grand Hotel, for considerations to implement budgeting in the future. Information in this report regarding five main types of budgeting techniques. 
Budgets arranged using a diversification of different methods, such as Incremental budget, zero based budget, activity-based budget, value proposition-based budget and control budget. 
The strategic plans can help organisations to reach goals and targets. 
Accommodate a brief evaluation and analysis of the Grand Hotel Planner for 2022/2023.
Literature and research suggest the benefits for organisations to elaborate budgets, there are at least five approaches to choose from, it is state that goals of organisations may conditionate the right choice. 
Last question of this report was can budgeting control sustain sustainability, the conclusions show that the answers is positive (yes), setting sustainability as target and goal make it possible. 
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1. [bookmark: _Toc117544727]Introduction

The report will attempt to evaluate and analyse the importance of budgeting, understand incremental budgeting, activity based, value proposition based, zero based budgeting and answer if controlled budgeting can support sustainability in organisations. 
The Accounts Director of the Grand Hotel have query for this report with intend of implementing this method in the near future.
The Grand Hotel is situated in London, have 100 rooms, and charges 250£ per night, having an excellent restaurant, the hotel counts with 30 years of experience in the market, and have 40 employees collaborating in the hotel. 
Given the growth of business and the changing environment faced by organisations, business can become hesitant, whether they can survive continuing to do what was done in the past. If business and organisations want to have profit, should plan the future to improve performance (AAT, 2018).
Budget is an estimation of earnings and cots over a specific period, it is a financial plan (normally a year) to enhance success, and is set to aid goals (Ganti, 2022).
Value proposition is a potential of value expressed by an organisation, it is what makes the organisation service or product attractive and better than competition (CFI, team, 2022).
Managers should often utilize this approach and methods to plan and gain performance advantage. 
Analysing the importance of budgeting it is expected The Grand Hotel to gain sufficient knowledge to properly choose and prepare the next financial year. 


2. [bookmark: _Toc117544728]500-words analysis of Grand hotel budget planner


This budget analysis is going to examine cash flow in and out of The Grand Hotel. The analyses are set to conceive a goal and target, and scrutinise if the hotel is over, under or within the budget, and possibly decide. As a result, the hotel just escapes overspending, and realize the issues quite soon and correct them. Also, will make the hotel realize how often will be necessary to analyse the budget, quarterly or Bi- annually. 
The construction of this budget has been developed from forecast of sales magnitude. The manager has guide and informed that sales volume is being budget to increase of 10% over the next year. This will be a well-grounded estimate as it represents booking already existent, and represents an additional increase over the earlier years, based on growth appreciated by the grand Hotel. 
Regardless the increase in sales, the cash flow is relatively within the budget, do not present a significant growth in monthly chart, in the end of the year The grand Hotel will see an incredible increase in profit. 
The employee budget is being budget at is high representation and constitute one of the biggest expenses of the hotel. 
However, the sales budget, have being approved by the general manager by 10% trend on sales growth, shall not continue if these reasons are not taken in consideration:
1 – competitors (new or existing) improve their services, and offer a better product, this could see our demand decrease.
2 – Labour costs are to be revised and maximised.
3 – analyses restaurant expenditure, if can be cut or reduce to improve efficiency, and better performance. 
Further analysis that operating expenses (opex) is like sales, this are expenses that goes to against running and growth of the hotel. 
Example if the hotel in April 2022 have £193,900 in month revenue, still their cost of goods is £114,715, and connect that result into gross margin, will refer as 40%. 
Formula (193,900 – 114,715)/ 193,900 X 100% = 40%. 
To increase the gross margin of the operations of The Grand Hotel, should consider, negotiate with the suppliers to guarantee a better deal, cut, or reduce unnecessary expenses, operate more efficiently, find alternative suppliers, forecast, and optimize. 
One of the most powerful tools available when comes to financial planning that the Hotel can use is Forecasting, helps to set targets, goals, and plan, give guidance for decisions about growth (fin mark, 2022).
Nevertheless, The Grand Hotel is in the right path, just need find the adequate budget and guarantee all managers are in for success. 


3. [bookmark: _Toc117544729]Task 2

3.1 [bookmark: _Toc117544730]Importance of budgeting

Budget is standardised numerary plan of measures for organisations and business (AAT,2018). Budgeting helps to identify present available funds; supplies estimate of spending and anticipates future revenue. Can help measure achievements and guarantee resources are accessible, to support organisations to obtain growth and development. Also assist to reduce costs, to boost profits and gain returns on investments, giving guidance to the organisation to understand priorities and share vison, calling attention to weaknesses and strengths of the organisation (Banks, 2018).
Budgets are extremely important , provides the organisations with advantage , some  benefits are support with staff (the ability of hiring more or cut costs with labour), give guidance for evaluation (areas to improve and decision making ), Attract investors, helps produces funds for the unexpected (set aside funds to assist emergencies ) , advice to meet financial goals and is a helping hand to prepare for tax time(Nguyen, 2022).



3.2 [bookmark: _Toc117544731]Understanding of incremental budgeting

Incremental budgeting is a procedure of budgeting in which the antecedent budget is adjusted for variation in prices and activity levels(AAT, 2018).This is a technique used by organisations that do not intend to spend too much time constructing budgets , or if organisations believe that there is no competition on the industry , also believe that profits will come year after year(Bragg.K,2018). Obviously like any other technique there are advantages and disadvantages on this choice. 
Advantages 
Simplicity, normally based on recent results, if a scheme or department requires funds for the coming years, the incremental budget ensures finance.
Guarantee that departments are working and secure for long periods.
Changes occur only gradually.
Ensures co-operations and co-ordinations are made easier.
Disadvantages
May foster overspending (because the real cost and situation is not analysed).
All Inefficiencies may be repeated each year.
There is no marge or incentive to reduce costs or develop of new ideas.
This budget may turn out of date.
Risk Taking (difficult to development, do no encourage risk taking).
There could be budgetary slack stacked into the budget, means elaborate the budget is easy for managers but the slack remains each year (AAT,2018).
	Example

The Grand Hotel had last year £100,000 for advertising, this year anticipating that 20% more advertising will be made, and that inflation has been 2%.
The budget for this year would be £100,000 X 20% = £120,000 for advertising 
Plus   £120,000 X 1.02 = £122,400   for inflation  

(AAT, 2018)




 



3.3 [bookmark: _Toc117544732]Activity based

Activity Based Budget (ABB) is a procedure of setting the budget based on the consumption of costs around the organisation (AAT, 2018). Is an estimably plan or forecast for a future period and is built on an activity in an organisation. The organisation firmly considers every cost sustain to determine if can decrease these costs and generate efficiencies. Normally allows organisations to focus the budget on the volume or type of activity within the organisation (CFA, Journal, 2020). Can help managers to find new areas for better performance and be more efficient. 
Advantages 
Support to identify inefficiencies
Pursuit to provide relevant product cost 
Goal oriented 
Issue a fresh start
For organisations going to significant changes.  
Do not relay on historical data 
Supply a good understanding of what drives overhead cost 
Recognise that overhead costs arise from the diversity of the organisation
Disadvantages 
Time consuming
Some costs may not really to production output
Requires Knowledge and skills 
The cost of a single driver can fully explain the behaviour of all items (questionable).

	Example

Sales of the Grand Hotel in a simplistic way 
Calculate the forecast of the process a single sale order, and adjusting inflation if necessary (5)
Forecast of sales 40,000
Finally calculate the total sale of the hotel 40,000 X 5 = £200,000

                                                                          (CFA, journal,2020)





3.4 [bookmark: _Toc117544733]Value proposition based 

Value Proposition Based Budget (or Priority based budget) is a similar technique to Zero based budget and is recurrently used in the public sector. VPBB or PBB unfortunately do not start from a Zero base. Enterprise is re-evaluated when budgets are done. Like Zero Based budgets (ZBB) decision are collected and complied for each Activity or department. Resources then are allocated based on level of priority (AAT, 2018).
Normally examine and explain organisation expenses for that fiscal year and aims to discover where organisation should apply and spend money based on how much value each expense produce (relayfi, 2022).
To understand value, and what really means? since value is always subjective, is frequently measure by different ways. Consider the best way to attain profitability for the organisation. Is it customer service, product development or something else? 
Advantages 
Eliminates excess spending
Easy to see where cash flow is going
Centre attention on spending on specific departments or areas that have more value
Easy to prioritise future expenses



Disadvantages
Can become challenging 
Only focal point is existing expenses 
Value of expenses can change depending on industry 

	Example


The grand Hotel 

Previous Month         -------------                   Current Month
Rent – 2,500                                                        Rent – 2,500
Payroll – 3,500                                                    Payroll – 3,500
Marketing – 2,500                                              Marketing – 500
Supplie – 1000                                                   Supplies – 1000
Profit – 30,000                                                     Profit – 20,000
NET profit – 20,500                                            NET profit – 12,500

In this example the importance and priority identify Marketing, to attract more customers, and consequently revenue, this was the best way to measure value. 
                                                                (Relayfi, 2022)





3.5 [bookmark: _Toc117544734]Zero based budgeting

Zero based budgeting is a technique where the budget and all costs are looked from scratch for each year (AAT, 2018).
Pete PYhrr (1970) developed the Zero-based budgeting (ZBB), in which every new year or period is created by starting from Zero (zero based), and have the necessity to explain all expenses, before being approved and ad to the new budget, even the old and current expenses (Cheng, 2021). Although ZBB application seems to be dissolving globally (Deloitte, 2019), can be handy method for service departments costs such as the personnel or maintenance departments, or advertising and training (AAT, 2018). 
Advantages 
Challenges existing proceedings 
Reduce budgetary slack
Inefficient departments or practices can be cut 
The costs are constantly being observed
Mangers must justify all expenses 

Disadvantages
Complex and expensive
Time consuming 
Can be manipulated by savvy managers
Short term benefits



3.6 [bookmark: _Toc117544735]How budgeting control can support sustainability 

Budgetary control Systems, Brown, and Howard (2002), state budgetary control is a technique of controlling cots which incorporate the preparation of budgets, coordination trough departments and found responsibilities, contrasting actual performance with budgets, and impacting results to achieve better profits. Good budgetary control needs all departments to work in conjunction and send a copy of the department sub budget each month (Sindhuja.S, 2017).
Strategic planning and objectives are created from the strategic plan of organisations, which consider long term decisions of the organisations (AAT, 2018). To fulfil the use of Budget control is important to find balance between four areas, Planning, ordination, Authorization, Cost control.  
Planning, principal purpose of a budget, plan costs and revenue for the future and allocation of resources. Co-ordination, coordination of different departments and ensure that all are working for the same goal. Authorisation, agreeing with the budget of all departments for meeting the targets. Cost control, control over actual performance is required by comparison of actual results. 
Advantages 
Expenses are controlled 
Goals and targets are made clear
Plans and actions are reflected on the budget.
Facilitates financial control
Builds morale
Provide managers guide for and about daily activities 
Makes easy coordination, understanding and harmony for actions in the organisation.


Disadvantages (
Budget do not work until organisation makes a priority, and make it work
Based on estimation, may need periodic reviews and evaluations.


	Example of conflict

A manager may control the cots within the budget and limits the costs of petrol. This means potential customers that may need to use the organisation car, may not be able to do so, and the revenue may be compromised, this is an example of control conflict with the plans. 

(AAT, 2018)




How to create a budget sustainable budget to help develop sustainability in your organisation?
A budget is a metamorphosis of an organisation plans and priorities, helps reduce expenses and creates emergency funds. Organisation could use this fie steps to create a budget for sustainability 
1 – Make a budget plan (example 50/30/20) 50% for needs, 30% wants, 20% for savings, helping to create a balance between obligations, goals, and fat waste. 
2 – Find Profit, after tax and obligations 
 3 – reduce expenses and spending, set your targets and priorities 
4 – track progress 
5 – adjust and re- evaluate 

How budgeting control can support sustainability, because control costs and set targets and goals, making all organisation cooperate to achieve sustainability. Is all about planning controlling and set target. This budgeting technique will help organisations to achieve sustainability goals (Anon, 2019).









4. [bookmark: _Toc117544736]Conclusion

Inconclusion this report was elaborated to evaluate and analyse the budget planner for the Grand hotel from April 2022 to March 2023, by the request of accounts director. 
The director, request the importance of budgeting, understand five types of budgets, such as Incremental Budget, activity based, value proposition based, zero based budget and budget control. 
Zero Based Budget starts from scratch, Value proposition based is like ZBB, and is utilized by public sector.
Was examinate how all budgets can help organisations to optimize costs and revenue, forecasting, and how to plan and become more efficient, and produce more profit. 
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The draft production budget has been attached for your consideration and approval.
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The Grand Hotel Budget Planner 2022/2023

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Total

£ £ £ £ £ £ £ £ £ £ £ £ £

Receipts :

Payment on business accounts 185,000 166,000 185,000 140,000 142,000 149,000 156,500 166,900 174,000 149,000 150,900 150,8001,915,100

Cash sales                        

Interest Received   2,780 4,765 7,284 8,423 9,761 11,385 13,247 15,582 17,831 19,662 21,484 132,204

Mini Bar  8,900 8,900 8,900 8,900 8,900 8,900 8,900 8,900 8,900 8,900 8,900 8,900 106,800

Total Receipts 193,900 177,680 198,665 156,184 159,323 167,661 176,785 189,047 198,482 175,731 179,462 181,184 2,021,900

Payments :

Resturant  27,800 27,800 27,800 27,800 27,800 27,800 27,800 27,800 32,100 27,800 27,800 27,800 337,900

Freehold    

Fixtures and fittings              

Wardrobe 3,500 3,500 3,500 3,500 14,000

Sky Subscription 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 15,000

Property expenses                        

Car Insurance 8,000 8,000

Premier league license 6,000 6,000

Laundry 1,625 1,625 1,625 1,625 1,625 1,625 1,625 1,625 1,625 1,625 1,625 1,625 19,500

Energy costs                        

Payments to suppliers                        

Wages 57,500 57,500 57,500 57,500 57,500 57,500 57,500 57,500 57,500 57,500 57,500 57,500 690,000

Salaries                        

Mini Bar 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 7,000 84,000

Training  7,500 7,500

Virgin Pass 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 24,000

Vehicles lease 2,750 2,750 2,750 2,750 2,750 2,750 2,750 2,750 2,750 2,750 2,750 2,750 33,000

Utility Bills 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 2,000 24,000

Van

Petrol and diesel 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 12,000

Rates 3,200  3,200 3,200 3,200  3,200 3,200 3,200 3,200 3,200 3,200 32,000

Valeting  540 540 540 540 540 540 540 540 540 540 540 540 6,480

Marketing                   

Overdraft Interest          

Beverage 1,350 1,350 1,350 1,350 5,400

Magazines 2,150 2,150 2,150 2,150 8,600

Overtime 3,400 3,400 3,400 3,400 3,400 3,400 3,400 3,400 3,400 3,400 3,400 3,400 40,800

Newspaper 1,150 1,150 1,150 1,150 1,150 1,150 1,150 1,150 1,150 1,150 1,150 1,150 13,800

Building Insurance 5,500 5,500

Total payments 114,715 111,515 114,715 118,215 114,715 113,515 114,715 111,215 123,515 114,715 118,715 117,215 1,387,480

Balance b / f 13,500 92,685 158,850 242,800 280,769 325,377 379,523 441,593 519,425 594,392 655,408 716,155

Net cashflow in month 79,185 66,165 83,950 37,969 44,608 54,146 62,070 77,832 74,967 61,016 60,747 63,969

Balance c / f 92,685 158,850 242,800 280,769 325,377 379,523 441,593 519,425 594,392 655,408 716,155 780,124

The balance for next financial year would be 780,124£ in the account , with a payment of 3% from the bank of 23,403£


