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UNRAVELING THE
COMPLEXITIES OF BUDGETING
AND FORECASTING
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EFFECTIVE
BUDGETING

Budgeting stands as a pivotal process for hoteliers, allowing
them to strategically structure their operations, personnel,
and resources to meet their forthcoming financial objectives.
P&L benchmarking offers a valuable framework to facilitate
accurate financial strategies by providing insights into
financial performance relative to industry peers and
empowering them to make data-driven decisions during the
budgeting process. During the budget and forecast season, it
is essential to consider various factors and follow best
practices to ensure precise and realistic budgets.

“A goal without a
planis just a wish.” -
Antoine de Saint-
Exupéry




. Review Historical Data

Analyze past financial data, including revenue, expenses, and occupancy
rates, to identify trends and patterns. Use your historical data and
benchmark it with industry standards to determine how each operated
department contributed to your total revenue. This historical analysis
serves as a foundation for projecting future performance and setting
realistic budget targets.

Understand Market Trends

l Stay informed about industry trends, economic indicators, and local
market conditions that may impact your hotel's performance.
Understanding evolving guest preferences and industry developments
helps you to stay agile and adopt new strategies. Consider factors, such as
changes in tourist demand, competition, and pricing dynamics, when
forecasting revenue and expenses. Operational benchmarking is vital in
analyzing industry trends and identifying top-performing competitors so
that offerings, pricing, and marketing strategies can be adapted to gain a
competitive edge. It also provides an assessment of the market positioning
in terms of the target audience and geographic reach.

Set Realistic Revenue Targets and Identify Revenue

®/ Opportunities

Use a combination of historical data, market research, and industry
benchmarks to set revenue targets. Consider the seasonality of your hotel
business and potential market events to adjust projections accordingly.
Collaborate with sales and marketing teams to align revenue goals with
promotional strategies and business that is already on the books. Analyze
and set targets for your non-rooms’ revenue streams. Design and plan for
cross-selling and upselling strategies to optimize revenue generation for
your whole asset. For example, if the benchmarking data shows the food
and beverage department’s revenue is significantly lower than the industry
average, explore strategies to boost sales, such as introducing new menu
items, enhancing the dining experience, and incentivizing employees to
upsell.
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Control Fixed and Variable Costs

Identify fixed costs (e.g., rent, insurance) and variable costs (e.g., staff
salaries, utilities, sales, and marketing) to evaluate opportunities for
expense control. Look for areas where you can optimize expenses without
compromising guest satisfaction or operational efficiencies. P&L
benchmarking allows revenue managers and hotel operators to compare
their property's expenses against their competitive set, highlighting areas
where costs are higher than average. By identifying cost-saving
opportunities, such as renegotiating vendor contracts or optimizing energy
consumption, you can ensure that your budget aligns with industry
benchmarks and optimizes profitability

Prioritize Operational Investments

Assess your hotel's infrastructure, equipment, and technology needs.
Prioritize investments that improve guest experiences, operational
efficiency, standardization, and revenue generation potential. Incorporate
these investments into your budget while considering their long-term
impact.

Engage Department Heads

Involve department heads in the budgeting process to gain their insights
and ensure their ownership of the budget targets. Collaborate with each
department to set realistic expense targets and identify areas for cost-
saving initiatives. Deploy industry benchmarks to inform and guide realistic
expectations and track performance against evolving indicators. Budgets
drafted by including all stakeholders have been proven to be more
accurate because of the ownership and personal accountability
mentioned above.

Implement Cost Reduction Strategies

Explore opportunities to reduce costs without compromising service
quality. This may include negotiating favorable vendor contracts,
implementing energy-saving initiatives, optimizing inventory management,
and leveraging technology to automate tasks. Benchmarks are not always
about under performance. By comparing your performance with your
competitive set, you can pinpoint areas where your costs are higher than
average or where there's room for improvement.

Monitor and Review Regularly

Establish a system for ongoing budget monitoring and review. Track actual
performance against budgeted targets and identify any variances.
Conduct periodic reviews to assess the effectiveness of budgetary
decisions and changes in market dynamics and adjust as necessary.
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Embrace Technology Solutions

Select technology that allows for multiple forecasts taking changing
market conditions, variances, and regular benchmarking reviews into
consideration. Utilize budgeting and forecasting software tools that can
streamline the process, enhance accuracy, and provide real-time insights.
Leverage data analytics and reporting capabilities to gain visibility into
key financial metrics and make informed decisions.

Be Flexible and Adaptable

Recognize that your budget is the foundation upon which your annual
strategies are built; however, routine forecasts serve as living documents
that may need adjustments throughout the year. As market conditions
change or unexpected events occur, be prepared to modify your forecasts
accordingly.

Communicate and Educate

Ensure effective communication and transparency across your
organization. Share budget goals, performance updates, and forecast
changes with department heads and staff members. Educate employees
about the importance of budgeting and their roles in achieving financial
objectives. Use relevant industry benchmarks to give context and lend
credibility to expectations.

Identify Relevant Metrics

You should identify key performance indicators that align with your
property's objectives and market segment. These metrics should include
not just RevPAR and ADR (Average Daily Rate), but GOPPAR (Gross
Operating Profit per available room), TRevPAR (Total revenue per
available room), and other relevant indicators. Identify peak and off-peak
periods, seasonal variations, and any significant changes in demand
patterns that may impact your budget.

Factor in Staffing and Training Costs

Account for staffing needs and related expenses while considering the
projected business volume. Include costs for hiring, salaries, benefits, and
training programs to ensure adequate staffing levels without
overspending.
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Incorporate Capital Expenditures

Identify and prioritize capital expenditures necessary for property
improvements and upgrades. This may include renovations, technology
upgrades, furniture, fixture and equipment replacements, sustainability
initiatives, or brand-required upgrades. Plan these budgeted expenses for
times that will minimize guest displacement and dissatisfaction.

Monitor Industry and Regulatory Changes

Ensure effective communication and transparency across your
organization. Share budget goals, performance updates, and forecast
changes. Stay up to date with industry trends, local regulations, and any
changes that may impact your costs or revenue potential. Anticipate
changes in labor laws, taxes, environmental regulations, or other factors
that may affect your budgeting process.

Implement a Rolling Forecast Approach

Instead of relying solely on an annual budget, consider adopting a rolling
forecast approach. This allows you to update and adjust forecasts
periodically throughout the year, based on changing market conditions
and emerging trends.

Benchmark and Compare

Utilize industry benchmarks, competitive analysis, and financial ratios to
assess your hotel's performance against similar properties. This provides
valuable insights for budgeting purposes, highlights areas for improvement,
and helps set realistic goals. By comparing your performance against
similar properties, revenue managers and hotel operators can gauge your
market share, pricing strategies, and overall financial health.

Seek Professional Advice

Consider consulting with financial experts or engaging the services of a
hospitality-focused accountant or consultant who can provide industry-
specific insights and guidance during the budgeting process.
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CONCLUSION

By following these steps, hoteliers can establish a
solid financial foundation, optimize resource
allocation, and navigate the budget and forecast
season with confidence. Effective budgeting
practices contribute to improved financial
performance, enhanced operational efficiency,
and sustainable growth in the hotel industry.

Need help setting up
your budget this year?

Reach out to M3 or
Hotstats.

www.m3as.com/contact www.hotstats.com /contact

e 770 297 1925 e +1-877-255-5022
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