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Preface



Most people leave employment to start their own business for a number of reasons. They are generally classified within the headings ‘push factors’ or ‘pull factors’. Push factors include redundancy, being asked to leave the job, lengthy joblessness, simply can’t get along with the boss/colleagues etc, while pull factors include finally making up your mind to do what you always wanted to do. In the back of your mind you are thinking, ‘Yippee! I’ll be my own boss at last.’ Maybe, but maybe not! 



Whatever the reason, there comes the time when you and possibly your spouse/ partner are looking seriously at the prospect of having your own business and in this case, a guesthouse or small hotel. At this point, there are many factors to be considered. Ask yourself some questions. 





Is my experience relevant to running a guesthouse or small hotel? 



It may be that you have expertise that is beneficial to operating a guesthouse or hotel but does not address the core needs of the business. Perhaps you are a computer expert, and while this is helpful, it does not help with the core ‘hospitality’ tasks. 



If you do not have experience of the industry, it would be beneficial to take a position in a small hotel, ideally as a general assistant to the owners. In doing this, you will be working in every area and gaining invaluable experience, some of it while making mistakes at your employer’s expense! 



Most importantly, this will enable you to be sure that you can deal with guests on a daily basis with a necessary, friendly style. In addition, it will make you realise that this lifestyle means that you spend many hours on your feet. It is physically tiring, although in time, you will become fitter and more able to withstand this physical aspect of the business. In a later chapter, I will help you to ‘use your brain to save your legs!’ 



If you truly enjoy this experience, you will have started on a learning curve which will help in making the decision to progress to the next step – and this at someone else’s cost rather than your own. 





Do I enjoy dealing with people? 



When you analyse what you are good at, consider how these various attributes relate to running a guesthouse. Some will be there but some will not. It is vital that you consider not only how well you deal with people (paying guests), but also whether you have the patience and attitude to deal with the more awkward ones. Remember, you will be spending many hours of the day with guests and possibly staff so ‘people skills’ are vital. In addition, spending many working hours a day with your spouse/partner may present some unexpected relationship problems. 





What other skills do I need? 



In the case of a husband and wife team, it would be helpful if at least one has certain skills which would be useful for the operation of the guesthouse or hotel. 



	•	Cooking skills While this depends on the extent to which you want to develop the business, minimal skills will be required to provide a first class breakfast, while a more complex situation is the provision of dinner and possibly lunch. More on this in the chapter on Food and Beverage.   



	•	Housekeeping and cleanliness skills This area, while mundane, is vitally important since guests readily accept sleeping in a bed someone else slept in the night before only if there is no evidence of the previous occupant. The guest room and bathroom must be ‘as new’. Everything must be fresh: no hairs in the bath, no toothpaste marks on the sink, etc. Thorough and professional housekeeping is vital and this will be covered in Chapter 7, Housekeeping Operations.   



	•	Reservations, reception and billing skills This is not a complex area but it must be an accurate one. Not having a room for a booked guest is a terrible failing. It is, however, one which can be easily avoided with a reliable system. Similarly, ensuring the guest account is accurate takes good recording skills but is not complex. More of this in the chapter on Reservations and Reception.   



	•	Service skills Someone will be involved in serving both food and drinks and possibly wine. Training may well be required and this should be considered by the member of the team who will not usually be involved in the kitchen activities. This may be gained during the pre-purchase ‘internship’ while working for someone else.   



	•	Being organised This area will be covered in every chapter and it is vital that each person has routines and work duties which coincide with and complement the other partner’s routines. This will be explained in more detail later and will show the need to be able to manage a number of tasks at the same time.   








How much money can I invest? 



I hope to help you to make a decision on which property you might wish to purchase. There are many possible options, however, vital to this decision is the amount of money you will be able to invest. 



	•	How much cash is available?   



	•	Is this dependent on the sale of another property?   



	•	Does it mean borrowing from a friend or family?   






If you have enough money to buy a property outright, that is wonderful. What you must try to avoid is a situation where you are working long hours only to pay interest on a loan with the prospect of paying off the loan in the far distant future. These issues will be discussed in the first chapter. 





What do I want from the business in terms of financial return? 



In a small business such as a guesthouse or a small hotel, the chances of making a huge amount of money are slim. There is a limit to the volume of business the property and you can handle. The trade off is the ‘life-style’ aspect of the business which relates to you working in your home and having the costs of your home included in the business costs. (There are taxation implications here however which must be considered.) Depending on the location of the business, it may well be seasonal, meaning that you work hard for a period of time but have time off for a period of time, albeit, without income. This is generally countered by the fact that you have not had time to spend money during the busy period! 



Another consideration however, is that there is the likely growth in the value of the property, provided you are maintaining it well, as well as the increased goodwill element of the business if you are doing a good job. 



Running a guesthouse is a ‘life-style’ business. What you are doing is using your home, to make a living. You are inviting people into your home, offering them what they want and making a fair and honest charge for what they are receiving. If you can meet and even exceed their expectations, then you have the basis for a stable and growing business while enjoying the comforts of your home and life style. 



What this book will do for you is to give information and guidance in a number of areas. The first few chapters will help you to identify the property you wish to operate, leading to pre-opening activities. After this, the following chapters deal with operational issues, including some aspects of food and beverage activities, housekeeping and an insight into simple but useful marketing strategies. In addition, there are pointers and guidance related to maintenance, gardening and property operation. I will stress throughout the book the need for routines and processes, which will help you ‘work smart, not hard’’ 



There is an important section on the financial side of the business and how you can keep control of your costs and cash flow. I will recommend you keep statistics, which will help you identify year on year, how you are progressing and help you set targets for the future. 



Most importantly, throughout the book, I will keep reminding you that without the goodwill of the guest, your business will have no future. In any business, but particularly, a service business, it is vital to meet the customer’s needs, wants and expectations. Of course, if you can exceed them, you will immediately go ahead of the competition. 



When all is said and done, in your mind or even on paper, you must have a mission or a set of goals or objectives for this new and exciting venture. Your goals should relate logically to the resources available to you. As you embark on this venture, you will find, possibly as you did in your previous life, that resources are limited and they must be managed effectively to achieve your objectives. By resources I am talking about: 



	•	available cash   



	•	equipment   



	•	the property itself   



	•	staff, if they are to be part of the equation, and the cost of them   



	•	the time you and your spouse/partner have available in any one day as well as the energy you both have.   






Perhaps this means that the goals have to be trimmed or modified from that original plan. By the way, my simple formula for planning a mission statement is to write a sentence or two, which answers the questions: 



	•	Who are we?   



	•	What do we do?   



	•	Who do we do it for?   



	•	How do we do it?   






You might come up with something like ‘We are a service minded couple who enjoy making people happy. We offer a quality guesthouse/small hotel and pride ourselves on hospitality, cleanliness and value for money for our guests, who are predominantly retired couples seeking a friendly, comfortable base for exploring the area.’ 



This then, becomes your vision of what you hope to achieve and from time to time, you may wish to re-read this statement to check that it is still appropriate and also to see if you are indeed achieving what you intended to achieve. 



This book then will lead from your thoughts of buying a guesthouse or small hotel through the decision making process, the start-up and then the ongoing operation. I will use my experience of hotel and restaurant operation to assist you in deciding what level of business you wish to operate and then, help you to set your standard at that level. This standard will be one, which inevitably, must meet your guests’ needs, wants and expectations and should be one that you can achieve comfortably. 



Dan Marshall 





CHAPTER ONE





Substantiating the Dream 



Is this a pipedream or are you really committed to buying and running a guesthouse or small hotel? This chapter will help you to decide. A short exercise will give you the opportunity to analyse your present situation and to examine the move you are contemplating. If, after this, you still feel convinced that this is the way forward, you will learn about possible methods of raising the necessary finances and from that, you will be presented with a format for making an approach to a lender. Many experts will support you as you embark on this journey, and this chapter will introduce you to them and will give some information regarding working with them to achieve your goals. 




Characteristics of the small business owner 





Most people who write about small businesses try to define the qualities needed to be a successful small business owner. Such research has identified the successful owner as being ambitious, pragmatic, emotionally stable, healthy, skilful in solving problems, energetic, liking the responsibility of the business, able to see detail within the ‘big’ picture, and self-confident. Do not panic here since it is unlikely that any one person fits this bill, but if it sounds a bit like you, well and good! 



Some questions to ask yourself at this stage might be: 



	•	What are my expectations from this business?   



	•	What skills do I bring to it?   



	•	How confident am I?   



	•	Do I get on well with people?   



	•	Am I prepared to work long hours?   



	•	Am I patient enough to wait for the results I hope to achieve?   



	•	Am I in good health and fit for this kind of physical work?   



	•	How will I handle things if it is not going too well?   



	•	Have I worked with my partner before and is this feasible?  






Having thought about your answers, read on and be analytical, but stay positive.





Myths exposed 





For most people, the thought of owning one’s own business is alluring and tends to be associated with all the trappings of the rich lifestyle: the ideal car; expensive vacations; designer clothes; mixing with the rich and famous, etc. It is not surprising, therefore, that it seems desirable. Can it really be like this? In short, it is hardly likely at all. There are other dreams also associated with having your own business, which should be examined: 



	•	You are probably dreaming if you think you are likely to become very rich. As mentioned in the preface, this type of business is not about becoming hugely rich, but more about having a certain lifestyle which is perhaps more acceptable than the ‘rat race’ of corporate life.   



	•	You are dreaming if you think you will be your own boss. Other bosses seem to develop, e.g. the bank you are borrowing from; your spouse/partner; your suppliers, and even your customers or guests.   



	•	You are dreaming if you think you have nothing to lose. You can lose the original stake you put into the business if it is unsuccessful. You can lose the confidence of your backers and you can lose confidence in yourself.   



	•	You are dreaming if you think you can start up without capital. While it may not be necessary to have all the purchase price of the property, there is a minimal amount, which is required to make the business viable. Most small business failure comes from lack of adequate starting capital. This is discussed later in this chapter in the bank manager section.   







Do you really want to do this? 





At this stage, it is wise to begin to explore whether this is a pipedream or something you 
really want to do. How good or bad is your present situation? How good might this alternative really be? Will it truly fulfil you, or will you be back where you started in a couple of years? 



It is best to approach this question in an analytical way. To begin the exercise, consider the positives and negatives of your present situation. Following that, try to visualise realistically the positives and negatives of the future situation and then draw some conclusions. 



I have started the exercise below by putting in some possible entries. 






Positive and negative aspects of your present position 




	Positive
	Negative 




	Regular income
	Perhaps repetitive boredom 




	Relatively fixed hours
	Maybe long hours 




	Weekend breaks
	Need to work unpaid at weekends 




	Pension scheme (employer contributes)
	Managerial stress 




	Camaraderie of colleagues
	Company ‘politics’ 




	Perks (possibly company car etc.)
	Lack of appreciation 




	Paid holidays
	Lack of ability to make significant change Commuting to work 







Positive and negative aspects of taking a guesthouse/small hotel 




	Positive 
	Negative 




	No company politics 
	Long working hours (assumes no staff) 




	No ‘big company’ stress 
	No days off (during season if seasonal) 




	Giving service and making people happy 
	Holidays in winter season 




	Being appreciated for doing a good job 
	Holidays without income 




	Making a good living 
	No income when closed 




	Long, well-earned holidays! (seasonal) 
	Lack of privacy 




	Control and ability to make improvement 
	Lack of social life 




	No commuting to work 
	Always on call 







Figure 1.1. Looking at the positives and negatives. 


Develop and personalise this chart to obtain a realistic view of where you stand in relation to what you have now and what the future might hold for you. 



Having gone through the exercise with your spouse/partner, consider your conclusions. Hopefully, you are now convinced that you are on the right road, so let us consider some other issues. 




Common reasons for business failures 





The following are some of the reasons why businesses fail: 



	•	Inadequate finance. Many businesses start with inadequate finance and the consequential pressure on the owners detracts from their enjoyment of running the business, and can be frustrating and depressing. You need to avoid this problem or the dream might die at an early stage.   



	•	Borrowing too much. If you borrow too much, you are simply working for the lender. Borrowing is likely to be at a rate of around two per cent above base rate, so you can calculate your monthly interest payments and check if the business can pay this amount and more, in order to make capital repayments. Many people fail because their interest and capital repayments simply cannot be met. Consider also the frustration of working long and hard, yet having no money left because of the cost of borrowing.   



	•	Faulty pricing. Some operators make the mistake of trying to beat the competition by undercutting them and hoping for the best. Their expenses are likely to be similar to yours and if they need that level of income, it is likely that you will also. I will give some guidance on setting prices in Chapter 8.   



	•	Partnership problems. These can occur for a number of reasons. One partner may simply not enjoy the life and want to get out. If this is a spouse or partner, then some serious decisions have to be made. If this is a ‘sleeping’ partner who has helped with the finance, but has no active role in the business, this may result in you trying to buy that person out, leaving you with the ‘borrowing too much’ problem.   



	•	Poor control. This will be addressed in subsequent chapters. However, in simple terms, it is important to be aware of purchase prices for foodstuffs, cleaning materials, equipment and repairs and maintenance. Obtaining quotes for major projects will show hugely varying prices, proving the worth of using this technique. Control of utilities must be addressed, and energy-saving tips will be given in Chapter 10. Maintaining records is important and, depending on the level of business, calculating food and liquor cost percentages on a periodic basis will identify profitability and potential problem areas. More on this topic in Chapter 6.   



	•	Excessive overheads. It is important to control overhead costs and particularly, the expensive ones. Staffing can be one of the most expensive overheads. Think long and hard before making the decision to hire staff and if you do, you must be careful to have them only when the level of business justifies it. Small business operators sometimes keep staff on board when they are not necessary. They may do so just for company or because they are embarrassed to ask them not to come in. On hiring, explain the process to the employees and only have them at work when their presence is justified by the level of business.   



	•	Poor trading levels. Before making the purchase, it is necessary to analyse the sales trend and also the potential for increasing the business. The SWOT analysis and the preparation of the business plan which follows will describe this in more detail. If you do not achieve enough business to cover your fixed costs, then the business is not financially viable.   



	•	Drawing cash excessively. This is a practice sometimes carried out by inexperienced operators who see cash coming in and feel that it belongs to them and is there for their use. The cash that is coming in has to be used to pay the bills, and only the remaining cash after all bills, including tax, is paid, is available to the owners. In this respect, try to look at the business as though it belongs to someone else and you are a paid employee.   







Minimising new business risks 





To minimise the risk involved in starting a new business, you should: 



	•	Gain relevant experience. As described in the preface, it makes very good sense to gain some experience of the hospitality industry by working for someone else. If you already have experience, then gain some experience in the areas with which you are not familiar. For example, if you are already a chef, gain experience in housekeeping and in bookkeeping or, at least, take a course.   



	•	Gain immediate family support. Be sure your spouse/partner is as committed as you are and if you have children, identify their contribution and how they will cope when you are busy for many hours of the day. This is particularly important if you have teenagers since they may well be able to make a realistic contribution to the operation of the business. It may be a good life skill for them to be given specific responsibilities on which you can assess them and hopefully, praise and reward them for a job well done.   



	•	Recognise and be prepared to accept the downsides. Look again at the box in this chapter which you developed, to identify the negative aspects of taking on this business. Accept that they exist and, with your partner, discuss how you will cope with these aspects of the business. Recognise that this life will mean physically hard work, which of course, will be tempered with the enjoyable association you have with your guests and the constant positive feedback you have from them when you are doing a good job.   



	•	Prepare a business plan. Even if you do not need to borrow money for the purchase, go through the mental exercise of preparing a business plan so that you become intimately familiar with your business. As you will see from the following sections, the business plan is an important tool for you and for potential lenders.   







Finding the cash 





Many small business operators start their business with limited capital and sadly, such businesses frequently fail because of this. Even if they just manage to keep their heads above water, they become disillusioned when all the fruits of their labour seem to go to the lender. 



The successful operator will have a considerable financial stake in the business and will try to limit borrowing as much as possible. There are a number of possibilities for borrowing money in order to finance the business: 



	•	Borrowing from friends or family. While this might seem like a good idea and certainly might help you to make the step, it is not without its problems. Sometimes the family member who theoretically, should be the ‘sleeping partner’ does not take the sleeping role. This person feels that the business is theirs and treats it as such, possibly making use of rooms that could be sold, expecting meals and drinks without payment, etc. If this route to financing is used, strict ‘rules’ should be agreed at an early stage. In addition, agree that the operator has first choice of alternatively financing the loan if the ‘sleeping partner’ wants out of the business.   



	•	The bank. I obtained the following information from my own bank and it is reasonable to assume that all of the major banks lend using similar procedures. My experience is that banks want to see a considerable financial commitment from the operator, however generally they will lend 50 per cent and in some cases, will stretch their involvement to 70 per cent. A variety of products can be made available by a bank and these include such things as: 
 – Term loan. This may be medium or long-term finance to get the business going or to develop it. Interest rates can generally be negotiated and can be variable or fixed. 
 – Overdraft. The effect of this is to provide working capital. This is normally for a fixed period, which may be extended. There is usually a setting up fee and the interest rate is usually negotiable. 
 – Business commercial mortgage. This is a typical mortgage on property and/or land, and the bank would have first charge on the property in case of default. The interest rate is usually negotiable. 
 – Asset finance. This usually relates to funding equipment and vehicles, and options include contract hire, hire purchase and leasing. 
 – Small firms loan guarantee scheme. This type of loan can provide for your working capital or capital expenditure requirement. Such a loan can be made when ordinary bank funding may not be available due to lack of security. Loans may be up to £250,000 with up to ten years to pay. This is a government scheme and usually security is not required. There is a guarantee of part payment in the event of your default.   







The business plan





It may be that you have no need to borrow money for your purchase or perhaps you only need a small loan, so it is possible you do not feel the need to prepare a business plan. I strongly recommend, however, that you go through the process, for a number of reasons. 



Firstly, it causes you to write down your ideas for the business and enables you to make mistakes only on paper. You also have a record of what you are thinking about. As the plan develops and you go through the various steps, aspects of your previously internalised plan may then seem less than viable as you develop the detail on paper. Perhaps as you investigate further, you may realise that local competition that you thought was unimportant, may well be very strong competition for you. You may also see that the prices you envisaged charging may not provide a profit or be sufficient to repay the interest and capital repayments. 



Secondly, as you prepare the plan, you become intimately involved with vital aspects of the business and your confidence builds as you get to know it well. This intimate knowledge of the business may well compensate for some lack of experience since your objectives and expectations become very clear to you. At some point, you may have to make an oral presentation to the potential lender. Your creation of the plan gives you a thorough knowledge of all aspects of the business and you are more likely to be able to stand up and sell it. 



In addition, the plan will tell you how much money is needed, when and for how long so that when you visit lenders, you are clear in your mind what your needs are. 




A well-prepared business plan will stand you in good stead when making an application for a loan from a bank or other lending institution. 





It is possible to buy computer software, which takes you through some of the basic steps of setting up a business plan and you may wish to take this route. Some of the banks provide such software in the form of a CD to help you prepare the plan. If a presentation to a lender is required, this prepared plan helps give a very professional presentation.  


The following gives a fairly comprehensive insight into the preparation of a business plan. However you should be aware that there are some key issues that lenders will focus on when they read your plan: 



	•	Security of the asset. They will want to know that you have a sizeable financial stake in your business and that they have an almost certain chance of getting their money back.   



	•	Customer needs. They will want to know that you are not simply excited about your idea, but that you have truly recognised your customers’ needs, wants and expectations and that your plan shows how they will be met.   



	•	Existence of a market. They will want to know that there is a good reason why people will stay with you and they will want to know how you will reach this target market.   







Executive summary 



The presentation of the business plan therefore is important and there are some issues that the lender is most interested in. Every business plan should have an executive summary, which essentially presents, on one page, the gist of the business plan. Busy people may or may not want to read your fine detail, so the executive summary gives them a synopsis, which might offer enough for them to make a decision. This is generally the inside front page of the plan. 




Key elements of the business plan 




History of the business 



In this section of the plan, you will be informing the reader of what went on in the past and you should give a factual description based on what you know of the business as well as details regarding accounts and actual profitability. You should identify positive and negative aspects so that later you can show how you plan to build on the positive and eliminate or change the negative. Brochures and any collateral materials relating to the business will be useful items to present to enhance this section. Consider that you are selling the business as you would to a potential guest. 




Shareholders and operators 



The lender will be interested to know what the operators bring to the business and their relevant experience. If there are other ‘shareholders’ or ‘sleeping partners’ they will want to know what involvement they might have and also whether they are able to pull their investment out of the business easily, causing a problem for the operator. This section can be enhanced by the attachment of a curriculum vitae, provided it is relevant to the operation of a guest house/small hotel. In this section, you are selling to the lender the fact that you are capable of operating and developing the business and being successful. 




The business product and/or service 



It is important in this section to describe your idea of what the business is offering the guests, with a reasoned explanation of why they will choose this business rather than another one. Some detail relating to the rooms, food available, wine list and other products or services you plan to offer should be included in this section. Any plans for future development can be outlined here. The lender will be interested to see that your business idea is relevant to the needs of the potential customers. 




I have seen many businesses go to the wall very quickly because the operator tried to force a product on guests who simply did not want it and who did not return. Example: Trying to force a gourmet, a' la carte restaurant on guests who want ‘cheap and cheerful’. 






The local market and competition 



This would include a description of the local area including some information you have gained from researching businesses similar to yours in the locality. This research is useful and I recommend you visit the competition and ask for a brochure and possibly ask to see a room. This gives you an idea of what the competition is offering as well as a feel for the ambience and hospitality in rival establishments. In addition, visit the local tourist office and obtain a copy of a brochure on what the local area has to offer. Visit any of the main stationers and buy local guesthouse/B&B/small hotel guides. If you wish to go into detail, create a grid (see Figure 1.2) with the establishments to the top and key information down the side and add the attributes each establishment has, to see which might be similar to what you offer and therefore might be your main competition. Put your establishment in as one of the columns and honestly, begin the comparative process. 



This then is a sample and you can develop it much further, taking into account some aesthetic issues you observed or felt during your visit, such as hospitality, ambiance, comfort and interest. This information will lead you logically to the next section which introduces the SWOT analysis which will assist you in establishing objectives for your business. 






	
	Royal Hotel 
	Argyll House 
	Beach House 
	Westover 




	Rooms 
	6 
	8 
	4 
	6 




	En-suites 
	4 
	8 
	2 
	6 




	Lounge 
	Yes 
	Yes 
	No 
	Yes 




	Full breakfast 
	Yes 
	Yes 
	Yes 
	Yes 




	Dinner 
	No 
	Yes 
	No 
	Yes 




	Licence 
	No 
	Yes 
	No 
	Yes 




	Wine list 
	No 
	Minimal 
	No 
	Extensive 




	Stairs to room 
	Yes 
	Yes 
	No 
	No 




	Parking 
	4 cars 
	6 cars 
	4 cars 
	6 cars 




	Gardens 
	Small 
	Nice 
	Pretty 
	Extensive 




	Pets 
	Yes 
	Yes 
	Yes 
	No 




	Children 
	No 
	Yes 
	Yes 
	Over 10 




	Credit cards 
	Yes 
	Yes 
	No 
	No 




	Cleanliness 
	Poor 
	Fair 
	Good 
	Very Good 







Figure 1.2. Researching the competition. 



Establish short term objectives using a SWOTanalysis 



The SWOT analysis simply means that you consider what are the opportunities open to your business, what are the strengths, what are the weaknesses and what threatens your business. 



Take a sheet of paper and draw lines to create the sections. Write Strengths, Weaknesses, Opportunities and Threats in each corner and write under each heading what you believe should go there, e.g. under ‘strengths’, you might list ‘large en-suite bedrooms’. Under ‘weaknesses’, you might write ‘parking for only three cars’. Under ‘opportunities’, you might write, ‘walking tours’ (linked with local tour guide). Under ‘threats’, you might write ‘low-cost 80 bedroom hotel proposed for the town three miles away’. 




	Strengths
	 Weaknesses




	Opportunities
	 Threats






As these lists are developed, you are digging deep and beginning to identify the positive areas, which you can build on, and the negative issues, which you must plan to resolve in the short term. Some threats, e.g. the new hotel, cannot be changed. However, you can begin to differentiate your property by stressing how big the bedrooms are, and how their décor is homely and consistent with the local area, unlike a standardised large hotel. In discussing the opportunities available, you are showing potential lenders that you have realistic plans to make the venture a success. 



The information derived from this exercise becomes the basis of a short-term strategy for the operation and development of the business. If necessary a five-year plan may be developed if it is foreseen that further borrowing may be required as the business develops and possibly expands. 




Financial information 



It is wise to present previous owners’ audited accounts for the past five years if possible and do so year by year on a spreadsheet, so that simple comparisons can be made and trends identified. In Chapter 9, I will suggest a simple profit and loss account format, which can be used for such a presentation. It is important for you to emphasise the trends and show how the business will develop under your management focussing on how you will ideally increase revenues and decrease costs, resulting in acceptable profitability. It is wise to extrapolate at least two years of your profit and loss accounts to show how you expect the business to develop under your management. Lenders will be interested to see that the profitability you predict, takes into consideration any interest charges they might make and a reasonable living for you, the operator. 



When preparing budgetary figures, think conservatively rather than excessively optimistically. Do not think ‘worst case scenario’ but try to be honest and realistic. 



Within this section, it will be of interest to include cost control, purchase control and inventory control procedures, as well as cash flow statements and revenue control procedures. Revenue and expense recording systems will be dealt with in Chapter 9, and controls within the food and beverage area will be covered in Chapter 6. 




Cash flow analysis 



A simple definition of cash flow is ‘the movement of cash in and out of the business through the receipt of revenue from guests and the payment for legitimate expenses of the business’. 



At the takeover of a business, there are likely to be a number of outgoings, perhaps to pay for stock purchased from the previous owner as well as to pay for advertising charges relating to the future. If the takeover is at a downtime or off-season period, there is likely to be limited revenue or even none at all, and in that case, it is necessary for the new owner to introduce some cash so that cash flow is at least at a balance. 



If this is not possible, then an arrangement should be made with the bank, either for a loan or an overdraft facility. For information, there will usually be an arrangement fee for an overdraft, which is around 0.75 per cent of the amount of overdraft facility. In addition, the bank interest on an overdraft is likely to be around two per cent above base rate. For a new business and new account, the bank may offer a small overdraft facility for no set-up fee. 



As with the preparation of budgets, I recommend conservatism and realism when preparing the cash flow statement. When preparing the budget, you estimated on a day-byday, week-by-week basis, what you thought your revenues would be. Revenues in the cash flow statement may be somewhat different if the business is not a ‘cash’ business. 



If your hotel or guesthouse is in a city centre one and deals with accommodation for company representatives, they may well ask to have an account with you, which they will pay on a monthly or longer basis. In other words, although you have put up the guest for three days at the beginning of May, cash may not flow into your bank until the end of June or perhaps later. In some cases, it may never flow in and, if a large proportion of your business is this type of business, then your accountant may suggest you build







	
	March 
	April 
	May 




	Receipts 
	
	
	




	Capital introduced 
	1,000 
	
	




	Cash received 
	2,100 
	3,200 
	4,800 




	Accounts received 
	150 
	100 
	220 




	Total receipts 
	3,250 
	3,300 
	5,020 




	Paid out 
	
	
	




	Food 
	320 
	420 
	520 




	Beverages 
	180 
	310 
	340 




	Insurance 
	90 
	90 
	90 




	Rates 
	95 
	95 
	95 




	Heat and light 
	/0 
	/0 
	140 




	Wages 
	0 
	180 
	240 




	Motor expenses 
	50 
	60 
	70 




	Advertising 
	120 
	0 
	1,740 




	Miscellaneous 
	20 
	50 
	85 




	Total paid out 
	985 
	1,315 
	3,320 




	Net cash flow 
	2,265 
	1,985 
	1,700 




	Opening balance 
	0 
	2,265 
	4,250 




	Closing balance 
	2265 
	4,250 
	5,950 
















	•	estate agents   



	•	lawyers   



	•	surveyors.   







	•	lawyers   



	•	insurance suppliers   



	•	bank managers   



	•	accountants.   







	•	accountants   



	•	environmental health officers (health inspectors)   



	•	health and safety officers   



	•	licensing authority officers   



	•	the Inland Revenue   



	•	fire safety officers   



	•	tourist authority and other quality advisors.   














Flexible since no property will exactly meet your criteria, and be careful not to fall in love with one aspect of a property to the extent that you ignore other potential problems. 

















	The Property 
	The Business 




	description 
	nature of the operation 




	accommodation 
	competition 




	services 
	existing business 




	tenure 
	trade inventory 




	state of repair 
	trading records 




	rating assessment 
	













	•	Why do you want to go into business?   



	•	What business are you considering?   



	•	Do you have experience in this business?   



	•	Have you identified the property you want?   



	•	Has it been surveyed?   



	•	Who will be the owners?   



	•	What makes you think that customers will use your property rather than others?   



	•	Have you analysed the competition?   



	•	How will you make contact with potential customers?   



	•	Have you prepared anticipated accounts for the first two or three years?   



	•	What percentage of the purchase price do you have available and unencumbered?   



	•	How much do you wish to borrow?   



	•	Do you have any additional security on which to base a loan?   



	•	What do you anticipate the payback period will be?   

















	•	property damage, including contents such as stock, personal contents, guest contents   



	•	loss of revenue   



	•	money (cash in house and in transit)   



	•	employer’s liability (essential if you have employees)   



	•	public and products liability   



	•	frozen foods   



	•	loss of licence   



	•	personal accident   



	•	utilities failure.   














Environmental Health Officers are part of your support teamand should not be considered as the enemy but should be used to help you make your property safe.Health and Safety Officers 













	•	starting your business   



	•	launching yourself into business   



	•	growing your business   



	•	maintaining your business.   


























	•	Analyse your present circumstances.   



	•	Analyse the advantages and disadvantages of having your own business.   



	•	If necessary, gain relevant experience.   



	•	Calculate how much unencumbered cash you have.   



	•	Prepare a business plan.   



	•	Investigate local competition.   



	•	Prepare a short-term strategic plan from a SWOT analysis.   



	•	Make your own description of what you want in the ideal hotel/guesthouse.   



	•	Begin to select your support team.   
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