HOW TO FIGURE A HOTEL MARKETING BUDGET

By Jeff Coy

· How much should you spend on marketing and sales?

· Spending or investing your marketing dollars?

· Justifying higher/lower marketing expenditures

· Four budget methods to compare

· Uniform system of accounts for marketing

· Estimating people, programs and communication costs

· Spreading a twelve month line item budget

Preparing a Marketing Budget

When a course of action is set, resources must be applied to reach the objectives.  This means budgeting.  All the people and the programs, everything that moves, have a price tag on it.  These are the marketing expenses, and they make it possible to implement the plan.  Without adequate funding, your marketing plan is just an empty exercise.

So How Much Should You Spend on Marketing?

A hotel industry accounting firm, reported in a recent US Lodging Industry report that the average hotel spends 5.7% of its total revenues, or $1195 per available room, on marketing.  Chain franchised hotels spend 6.5% while independent hotels spend 4.9%.  Resorts spend 6% while suburban hotels spend 5.5% on marketing.  Hotels with occupancy in the 50s spend 6%, and hotels with occupancy in the 70s spend 5%. 

Another industry accounting firm, surveyed 1000 hotels and motels to find that the average property spends 6.3% of its total revenue on marketing.  In the South Atlantic region, a transient hotel spends 7.1% while a resort spends 6.6% on marketing.

Spending vs Investing Your Marketing Dollars

Spending implies an expense or a cost of doing business, a necessary evil.  Investing implies a return, a return on investment.  While operating expenses may be thought of as a cost without return, marketing expenses are different.  Marketing expenditures, when wisely applied, generate current and future revenues, a return on investment.

There is a direct relationship between the marketing dollars invested (seeds) and the total revenues generated (harvest).  But you have to consider the time lag between planting and harvest --- the length of the growing season.  The test of an effective marketing plan and budget is its ability to produce revenue dollars.

Factors Justifying Higher Marketing Expenditures

· Low customer awareness of hotel

· Low first time trial of hotel by customers

· Opening a new hotel

· Introducing a new product or program

· Competitor hotels are battling for market share

· Revenues are lower than expected

· Low repeat purchase

· Location is difficult to find

· Poor access and visibility

· Marketing dollars spread over too many customer segments

· Marketing dollars spread over too much geography

Factors Justifying Lower Marketing Expenditures

· High customer awareness of hotel

· High repeat purchase

· Hotel is well-established

· Hotel is in growth or mature phase of product cycle

· Competition is focused on other customer segments

· Revenue exceeds goals

· Location is easy to find

· Access and visibility are excellent

· Marketing dollars are precisely targeted on right customer in the right feeder markets.

Here are four different ways to determine how much you should invest in marketing your hotel:

· Historical growth -- increase by percent year over year.

· Competitive pressure -- match what your competitor spends.

· Opportunistic -- invest what it takes to reach goal.

· Industry comparison -- apply ratios of similar hotels.

Advantages and Disadvantages

Historical Growth Method:  Works in a stable no-growth economy, but it is not the best method in a changing market.  While it considers inflation, it ignores changing market conditions, supply and demand trends, competition, market potential, threats and opportunities.  Use this method, but don't rely solely on it.

Competitive Pressure Method:  A good comparison to see if you’re in the same ballpark.  Be aware!  Your competitor may have different objectives, which will make his marketing expenses higher or lower than yours needs to be.  However, if your hotel is struggling for its fair share of the same market, you may want to invest more than your competitor to attract customers.  If your hotel is new, hard to find, renamed, suffering from a previous reputation or needing a new image, you may want to invest more than you expected, compared to the competition.  

Opportunistic Method:  When you want to penetrate deep into the market, spend what it costs to reach your objective.  This method can be expensive, but if the objective is worth reaching, then the higher than normal investment may pay big dividends later on.  A good way to start!  You can always adjust it later.

Industry Comparison Method:  When you want to know if your marketing expenses are within an acceptable range compared to similar hotels, use industry expense ratios.  Dollar amounts per room and expenses compared to total revenues are useful in forecasting a marketing budget.  Data is available for hotels of similar type, size, location, occupancy, rate, franchise, ownership, management and geographic region.  Just remember, you're comparing your hotel to averages, and you need to take into consideration your special situation.

Make a worksheet.  Consider a combination of methods to arrive at the right amount for your hotel to invest in marketing and sales.

Where the Money Goes

The HSMAI Foundation published a guide, "Where The Money Goes: Expense Allocations in the Hotel Sales Office, to help you figure your hotel marketing budget.

The guide focuses entirely on how much hotel sales departments actually spend to attract business.  It shows how hotels of various sizes, in different locations and geographic regions, spend marketing dollars.  It shows how hotels that operate under different ownership and management structures spending marketing dollars.

"Where The Money Goes" provides you with the dollar amounts and percentages for marketing expenses of similar hotels in your region.  Worksheets allow you to apply this data to your own situation.  All you need is a year-end P&L statement for your marketing/sales department to analyze last year's marketing expenses and forecast next year's marketing budget.  Future comparisons can be made easily because expense ratios are quite consistent from year to year and dollar amounts can be inflated to current value dollars.  Since this study is the first of its kind, it is most likely the best source for comparing your hotel marketing expenses with other hotels in the industry.

Uniform System of Accounts for Hotel Marketing

Get the American Hotel Motel Association’s 8th Revised Edition of the "Uniform System of Accounts for Hotels."  Previously, travel agency and tour wholesale commissions and reservation expenses were charged to the rooms department, but now they are charged to the marketing department.

Check with your controller to see what chart of accounts your hotel uses.

"Where The Money Goes" uses the revised chart of accounts.  It is important for you to know what’s included when comparing industry ratios to your hotel's marketing budget.

Here's the revised chart of accounts for hotel sales offices:

Salaries and wages

Employee benefits



Total payroll and related

Complimentary guests

Dues and subscriptions

Operating supplies

Postage and telegrams

Telephone

Trade shows

Travel and entertainment



Total sales expense

Reservations supplies

Postage and telegrams

Reservation fees

Telephone

Training

Travel agency commissions

Other



Total reservations expense

Direct mail

Fees for advertising/pr agencies

In-house graphics

Outdoor

Point of sale material

Print advertising

Radio and television advertising

Production

Other



Total advertising/public relations/merchandising expense

Civic and community projects

Guest history analysis

Outside research and analysis

Photography

Other



Total other marketing

Franchise fees

Marketing fees

Other



Total fees and commissions

TOTAL HOTEL MARKETING

Best Approach to Figuring Budget

The approach to figuring a marketing budget in this marketing plan workbook begins with the opportunistic approach --- "How much money will it take to reach the objectives you have set?"  Continue to build your marketing budget item by item until you have a total.  Then compare your marketing budget with the industry ratios published in "Where The Money Goes."   Compare several approaches until you become committed to the approach that suits you best.  Later, you will be asked to present your marketing plan and budget for approval and funding.  You may get all that you ask for, perhaps less, maybe more!  Until then, let's move ahead!

Estimating People, Programs and Communication costs

Refer back to your "quarterly action calendars" where you jotted down a cost estimate for every action/task or project scheduled for completion.

List the expense categories or chart of accounts your hotel will use for marketing expenses next year.  Enter the names of these expense categories in the column labeled "budget line item."  Consolidate your cost estimates into the proper expense categories and record the amounts in the three monthly columns for the quarter.  When you have completed all four quarterly action calendars, you are ready to spread a twelve-month itemized marketing budget on a single spreadsheet. 

Make budget worksheets for each customer segment and revenue center.  

	
	
	
	ETC

	
	
	SAMPLE WORKSHEET INDIVIDUAL BUSINESS

	
	SAMPLE WORKSHEET GROUP LEISURE

	SAMPLE WORKSHEET GROUP BUSINESS

Estimate costs for people, programs and communications on each Quarterly Action Calendar.



	Action Prompts
	January
	February
	March
	Budget

Line Items
	Jan
	Feb
	Mar
	

	PROGRAM DEVELOPMENT
	
	
	
	
	
	
	
	

	PHOTOGRAPHY
	
	
	
	
	
	
	
	

	PROMOTIONS
	
	
	
	
	
	
	
	

	ADVERTISING
	
	
	
	
	
	
	
	

	  Production
	
	
	
	
	
	
	
	

	  Outdoor
	
	
	
	
	
	
	
	

	  Media TV
	
	
	
	
	
	
	
	

	  Media Radio
	
	
	
	
	
	
	
	

	  Media Newspaper
	
	
	
	
	
	
	
	

	Media Magazine
	
	
	
	
	
	
	
	

	  Media Internet
	
	
	
	
	
	
	
	

	  Due bills
	
	
	
	
	
	
	
	

	  Agency fees
	
	
	
	
	
	
	
	

	DIRECT MAIL
	
	
	
	
	
	
	
	

	  Production
	
	
	
	
	
	
	
	

	  Printing
	
	
	
	
	
	
	
	

	  Mail Services
	
	
	
	
	
	
	
	

	PUBLIC RELATIONS
	
	
	
	
	
	
	
	

	  Special Events
	
	
	
	
	
	
	
	

	  News Releases
	
	
	
	
	
	
	
	

	  Feature Articles
	
	
	
	
	
	
	
	

	DIRECT SALES
	
	
	
	
	
	
	
	

	  Telemarketing
	
	
	
	
	
	
	
	

	  Lead Generation
	
	
	
	
	
	
	
	

	  Lead Qualification
	
	
	
	
	
	
	
	

	  Sales Presentations
	
	
	
	
	
	
	
	

	  Sales Trips/Travel
	
	
	
	
	
	
	
	

	  Sales Blitzes
	
	
	
	
	
	
	
	

	  Trade Shows
	
	
	
	
	
	
	
	

	  Business Meals
	
	
	
	
	
	
	
	

	  Outside Representation
	
	
	
	
	
	
	
	

	SALES MATERIALS
	
	
	
	
	
	
	
	

	Brochures
	
	
	
	
	
	
	
	

	  Sales Kit
	
	
	
	
	
	
	
	

	  Business Gifts
	
	
	
	
	
	
	
	

	  Displays/Exhibits
	
	
	
	
	
	
	
	

	SALES ADMINISTRATION
	
	
	
	
	
	
	
	

	  Salaries
	
	
	
	
	
	
	
	

	  Incentives
	
	
	
	
	
	
	
	

	  Benefits
	
	
	
	
	
	
	
	

	  Supplies/Printing
	
	
	
	
	
	
	
	

	  Telephone
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Spreading a Line Item Budget

Enter the amount you intend to spend for each line item in the month you expect to incur the expense.  If you have done your action calendars in detail, you will simply bring your figures to a single spreadsheet.  Devise your own spreadsheet manually or by using a personal computer.  Using a computer makes it much easier to make changes and recalculate totals.  Make a worksheet.

	SAMPLE WORKSHEET MARKETING BUDGET

Spread your budgeted marketing expenses over 12 months line by line.



	
	J
	F
	M
	A
	M
	J
	J
	A
	S
	O
	N
	D
	Year
	

	Salaries & wages
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Benefits
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Total payroll & related
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Complimentary guests
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Dues & subscriptions
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Operating supplies
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Postage & telegrams
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Telephone
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Trade shows
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Travel & entertainment
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Total sales expense
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Reservations supplies
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Postage & telegrams
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Reservations fees
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Telephone
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Training
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Travel agency commissions
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Total reservations expense
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Direct mail
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Fees for adv/PR agencies
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	In-house graphics
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Outdoor advertising
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Point of sale material
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Print advertising
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Radio & TV advertising
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Internet
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Production
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Total adv/PR/promo expense
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Civic & community projects
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Guest history database
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Outside research & analysis
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Photography
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Total other marketing
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Franchise fees
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Marketing fees
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	  Total fees & commission
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total Hotel Marketing Expense
	
	
	
	
	
	
	
	
	
	
	
	
	
	


This article is an excerpt from the industry best-seller, How to Produce & Implement a Hotel Marketing Plan, an 88-page leader guide and 170-page workbook, which guides hotel management teams through the 12 steps of putting a marketing plan into action.

1. Get ready

2. Look at the trends

3. Analyze your customers

4. Know your competitors

5. Analyze your product

6. Forecast market conditions

7. Set objectives and goals

8. Set marketing strategies

9. Develop action programs and communications

10. Do a marketing budget

11. Determine measurements and evaluations

12. Present your plan for approval, funding and commitment

Jeff Coy is president of JLC Marketing Associates, a hospitality research & consulting firm with offices in Rochester MN and Phoenix AZ.  Contact him at 507-289-7404 or go to www.jeffcoy.com.  Email jeffcoy@aol.com.  

