‘The Dorchester Hotels in Control’

Introduction

The Dorchester Hotels has become the definition of sumptuous and supremely comfortable elegance. This landmark hotel with its imposing art deco exterior has always embodied the highest of traditional values, with spacious rooms and suites of great charm glorious dining and entertaining, and a spa of exquisite indulgence. 
The courteous knowledgeable and above all friendly service is unfaltering. The great style is in the depth of every detail. Contemporary elements such as the flower displays, the most up-to-date technology in all rooms and the team of e-butlers is attracting a younger crowd. Looking across the soft green swathes of London’s glorious Hyde Park - the hotel remains one of the world's most desirable places to stay, as many of the world's heads of state, entertainment celebrities and leaders of industry will attest.
(A)  An analysis of Stock Management
Has yesterday been a good day?

The management of The Dorchester Hotels receives a 'daily operations report' every morning. Normally, almost the entire report is produced by the computer, which is linked to the cash register. 
However, when the computer was supplying and analyzing the data for the report of the 31.12.2005 the computer crashed the night auditor succeeded in retrieving some data. It is up to you to derive useful information from this data.

(1)
The totals of revenues and Gross revenue of 31.12.2005 - Month to date Actual, Budget and Last year.

(2)
The difference in $ and % between the budgeted and the actual month to date revenues.
(3)
Two pie-charts showing the division of the Gross revenue over: Total Rooms, Total Food, Total Beverage, Total other income F&B and Other Income for 31.12.2005 and Month to Date Actual.

(4)
Month to Date Actual, Budget and Last year occupancy, double occupancy, average rate per room, and average rate per guest.

(5)
A 'bar chart', comparing the average rate and a 'bar chart' comparing the Actual Month to date occupancy of The Dorchester Hotels, Grand Hotel Stockholm, The Barclay, Clarion Hotel, Crystal Plaza Hotel and Diplomat Hotel.
(6) 
Vision on how the companies new yield management program is working.

Table - 1

	Revenue
	Month to Date
	Difference 
(Actual - Budget)

	
	Actual
	*Budget
	Last Year
	$
	%

	Rooms
	 
	 
	 
	 
	 

	Guest Rooms
	          842,300.00 
	         835,657.36 
	788,356.00
	           6,642.64 
	0.79%

	Total Rooms
	       842,300.00 
	     835,657.36 
	      788,356.00 
	         6,642.64 
	0.79%

	Food
	 
	 
	 
	 
	 

	Restaurant 'Cantonese’
	4,352.84
	             4,498.56 
	4,243.92
	-            145.72 
	-3.24%

	Room Service
	2,345.33
	             2,806.88 
	2,648.00
	-
       461.55 
	-16.44%

	The "Heidi" Bar
	132,948.21
	         142,146.00 
	134,100.00
	-         9,197.79 
	-6.47%

	Bowling Bar
	3,957.73
	             4,012.38 
	3,785.26
	-              54.65 
	-1.36%

	Banqueting
	67,954.38
	           59,189.28 
	55,838.94
	           8,765.10 
	14.81%

	Lobby
	5,586.50
	             5,866.65 
	5,534.58
	-            280.15 
	-4.78%

	Total Food
	       217,144.99 
	     218,519.74 
	      206,150.70 
	-       1,374.75 
	-0.63%

	Beverage
	 
	 
	 
	 
	 

	Bowling Bar
	3,079.60
	             3,180.40 
	3,000.38
	-            100.80 
	-3.17%

	The "Hyde Park”
	2,941.00
	             3,364.38 
	3,173.94
	-            423.38 
	-12.58%

	Lobby
	21,485.45
	           19,398.00 
	18,300.00
	           2,087.45 
	10.76%

	Banqueting
	16,873.98
	           15,739.94 
	14,849.00
	           1,134.04 
	7.20%

	Restaurant 'Cantonese’
	6,600.24
	             7,270.77 
	6,859.22
	-            670.53 
	-9.22%

	Room Service
	5,876.63
	             5,791.67 
	5,463.84
	                84.96 
	1.47%

	Total Beverage
	         56,856.90 
	        54,745.16 
	         51,646.38 
	        2,111.74 
	3.86%

	Other Income F&B
	 
	 
	 
	 
	 

	Other income F&B
	14,400.00
	           11,668.48 
	11,008.00
	           2,731.52 
	23.41%

	Meeting Room Rentals
	46
	                493.82 
	465.87
	-            447.82 
	-90.68%

	Total O/I F&B
	         14,446.00 
	        12,162.30 
	         11,473.87 
	        2,283.70 
	18.78%

	Other Income
	 
	 
	 
	 
	 

	Pay TV
	11,200.00
	           12,255.31 
	11,561.61
	-         1,055.31 
	-8.61%

	Health Club
	2,219.00
	             2,229.98 
	2,103.75
	-              10.97 
	-0.49%

	Rentals and O/I
	13,385.00
	           12,190.00 
	11,500.00
	           1,195.00 
	9.80%

	Laundry
	16,002.38
	           13,149.30 
	12,405.00
	           2,853.08 
	21.70%

	Telephone
	245
	                275.60 
	260
	-              30.60 
	-11.10%

	Total Other Income
	         43,051.38 
	        40,100.18 
	         37,830.36 
	        2,951.20 
	7.36%

	Gross Revenue
	   1,173,799.27 
	  1,161,184.75 
	   1,095,457.31 
	      12,614.52 
	1.09%


Table - 2
	 
	Today Netto
	Actual to Date
	Today Netto
	Actual to Date

	Total Rooms
	        48,400.00 
	          842,300.00 
	70%
	72%

	Total Food
	        11,939.23 
	          217,144.99 
	17%
	18%

	Total Beverage
	          6,090.44 
	            56,856.90 
	9%
	5%

	Total O/I F&B
	             745.00 
	            14,446.00 
	1%
	1%

	Total Other Income
	          1,867.90 
	            43,051.38 
	3%
	4%

	Gross Revenue
	     69,042.57 
	   1,173,799.27 
	100%
	100%
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Table - 3
	 
	Today
	Actual Month to date
	Budget Month to date
	Last year month to date

	Businessmix
	Nr. rooms
	Av. Rate
	Nr. rooms
	Av. Rate
	Nr. rooms
	Av. Rate
	Nr. rooms
	Av. Rate

	Rack rate
	 
	 
	124
	199.09
	189
	201.89
	180
	199.89

	Local comp.rate
	20
	175
	876
	178.91
	275
	186.85
	245
	185

	Corporate rate
	35
	248.6
	8165
	199.84
	7453
	172.15
	7098
	175

	Conference rate
	20
	250
	4950
	179.89
	3156
	181.47
	3006
	182.14

	Sport programs
	40
	220
	2232
	267.98
	3246
	271.56
	3070
	268.87

	Bus. program
	10
	250
	340
	299
	370
	301.99
	342
	299

	Groups & tours
	35
	190
	12332
	207.89
	18950
	204.59
	18087
	200.4

	Weekend rates
	12
	150
	5679
	233.02
	71
	232.3
	80
	230

	Business staff
	28
	200
	8498
	247.2
	6343
	242.39
	6041
	239.99

	Total
	200
	212.76
	43196
	217.41
	40053
	208.96
	38149
	206.86


Table - 4
	Room Statistics
	Today Netto
	Month to Date

	
	
	Actual
	Budget
	Last Year

	Total rooms available
	200
	4400
	4500
	4400

	Total rooms occupied
	175
	3975
	4250
	4000

	Total complimentary rooms
	                    -   
	3
	2
	3

	Total rooms no show
	                    -   
	6
	4
	3

	Total guests
	234
	5,750
	6,000
	5765

	Occupancy %
	87.5%
	90.3%
	94.4%
	90.9%

	Double occupancy
	33.7%
	44.7%
	41.2%
	44.1%

	Average rate per room
	212.76
	217.41
	208.96
	206.86

	Average rate per guest
	159.11
	150.29
	148.01
	143.53


Table - 5
	Competitors statistics
	Average Rate
	Actual Month to date Occupancy, %

	
	
	

	The Dorchester Hotels
	212.76
	90.3%

	Grand Hotel Stockholm
	222.23
	86.70%

	The Barclay
	221.38
	89.50%

	Clarion Hotel
	208.35
	71.73%

	Crystal Plaza Hotel
	184.81
	70.62%

	Diplomat Hotel
	245.35
	86.45%
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Conclusion
The data available shows that the Dorchester is doing quite well based on budget forecasting.  The purpose of Yield Management is to try to determine how you can increase your profit while still maintaining customer satisfaction and also make best use of your products.  In this case, how can we maximize our room sales and also get the guests to spend in our additional departments.  First, from the data given, the Dorchester has the highest month to date of the hotels listed.  This is an excellent rate considering the current time period is not peak season.  Since the rooms are the main asset for the hotel this is of utmost importance I would recommend investigation into how to attract more customers to achieve even greater occupancy rates year round. 
Contrarily, the numbers for the food outlets don’t look promising.  Although the Banquet department shows more than 16% over budget in revenue all other areas show a decrease.  The Heidi bar should be further studied to determine why they are so under budget in revenue (-16.43%) as should the whole food and beverage department.  Clearly, the revenue in the restaurants can be better. 
In summary, on the whole the hotel is achieving better than expected revenue.  However the food outlets especially need some improvement in the current revenue.  The Bars are generally doing well except for the noticeable decrease in the Heidi Bar’s revenue. 

Results of the calculations are presented on column Month to Date – Budget. After that, Gross Revenue for Today Netto & Month to Date – Budget are calculated.  For that, the following formula is used:
Gross Revenue= Total Rooms + Total Food + Total Beverages + Total Other Income F&B + Other Income

To calculate differences in % between the budgeted and the actual month to date revenues first monetary differences (in $US, for example) should be calculated. For that, the following formula can be used for each revenue position: 

Difference = Actual Month to Date Revenue – Budget Month to Date Revenue
To calculate occupancy, the following formula should be used: 

Occupancy =
Total rooms occupied  x 100%





Total rooms available

Double occupancy is a particular case of multiple occupancy. Multiple occupancy is calculated using formula:       
Multiple Occupancy = 
Rooms occupied by Two or More Guests





           Total rooms occupied

Average Rate per Room (shown in row "Total") is calculated as total revenue divided by total number of rooms. To calculate total revenue, it's necessary add revenues from each component of the business mix: 

Nr. rooms sold at Rack rate  

x   Average Rack rate 

+
Nr. rooms sold at Local comp. rate 
x   Average Local comp. rate

+
Nr. rooms sold at corporate rate
x   Average Corp. rate

+
Nr. rooms sold at Conference rate
x   Average Conference rate

+
…

+
Nr. rooms sold at Business staff rate
x   Average Business staff rate

=
Total Revenue

(B)  Do we have enough in stock?
The Dorchester Hotels, the activities purchasing, receiving and storing are combined into one management function. Paul Olivia a 50-year old employee, who has been with the hotel for eight years and has worked in the hotel industry for more than 20 years, executes this function. The management is satisfied with his work, since there is always enough in stock and he is very critical towards their suppliers, always pushing them to deliver on time and to supply the hotel with the best products they can deliver. 

However, Mr. Paul Olivia has so far refused to use any computer programs and still controls the entire department with manual sheets, which seems to take a lot more time than using a computer. Besides, the management is under the impression that the stock is too large, which influences the hotels ‘liquidity’. They are convinced that a computer program would assist Mr. Paul Olivia in ordering according to the ‘just in time’ principle which might decrease the stock size dramatically. Mr. Paul Olivia is willing to learn how to use a computer, as long as it is simple to use and he is taught how to do it. 

Table - 1
	Products 
	Unit
	Order Quantity
	Minimum Stock
	Opening Stock
	Issued
	Closing Stock
	Yes / No

	Food
	 
	 
	 
	 
	 
	 
	 

	Fruit cocktail
	cans
	7
	10
	7
	4
	3
	YES

	Walnuts
	kg
	1
	2
	3
	2
	1
	YES

	Creamy butter
	gr.
	67
	200
	233
	100
	133
	YES

	Peppermints
	pieces
	0.5
	2
	3
	1.5
	1.5
	YES

	Raisons
	kg
	1
	1
	2
	2
	0
	YES

	Rice
	kg
	4
	15
	13
	2
	11
	YES

	Cappuccino powder
	kg
	2
	6
	7
	3
	4
	YES

	Cilli Sauce
	L.
	-1
	1
	3
	1
	2
	NO

	Butter wafers
	pieces
	325
	350
	350
	325
	25
	YES

	Gelatine powder
	kg
	-1
	1
	2.5
	0.5
	2
	NO

	Gherkins
	cans
	4
	14
	16
	6
	10
	YES

	Espresso powder
	kg
	1
	8
	9
	2
	7
	YES

	Butter cookies
	pieces
	135
	125
	165
	175
	-10
	YES

	Vanilla sugar
	kg
	0
	4
	5
	1
	4
	YES

	Olives
	pots
	0
	6
	7
	1
	6
	YES

	Peanuts
	kg
	1
	1.5
	1.5
	1
	0.5
	YES

	Sliced bread
	loafs
	2
	10
	12
	4
	8
	YES

	Hazelnuts
	kg
	0
	5
	6.5
	1.5
	5
	YES

	Honey
	pots
	-1.5
	8
	10
	0.5
	9.5
	NO

	Almond paste
	kg
	1.5
	2.5
	3
	2
	1
	YES

	Baguettes
	pieces
	20
	40
	35
	15
	20
	YES

	Curry powder
	kg
	-1.5
	1.5
	5
	2
	3
	NO

	Beef cubes
	kg
	-0.5
	2.5
	5
	2
	3
	NO

	Kitchen salt
	kg
	0
	1
	1.5
	0.5
	1
	YES

	Sugar
	kg
	-1
	10
	13.5
	2.5
	11
	NO

	Eggs
	pieces
	75
	100
	75
	50
	25
	YES

	Tea
	boxes
	5
	75
	80
	10
	70
	YES

	Tomato ketchup
	bottles
	-2.5
	6
	9
	0.5
	8.5
	NO

	Croissants
	pieces
	-5
	20
	30
	5
	25
	NO

	Flower
	kg
	-3
	10
	15
	2
	13
	NO


Table - 2
	Products 
	Unit
	Order Quantity
	Minimum Stock
	Opening Stock
	Issued
	Closing Stock
	Yes / No

	Beverages
	 
	 
	 
	 
	 
	 
	 

	Water
	L.
	91
	100
	42
	33
	9
	YES

	Grape juice red
	L.
	8
	25
	19
	2
	17
	YES

	Rum Bacardi
	L.
	-3
	6
	9
	0
	9
	NO

	Beer Heineken
	L.
	43
	50
	43
	36
	7
	YES

	Beer Amstel
	L.
	24
	30
	22
	16
	6
	YES

	Orange juice
	L.
	-1
	25
	30
	4
	26
	NO

	Passoa
	L.
	-2.5
	3.5
	7.5
	1.5
	6
	NO

	Sherry Osborne Medium
	L.
	0
	4
	6
	2
	4
	YES

	Sherry Osborne Pale Dry
	L.
	-3
	3
	6
	0
	6
	NO

	Cola
	L.
	3
	35
	42
	10
	32
	YES

	Pernod
	L.
	-3.5
	3.5
	8
	1
	7
	NO

	Whisky Dimple
	L.
	7
	10
	5.5
	2.5
	3
	YES

	Whisky Four Roses
	L.
	0
	3.5
	4.5
	1
	3.5
	YES

	Cointreau
	L.
	1.5
	5
	4.5
	1
	3.5
	YES

	Tomato juice
	L.
	6
	20
	16
	2
	14
	YES

	Tonic Schweps
	L.
	-9
	15
	24
	0
	24
	NO

	Whisky Glenfiddich
	L.
	4.5
	6
	4
	2.5
	1.5
	YES

	Campari
	L.
	0
	5
	7.5
	2.5
	5
	YES

	Port Burmeister
	L.
	-4.5
	4.5
	9
	0
	9
	NO

	Rivella
	L.
	8
	20
	16
	4
	12
	YES

	Beer Brand
	L.
	-3
	40
	48
	5
	43
	NO

	Cola light
	L.
	23
	50
	36
	9
	27
	YES

	Dom Benedectine
	L.
	0
	3.5
	4
	0.5
	3.5
	YES

	Gin Young
	L.
	-2
	6
	9
	1
	8
	NO

	Amaretto Di Sarrono
	L.
	-2.5
	3.5
	7
	1
	6
	NO

	Apple juice
	L.
	9
	25
	20
	4
	16
	YES

	Seven up
	L.
	-1
	20
	27
	6
	21
	NO

	Cognac Martel
	L
	1
	3.5
	4
	1.5
	2.5
	YES


Excel Programme 

What is Excel? 

Excel is one of many programs implemented in the computer beside Microsoft word also. Excel helps the user to work faster and put the numbers in good manner and organized way because it contains cells, the user can put numbers or written words in these cells and these cells are well organized. So it helps to do any work in more structured way and creative way and also in faster time (It saves time a lot). Basically Excel is a program which depends mostly on accounts and numbers. There are many uses for this program such as: making a schedule, organizing issued products. Excel is used all around the world by many companies, so it is a very important program. 

What does it contains? 

Basic knowledge and experience is very useful during using it for a small company, it offers the possibility to edit management supportive information in a spreadsheet 

Excel offers a lot of ways to present information and numbers in a visual attractive ways. The user can make of colors and lines or graphs from the number. 
In the shape the program looks like word and has a lot of it advantages except that Excel is more in numbers and has cells in its pages instead of white sheet like Microsoft word. It has colors, font changing; the work can be saved etc...

Excel Screen

· The blue title bar with the name of the workbook 

· The menu bar, (click on the menu option File to open a menu with more options) 

· The speed bar with a lot of buttons as shortcuts to actions. All actions are also in the menu. The user can use the buttons by giving them one click with the left mouse button 

· The worksheet with a lot of cells 

· On top of the worksheet is a line with the letters attached to each column. 

· On the side of the work sheet is a line with the numbers for each line 

· On the bottom of the work sheet there are a few taps, they say sheet 1, sheet 2, by choosing one of the taps the user can open a different sheet in the same work 

· On the bottom there is a scrollbar that the user can use it to move the sheet over the screen. 

· On the bottom left there are 4 buttons that the user can use to scroll the list of sheets. 

How to start Excel

Start button in the taskbar on the bottom left of the screen. Choose the programs menu and go to the office. Choose Microsoft Excel and click once with the left mouse button.

(C)  An overview of costs made by ‘non-profit departments’
Dorchester Hotels with its 200 rooms and a luxurious restaurant with 150 seats has a new General Manager, Diane Ososki. Within two months time Osoki has settled completely into the job and has gone through all the ins and outs of Dorchester Hotel with the departmental managers. As the financial results of The Dorchester Hotels leave much to desire, she decides to analyze all Profit Centers thoroughly.

From the Income Statement of the past few months it seems that the Rooms department as well as the Food & Beverage department delivers sufficiently to cover their overhead cost. Even the remaining Profit Center’s aren’t doing badly at first sight. However, since the USAH (Uniform System of Accounts in Hospitality) is based on responsibility accounting, the understanding of what all departments bring in after a total cost allocation is missing.

Income statement of the Dorchester Hotels for the month ended December 2005

	 
	Net Revenues
	Cost of Sales
	Payroll and Related Expense
	Other Expenses
	Income (Loss)
	
	

	Rooms
	640,000 
	 
	46,000 
	138,000 
	456,000 
	
	

	F&B
	314,000 
	113,500 
	43,000 
	96,500 
	61,000 
	
	

	Gift Shop
	2,800 
	650 
	800 
	500 
	850 
	
	

	Telephone
	20,400 
	10,400 
	3,800 
	1,000 
	5,200 
	
	

	     Total
	977,200 
	124,550 
	93,600 
	236,000 
	523,050 
	
	

	 
	 
	 
	 
	 
	 
	
	

	A&G
	 
	 
	75,000 
	31,500 
	106,500 
	
	

	Marketing
	 
	 
	44,000 
	23,000 
	67,000 
	
	

	PO & M & EC
	 
	 
	32,500 
	41,400 
	73,900 
	
	

	     Total
	 
	 
	151,500 
	95,900 
	247,400 
	
	

	 
	 
	 
	 
	 
	 
	
	

	Income before Fixed Charges
	977,200 
	124,550 
	245,100 
	331,900 
	275,650 
	
	

	 
	 
	 
	 
	 
	 
	
	

	Insurance
	 
	 
	 
	 
	27,100 
	
	

	Depreciation
	 
	 
	 
	 
	72,000 
	
	

	 
	 
	 
	 
	 
	 
	
	

	Income Before Income Taxes
	 
	 
	 
	 
	176,550 
	
	

	Income Tax
	 
	 
	 
	 
	43,000 
	
	

	 
	 
	 
	 
	 
	 
	
	

	Net Income
	 
	 
	 
	 
	133,550 
	
	

	
	
	
	
	
	
	
	

	Other Data per Department
	
	
	
	
	
	

	 
	Amount of Employees
	Book Value Fixed Assets
	Surface (m2)
	
	
	
	

	Rooms
	22
	    7,400,000 
	         8,100 
	
	
	
	

	F&B
	21
	    2,450,000 
	         1,500 
	
	
	
	

	Gift Shop
	1
	         20,000 
	              30 
	
	
	
	

	Telephone
	1
	         30,000 
	              80 
	
	
	
	

	     Total
	45
	   9,900,000 
	        9,710 
	
	
	
	

	 
	 
	 
	 
	
	
	
	

	A&G
	3
	       150,000 
	            100 
	
	
	
	

	Marketing
	6
	       360,000 
	            200 
	
	
	
	

	PO & M & EC
	6
	       652,000 
	            350 
	
	
	
	

	Total
	60
	  11,062,000 
	       10,360 
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Cost Allocation Base
	
	
	
	
	
	
	

	Depreciation
	Book Value Fixed Assets
	
	
	
	
	

	Insurance
	Surface
	
	
	
	
	

	PO & M & EC
	Surface
	
	
	
	
	

	Marketing
	Percentage of Turnover
	
	
	
	
	

	A&G
	Amount of Employees
	
	
	
	
	

	Allocation of Costs - Direct Method
	
	
	
	
	
	

	Expense to be Allocated
	Insurance
	Depreciation
	PO & M & EC
	Marketing
	A&G
	Total
	

	Amount to be Allocated
	27,100 
	72,000 
	73,900 
	67,000 
	106,500 
	346,500 
	

	Allocation Base
	Surface
	BV Fixed Assets
	Surface
	%% of Turnover (revenue)
	Amount of Empls.
	 
	

	 
	 
	 
	 
	 
	 
	 
	

	Proportion to:
	 
	 
	 
	 
	 
	 
	

	  Rooms
	83.42%
	74.75%
	83.42%
	65.49%
	48.89%
	 
	

	  F&B
	15.45%
	24.75%
	15.45%
	32.13%
	46.67%
	 
	

	  Gift Shop
	0.31%
	0.20%
	0.31%
	0.29%
	2.22%
	 
	

	  Telephone
	0.82%
	0.30%
	0.82%
	2.09%
	2.22%
	 
	

	 
	 
	 
	 
	 
	 
	 
	

	Amount Allocated to:
	 
	 
	 
	 
	 
	 
	

	  Rooms
	         22,607 
	         53,818 
	       61,647 
	        43,880 
	         52,067 
	    234,019 
	

	  F&B
	           4,186 
	         17,818 
	       11,416 
	        21,529 
	         49,700 
	    104,650 
	

	  Gift Shop
	                84 
	              145 
	            228 
	             192 
	           2,367 
	        3,016 
	

	  Telephone
	              223 
	              218 
	            609 
	          1,399 
	           2,367 
	        4,816 
	

	
	
	
	
	
	
	
	

	Fully Allocated Income Statement - Direct Method
	
	
	
	

	 
	Net Revenues
	Cost of Sales
	Payroll and Related Expense
	Other Expenses
	Income (Loss) before Allocation
	Allocated Expenses
	Income (Loss) after Allocation

	Rooms
	640,000 
	0 
	46,000 
	138,000 
	456,000 
	    234,019 
	          221,981 

	F&B
	314,000 
	113,500 
	43,000 
	96,500 
	61,000 
	    104,650 
	-           43,650 

	Gift Shop
	2,800 
	650 
	800 
	500 
	850 
	        3,016 
	-             2,166 

	Telephone
	20,400 
	10,400 
	3,800 
	1,000 
	5,200 
	        4,816 
	                 384 

	     Total
	977,200 
	124,550 
	93,600 
	236,000 
	523,050 
	    346,501 
	          176,549 

	 
	 
	 
	 
	 
	 
	 
	 

	Income Tax
	 
	 
	 
	 
	 
	 
	            43,000 

	 
	 
	 
	 
	 
	 
	 
	 

	Net Income
	 
	 
	 
	 
	 
	 
	          133,550 


	Allocation of Costs - STEP Method
	
	
	
	
	
	

	Defining proportions for allocation of FIXED charges
	
	
	
	
	

	Service & Profit Centers
	Depreciation
	Insurance
	
	
	

	
	Book Value Fixed Assets
	Proportion of Book Value Fixed Assets
	Surface
	Proportion of Surface
	
	
	

	Rooms
	          7,400,000 
	68.19%
	              8,100 
	77.74%
	
	
	

	F&B
	          2,450,000 
	22.58%
	              1,500 
	14.40%
	
	
	

	Gift Shop
	               20,000 
	0.18%
	                   90 
	0.86%
	
	
	

	Telephone
	               30,000 
	0.28%
	                   80 
	0.77%
	
	
	

	A&G
	             150,000 
	1.38%
	                 100 
	0.96%
	
	
	

	Marketing
	             150,000 
	1.38%
	                 200 
	1.92%
	
	
	

	PO & M & EC
	             652,000 
	6.01%
	                 350 
	3.36%
	
	
	

	TOTAL:
	        10,852,000 
	100.00%
	            10,420 
	100.00%
	
	
	

	
	
	
	
	
	
	
	

	Step 1: Allocation of Fixed Charges to Profit and Service Centers
	
	
	
	

	Fixed Charge
	Total Amount
	Rooms
	F&B
	Gift Shop
	Telephone
	A&G
	Marketing

	Insurance
	27,100 
	               21,066 
	              3,901 
	             234 
	             208 
	            260 
	         520 

	Depreciation
	72,000 
	               49,097 
	            16,255 
	             133 
	             199 
	            995 
	         995 

	Total:
	99,100 
	               70,163 
	            20,156 
	             367 
	             407 
	         1,255 
	      1,515 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	A&G expenses to be allocated
	             107,755 
	
	
	
	
	

	Allocation of A&G expenses
	
	
	
	
	
	

	Department
	Number of Employees
	Proportion of Total Employees
	Amount Allocated
	
	
	
	

	Rooms
	22
	38.60%
	            41,590 
	
	
	
	

	F&B
	21
	36.84%
	            39,699 
	
	
	
	

	Gift Shop
	1
	1.75%
	              1,890 
	
	
	
	

	Telephone
	1
	1.75%
	              1,890 
	
	
	
	

	Marketing
	6
	10.53%
	            11,343 
	
	
	
	

	PO & M & EC
	6
	10.53%
	            11,343 
	
	
	
	

	Total:
	57
	100.00%
	          107,755 
	
	
	
	

	PO&M&EC expenses to be allocated
	         
	
	
	
	
	

	Allocation of PO&M&EC expenses
	        90,479
	
	
	
	
	

	Department
	Surface
	Proportion of Surface
	Amount Allocated
	
	
	
	

	Rooms
	                 8,100 
	81.74%
	            73,954 
	
	
	
	

	F&B
	                 1,500 
	15.14%
	            13,695 
	
	
	
	

	Gift Shop
	                      30 
	0.30%
	                 274 
	
	
	
	

	Telephone
	                      80 
	0.81%
	                 730 
	
	
	
	

	Marketing
	                    200 
	2.02%
	              1,826 
	
	
	
	

	Total:
	9910
	100.00%
	            90,479 
	
	
	
	

	
	
	
	
	
	
	
	

	Marketing expenses to be allocated
	               81,684 
	
	
	
	
	

	Allocation of Marketing expenses
	
	
	
	
	
	

	Department
	Turnover (revenue)
	Proportion of Revenue
	Amount Allocated
	
	
	
	

	Rooms
	             640,000 
	65.49%
	            53,498 
	
	
	
	

	F&B
	             314,000 
	32.13%
	            26,247 
	
	
	
	

	Gift Shop
	                 2,800 
	0.29%
	                 234 
	
	
	
	

	Telephone
	               20,400 
	2.09%
	              1,705 
	
	
	
	

	Total:
	             977,200 
	100.00%
	            81,684 
	
	
	
	

	
	
	
	
	
	
	
	

	Allocation of Expenses From Service Centers to Profit Centers
	
	
	
	

	 
	Service Centers
	 
	 
	Profit Centers
	 
	 
	 

	 
	A&G
	PO&M&EC
	Marketing
	Rooms
	F&B
	Gift Shop
	Telephone

	Unallocated service center costs
	106,500 
	73,900 
	67,000 
	                -   
	                -   
	              -   
	            -   

	Allocated per Step 1
	                 1,255 
	                 5,236 
	              1,515 
	        70,163 
	        20,156 
	            367 
	         407 

	Costs to be allocated
	107,755 
	79,136 
	68,515 
	 
	 
	 
	 

	A&G
	-107,755 
	               11,343 
	            11,343 
	        41,590 
	        39,699 
	         1,890 
	      1,890 

	 
	0 
	90,479 
	 
	 
	 
	 
	 

	PO&M&EC
	 
	-             90,479 
	              1,826 
	        73,954 
	        13,695 
	            274 
	         730 

	 
	 
	-0 
	81,684 
	 
	 
	 
	 

	Marketing
	 
	 
	-          81,684 
	        53,498 
	        26,247 
	            234 
	      1,705 

	TOTAL:
	 
	 
	0 
	239,204 
	99,798 
	2,765 
	4,733 

	Fully Allocated Income Statement - Step Method
	
	
	
	
	

	 
	Net Revenues
	Cost of Sales
	Payroll and Related Expense
	Other Expenses
	Income (Loss) before Allocation
	Allocated Expenses
	Income (Loss) after Allocation

	Rooms
	640,000 
	0 
	46,000 
	138,000 
	456,000 
	     239,204 
	  216,796 

	F&B
	314,000 
	113,500 
	43,000 
	96,500 
	61,000 
	       99,798 
	-   38,798 

	Gift Shop
	2,800 
	650 
	800 
	500 
	850 
	         2,765 
	-     1,915 

	Telephone
	20,400 
	10,400 
	3,800 
	1,000 
	5,200 
	         4,733 
	         467 

	     Total
	977,200 
	124,550 
	93,600 
	236,000 
	523,050 
	     346,500 
	  176,550 

	 
	 
	 
	 
	 
	 
	 
	 

	Income Tax
	 
	 
	 
	 
	 
	 
	    43,000 

	 
	 
	 
	 
	 
	 
	 
	 

	Net Income
	 
	 
	 
	 
	 
	 
	  133,550 

	Comparison of Results of "Direct Method" and "Step Method"
	

	
	         Direct Method
	        Step Method
	

	
	Allocated Expenses
	Income (Loss) after 
	Allocated Expenses
	Income (Loss) after

	
	
	Allocation
	
	Allocation
	

	Rooms
	             234,019 
	                   221,981 
	            239,204 
	      216,796 
	

	F&B
	             104,650 
	-                    43,650 
	              99,798 
	-       38,798 
	

	Gift Shop
	                 3,016 
	-                      2,166 
	                2,765 
	-         1,915 
	

	Telephone
	                 4,816 
	                          384 
	                4,733 
	             467 
	

	Total
	             346,501 
	                   176,549 
	            346,500 
	      176,550 
	

	 
	 
	 
	 
	 
	

	Income Tax
	 
	                     43,000 
	 
	        43,000 
	

	Net Income
	 
	                   133,550 
	 
	      133,550 
	


(D)  Planning for the future
The Dorchester Hotels specialises in the provision of winter sports holidays but it also organises outdoor activity holidays in the summer. The accountant Mr.Charles is very busy with his financial statements.  He had only time to summarize the financial documents into a list with financial data mentioned below.  On 1st June, Dorchester Hotels plan to invest £50,000 cash to acquire 25,000 £1 shares each in the business.  Of this, £30,000 is to be invested in new fittings in June.  These fittings are to be depreciated over three years on the straight line basis (their scrap value is assumed to be zero at the end of their lives).  The straight line basis of depreciation allocates the total amount to be depreciated evenly over the life of the assets.  In this case, half year depreciation is to be charged in the first six months.  The sales and purchase projection for the business are as follows:

Table - 1

	
	July
	Aug
	Sept
	Oct
	Nov
	Dec
	Total

	Sales
	10
	30
	30
	40
	40
	51
	204

	Purchases
	20
	30
	25
	25
	30
	30
	160

	Other costs
	9
	9
	9
	9
	9
	9
	54


The Projected Cash Flow Statement for the six months to 31st December

Jul 
Aug 
Sep 
Oct 
Nov 
Dec
£000 
£000 
£000 
£000 
£000 
£000

Cash Inflows:

Issue of shares



  50
Sales 
(credit)




  10
  30
  30
  40
  40






__________________________________   

Total Cash Inflows


  50
  10
  30
  30
  40
  40






===
===
===
===
===
===

Cash Outflows:

Purchases 




  --
  20
  30
  25
  25
  30 


Other cost




   9
    9
    9
    9
    9
    9
Fittings




  30






___________________________________  

Total Cash Outflows


  39
  29
  39
  34
  34
  39 







===
===
===
===
===
===

Net Cash Flow



  11
 (19)
  (9)
  (4)
    6
    1
Opening Balance



   --
  11
  (8)
 (17)
  (21)
 (15)






_____________________________________ 

Closing Balance



  11
  (8)
 (17)
 (21)
  (15)
  (14)






  ===
  ===
  ===
  ===
  ===
   ===

The Projected Profit and Loss Account for the six months to 
31st December

£000 

£000

Sales (credit) 







201
Less Cost of goods sold 

Purchases





  160


Less Stock





    58











   ----- 
102











------ 
Gross profit 







  99

Less:  Expenses
Other expenses 





    54
Depreciation Fittings
           


      5








   -----

  59 











----- 

Net Profit








 40











===

The Projected Balance Sheet for the six months to 
31st December









£000 

£000 

£000
Fixed Assets


Fittings




30


Depreciation




  5








----

   25

Current Assets

Stock





58


A/c Receovable



51








----

109










----- 

Total Asset







134









         === 

Current Liability


A/c Payable




30


Bank Loan




14








---- 

  44

Owners Equity


Capital




50

Net Profit




40








----

  90










------ 










134









===
Conclusion:

The Dorchester Hotel management must determine the value of the more precise information. Because in the allocation procedures we performed results do not differ much and bring us to the same conclusion about profitability of different departments, it's possible to recommend the management of Dorchester Hotels to use Direct method of cost allocation, because it's more simple, quick and fairly reflect cost allocation for the property of that size of 200 rooms (Deluxe & Royal Suites).
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