PLANNING AND EVALUATING OPERATIONS

I- Management Functions:

1. Planning: At the planning stage, the front office manager shall determine the department’s goals. Later, the front office manager shall use these goals as a guide for planning more specific and measurable objectives. Lastly, the front office manager shall determine the strategies and tactics to reach these objectives.

2. Organizing: The front office manager shall organize the work to be done through dividing it among staff members. While doing so, the work shall be distributed fairly and shall be completed in a timely manner.

3. Coordinating: Involves bringing together and using the available resources to attain planned goals.

4. Staffing: Involves recruiting applicants, selecting those best qualifies for positions, and scheduling employees.

5. Leading: Involves overseeing, motivating, training, disciplining, and setting an example for the front office.

6. Controlling: Ensures that the actual results of operations closely match planned results.

7. Evaluating: Determines the extent to which planned goals are, in fact, attained. Moreover, it involves reviewing and, when necessary, revising or helping to revise front office goals.

II- Establishing Room Rates:
( The front office manager shall assign to each room category a rack rate. In accordance, front office employees are expected to sell rooms at rack unless a guest qualifies for an alternative room rate (ex: corporate or commercial rate, group rate, promotional rate, incentive rate, family rate, day rate, package plan rate, complementary rate…).

( While establishing room rates, management shall be careful about its operating costs, inflationary factors, and competition. Generally, there are three popular approaches to pricing rooms:

1. Market condition approach

2. Rule-of-thumb approach

3. Hubbart formula approach
1. Market condition approach:
( Under this very approach, management shall look at comparable hotels in the geographical market, see what they are charging for the same product, and  “charge only what the market will accept”. Some drawbacks of this approach are that it does not take into consideration the value of the property, and what a strong sales effort may accomplish.

2. Rule of thumb approach:
( In this very approach, the rate of a room shall be $ 1 for each $ 1,000 of construction and furnishing cost per room, assuming a 70% occupancy rate. This approach, however, fails to take into consideration the inflation term, the contribution of other facilities and services towards the hotel’s desired profitablity, and assumes a ceratin level of occupancy rate.

3. Hubbart formula approach:
( This very approach considers operating costs, desired profits, and expected number of rooms sold (i.e. demand). The procedure of calculating a room rate is as follows:

a) Calculate the hotel’s desired profit by multiplying the desired rate of return (ROI) by the owner’s investment.

b) Calculate pre-tax profits by dividing the desired profit  by 1 minus hotel’s tax rate.

c) Calculate fixed charges and management fees. This calculation includes estimating depreciation, interest expense, preperty taxes, insurance, amortization, building mortgage, land, rent, and management fees.

d) Calculate undistributed operating expenses. This includes estimating administrative and general expenses, data processing expenses, human resourecs expenses, transportation expenses, marketing expenses, property operation and maintenance expenses, and energy costs.

e) Estimate non-room operating department income or loss, that is, F&B department income or loss, telephone department income or loss … 

f) Calculate the required room department income which is the sum of pre-tax profits, fıxed charges and management fees, undistributed operating expenses, and other operating department losses less other department incomes.

g) Determine the rooms department revenue which is the required room department income, plus other room department direct expenses of payroll and related expenses, plus other direct operating expenses.

h) Calculate the average room rate by dividing rooms department revenue by the expected number of rooms to be sold.

( Doubles sold daily = double occupancy rate * total number of rooms * occupancy %
( Singles sold daily = rooms sold daily – number of double rooms sold daily

( Singles sold daily * x + doubles sold daily * (x + y) = (average room rate) * (total number of rooms sold daily)

( Where: x = price of singles; y = price differential between singles and doubles; x + y = price of doubles.

III- Forecasting Room Availability:
( Forecasting room availability is forecasting the number of rooms available for sale on any future date. This type of forecasting helps manage the reservation process, guides the front office staff for an effective rooms management, and can be used as an occupancy forecast, which is, further, useful in attempting to schedule the necessary number of employees for an expected volume of business.

( In order to forecast room availability, the following data are needed:

a) Number of expected room arrivals

b) Number of expected room walk-ins

c) Number of expected room stayovers

d) Number of expected room no-shows

e) Number of expected room understays

f) Number of expected room check-outs

g) Number of expected room overstays
( These above-mentioned data help the front office in conduct various daily operational ratios such as:

a) No-shows percentage = (number of no-show rooms) / (number of rooms reserved)

b) Walk-ins percentage = (number of walk-in rooms) / (total number of rooms arrivals)

c) Overstays percentage = (number of overstay rooms) / (number of expected check-outs)

d) Understays percentage = (number of understay rooms) / (number of expected check-outs)

( The forecasted number of rooms available for sale for any future date can be tracked using the following formula:

( Forecasted number of rooms available for sale = total number of guest rooms – number of out of order rooms - number of stayovers rooms – number of reserved rooms + number of no-show rooms + number of understay rooms – number of overstay rooms

( Under non-automated and semi-automated systems, number of rooms available for sale forecasts are calculated upon demand and need and vary from three-day to ten-day forecasts. However, under fully automated systems, forecasts can be done at any moment for any future period of time. For, computers run forecasts on a room count considerations, hence eliminating tedious labor work and human error margins.
IV- Budgeting for Operations:
( At least once per year, hotels shall prepare annual budgets, which are profit plans that address all revenue sources and expense items for the following calendar year. Moreover, the hotel annual operating budget represents standards against which management can evaluate actual results of operations. In the annual budget preparation process, close coordination efforts of all management personnel is vital.
( The hotel’s annual operation budget is commonly divided into monthly plans, which in turn are divided into weekly and even daily plans, for better control over actual results.
( While preparing the front office department annual budget, the front office manager shall coordinate with the accounting department as to estimate only rooms revenue and related direct expenses. The hotel controller and the general manager, then, shall revise this very budget.
1. Forecasting room revenue:
( In order to forecast room revenue, the front office manager might consult historical financial information such as past room revenue, past number of rooms sold, past average daily rate, and past occupancy rates.
2. Forecasting direct expenses:
( Due to the fact front office manager is responsible only for his/her department direct expenses (i.e. variable costs), the front office manager can, also, consult historical financial data depicting variable cost to room revenue ratios, in order to estimate department expenses.

3. Refining budget plans:
( Sometimes, if external uncontrollable factors change significantly, in an unexpected way, then the actual operating budgeted figures shall be revised.
V- Evaluating Front Office Operations:
a) ( A successful front office manager shall continuously evaluate the results of department activities on a daily, monthly, quarterly, and yearly basis. While evaluating, the following items and tools shall be used:
b) Daily operations report
c) Occupancy ratios
d) Rooms revenue analysis
e) Hotel income statement
f) Rooms division income statement or schedule

g) Rooms division budgets report
h) Operating ratios and ratio standards
1. Daily operations report:
( It is also known as the manager’s report, the daily report, and the daily revenue report. This very report contains a summary of the hotel’s financial activities during a 24-Hour period. Moreover, it serves as to reconcile cash, bank accounts, and revenue and accounts receivable, and as an important data that must be input to link front and back office computer functions.

2. Occupancy ratios:
( Occupancy ratios measure the success of the front office in selling the hotel’s primary product (i.e. guestrooms). Below are some common ratios used in the front office department:
( Occupancy percentage = (number of rooms occupied) / (total number of rooms available for sale)
( Multiple occupancy percentage = (number of rooms occupied by more than one guest) / (total number of rooms occupied)

( Average guests per rooms sold = (total number of guests) / (total number of rooms sold)

( Average daily rate = (total rooms revenue) / (total number of rooms sold)

( Average rate per guest = (total rooms revenue) / (total number of guests)

3. Rooms revenue analysis:
( One main report to enhance control over room revenue is the room rate variance report, which is the one that lists those rooms that have been sold at rates other than their rack rates. Another form is the yield statistic, which is the ratio of the actual revenue to the total possible potential revenue if all rooms are sold at rack rates. 
( Yield statistic = (actual room revenue) / (potential room revenue)

4.  Hotel income statement:
( This very statement provides important financial information about the results of hotel operations for a given period of time

5. Rooms division income statement:
( The rooms division income statement (sometimes called a schedule) shall be referenced on the hotel’s income statement. Moreover, the rooms division schedule shall be prepared by hotel’s accounting division not the hotel’s front office accounting staff.
6.  Rooms division budget reports:
( These reports are monthly budget forms that compare actual revenue and expense figures against budgeted amounts depicted both in dollar values and percentage variances
7. Operating ratios:
( Operating ratios (ex. occupancy ratios, yield statistic…) assist managers in evaluating the success of front office operations. Moreover, for ratios to be meaningful they should be compared against proper standards such as prior period's, competitor's, and/or budgeted ratios.
