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61 243 Rooms Division Management

Final Exam Answer Sheet
1. Ronaldo Hotel is a 5 star hotel consisting of 125 deluxe rooms, 54 of them are Single and the remaining are double rooms. Upon the preparation of year 2004 budget, the Rooms Division manager has to come up with the Single Rack Rate and Double Rack Rate for the coming year. The following undistributed expenses and fixed charges has been provided from the Management Information Department of Ronaldo Hotel (all estimates for 2004):

	Expense Type
	Amount
	Allocation to Rooms Division (%)

	Administrative & General 
	$ 1,000,000
	25 %

	Utility
	$ 340,000
	50 %

	Debt
	$ 250,000
	60 %

	Depreciation
	$ 80,000
	70 %

	Rent
	$ 150,000
	70 %

	Marketing
	$ 95,000
	80 %

	Maintenance
	$ 140,000
	65 %

	Insurance
	$ 100,000
	45 %


Furthermore, assume that:

· The 2004 forecasted single occupancy : 84 %
· The 2004 forecasted double occupancy: 88 %
· The daily estimated single variable Cost per occupied room: $ 15.

· The daily estimated double variable cost per occupied room: $ 18.

· Ronaldo Hotel desires to have a 30 % markup on costs for singles and 35 % markup on costs for doubles.

	Expense Type
	Amount
	Allocation (%)
	Rooms Division Expense

	Administrative & General 
	$1,000,000 
	25%
	$250,000

	Utility
	$340,000 
	50%
	170,000

	Debt
	$250,000 
	60%
	150,000

	Depreciation
	$80,000 
	70%
	56,000

	Rent
	$150,000 
	70%
	105,000

	Marketing
	$95,000 
	80%
	76,000

	Maintenance
	$140,000 
	65%
	91,000

	Insurance
	$100,000 
	45%
	45,000

	Total
	$2,155,000 
	 
	$943,000


· Total Indirect Expenses allocated to Rooms Division Department: $ 943,000.
· Total Number of Single Rooms Expected to be Occupied (Year 2004) = 54 * 0.84 * 365 = 16,556.4 Single Rooms

· Total Number of Double Rooms Expected to be Occupied (Year 2004) = 71 * 0.88 * 365 = 22,805.2 Double Rooms

· Indirect Expenses per Occupied Room = $ 943,000 / (16,556.4 + 22,805.2) = $ 23.96.
a) What is Ronaldo Hotel’s Single Hurdle Rate? ( $ 23.96 + $ 15 = $ 38.96.
b)  What is Ronaldo Hotel’s Double Hurdle Rate? ( $ 23.96 + $ 18 = $ 41.96.
c) Could you interpret the results found in part a) and b)?
The Single Hurdle Rate and Double Hurdle Rate found in part a) and b) refer to the minimum price that Ronaldo Hotel’s management can set to its rooms. For, the above findings reflect the cost structure (or break even condition) for both single rooms and double rooms.
d) What is Ronaldo Hotel’s Single Rack Rate? ( $ 38.96 * 1.30 = $ 50.64.
e) What is Ronaldo Hotel’s Double Rack Rate? ( $ 41.96 * 1.35 = $ 56.64.
f) Suppose that Ronaldo Hotel wants to boost Single Room sales by discounting the Single Rack Rate by 7 %. Could you help management find the Equivalent Occupancy Rate?
· Equivalent Occupancy Rate = 0.84 * ($ 50.64 - $ 15) / (($ 50.64 * 0.93) – $ 15) = 0.84 * ($ 35.64 / $ 32.10) = 0.9326 = 93.26 %
g) Could you interpret the result you found in part f)?

For Ronaldo Hotel’s profitability not be hurt, a 7 % decrease in the Single Rack Rate shall be associated with at least an increase in the Single Occupancy Rate from 84 % to 93.26 %.
2. Ahmet Holiday Village has 205 rooms, 30 of them are triple, 69 are double, 10 are suites, and the remaining is single. Management decided to use the Hubbart Formula to estimate 2004 year’s single, double, triple, and suite rack rates!

Post to a preliminary work, management estimated the Average Room Rate to be $ 60 and the occupancy rate is 85 %. Moreover, management estimated the following:

· Single Occupancy: 41 %
· Double Occupancy: 30 %
· Triple Occupancy: 24 %
· Suite Occupancy: 05 %
Lastly, management desire to have the following relation between single, double, triple, and suite rack rates:

· Price Differential (Single ( Double): $ 12
· Price Differential (Double ( Triple): $ 9
· Suite Rack Rates shall be twice the price of Singles.

a) What is the daily total number of rooms expected to be sold for the upcoming year?

· Daily Total Number of Rooms Expected to be Sold = 205 rooms * 0.85 = 174.25 Rooms
b) What is the daily number of single, double, triple, and suite rooms expected to be sold for the upcoming year?

· Daily Number of Single Rooms Expected to be Occupied = 96 * 0.41 = 39.36 Rooms.
· Daily Number of Double Rooms Expected to be Occupied = 69 * 0.30 = 20.7 Rooms.
· Daily Number of Triple Rooms Expected to be Occupied = 30 * 0.24 = 7.2 Rooms.
· Daily Number of Suite Rooms Expected to be Occupied = 10 * 0.05 = 0.5 Rooms.
c) What is the single rack rate?
· Let x be the Single Rack Rate. Therefore:

· 39.36 * x + 20.7 * (x + 12) + 7.2 * (x + 12 + 9) + 0.5 * (2 x) = 174.25 * 60 ( 68.26 * x = 10,455 – (284.4 + 151.2) ( 68.26 * x = 10,055.4 ( x = $ 147.31.

d) What are the double, triple, and suite rack rates?

· Double Rack Rate = $ 147.31 + $ 12 = $ 159.31.
· Triple Rack Rate = $ 147.31 + $ 12 + $ 9 = $ 168.31.

· Suite Rack Rate = $ 147.31 * 2 = $ 294.62.

3. Zago Hotel's historical room nights for the past 10 years are depicted below:

	Year
	Room Nights

	1994
	30,250

	1995
	36,100

	1996
	41,205

	1997
	30,520

	1998
	45,000

	1999
	48,900

	2000
	42,500

	2001
	40,000

	2002
	35,000

	2003
	55,000


Could you forecast Year 2004 room nights (round to the nearest whole number) using:

a) Percentage Growth Method?

· Total Percentage Change in Room Nights = (55,000 – 30,250) / 30,250 * 100 = 81.82 %
· Yearly Percentage Change in Room Nights = 81.82 % / 10 = 8.18 %
· 2004 Forecasted Room Nights = (55,000 * 1.081818…) ≈ 59,500 Room Nights.
b) Double Moving Average Method?

	Year
	Room Nights
	Double Moving Average

	1994
	30,250
	----

	1995
	36,100
	33,175.00

	1996
	41,205
	38,652.50

	1997
	30,520
	35,862.50

	1998
	45,000
	37,760.00

	1999
	48,900
	46,950.00

	2000
	42,500
	45,700.00

	2001
	40,000
	41,250.00

	2002
	35,000
	37,500.00

	2003
	55,000
	45,000.00


· Total Double Moving Average Growth  = (45,000 – 33,175) / 33,175 * 100 = 35.64 %
· Period Double Moving Average = 35.64 % / 9 = 3.96 %
· Forecasted 2003 – 2004 Double Moving Average = (45,000 * 1.0396048…) = 46,782 Room Nights.
· 2004 Forecasted Room Nights = (46,782 * 2) – 55,000 ≈ 38,564 Room Nights.
c) Weighted Average Method (Simplest Method)?

	Year
	Room Nights
	Weight
	Total

	1994
	30,250
	1
	30,250

	1995
	36,100
	2
	72,200

	1996
	41,205
	3
	123,615

	1997
	30,520
	4
	122,080

	1998
	45,000
	5
	225,000

	1999
	48,900
	6
	293,400

	2000
	42,500
	7
	297,500


	2001
	40,000
	8
	320,000

	2002
	35,000
	9
	315,000

	2003
	55,000
	10
	550,000

	
	Total
	55
	2,349,045


· 2004 Forecasted Room Nights = 2,349,045 / 55 ≈ 42,710 Room Nights.
4. Sergen Hotel has 188 rooms: 35 are triple, 50 are double and the remaining is single. On the night of December 26th, 03 the night auditor counted 136 rooms occupied, 28 are triple, 41 are double, and the remaining are single. Moreover, the night auditor reported, on the same night, 205 guests registered in the hotel, 138 of them occupy either a double or triple room. In addition, the housekeeping department communicated only 5 rooms (2 single and 3 double) out of order for the night of December 26th, 03. Lastly, the night auditor reported 3 complimentary rooms and calculated that very night’s room revenue to be $ 15,369. 
a) What is Sergen Hotel's Occupancy Rate for the night of December 26th, 03?
· Sergen Hotel’s Occupancy Rate = 136 / (188 – 5) * 100 = 74.32 %
b) What is Sergen Hotel's Single, Double, and Triple Occupancy rates for the night of December 26th, 03?
· Sergen Hotel’s Single Occupancy Rate = 67 / (103 - 2) * 100 = 66.34 %
· Sergen Hotel’s Double Occupancy Rate = 41 / (50 - 3) * 100 = 87.23 %
· Sergen Hotel’s Triple Occupancy Rate = 28 / 35 * 100 =  80.00 %
c) What is Sergen Hotel’s Average Guest per Room Sod?
· Sergen Hotel’s Average Guest Per Room Sold = 205 Guests / (136 - 3) = 1.54 Guests Per Room Sold.
d) What is Sergen Hotel’s Average Daily Rate?
· Sergen Hotel’s Average Daily Rate = $ 15,369 / (136 - 3) = $ 115.56 Per Room Sold.
e) What is Sergen Hotel’s Average Rate per Guest?
· Sergen Hotel’s Average Rate per Guest = $ 15,369 / 205 = $ 74.97 Per Guest.
5. Okan Hotel’s room prices and room type rack rates of for the Night of December 11th, 03 are depicted below:

	Number of Rooms
	Room Type
	Room Rate
	Rack Rate

	34
	Single
	$ 35
	$ 60

	28
	Single
	$ 42
	$ 60

	20
	Double
	$ 65
	$ 80

	45
	Double
	$ 70
	$ 80

	16
	Triple
	$ 85
	$ 100

	12
	Triple
	$ 90
	$ 100

	08
	Triple
	$ 94
	$ 100


Could you calculate Okan Hotel's Yield Statistic?
	Number of Rooms
	Room Type
	Room Rate
	Rack Rate
	Actual Room Revenue
	Potentıal Room Revenue

	34
	Single
	$35 
	$60 
	1,190
	2,040

	28
	Single
	$42 
	$60 
	1,176
	1,680

	20
	Double
	$65 
	$80 
	1,300
	1,600

	45
	Double
	$70 
	$80 
	3,150
	3,600

	16
	Triple
	$85 
	$100 
	1,360
	1,600

	12
	Triple
	$90 
	$100 
	1,080
	1,200

	8
	Triple
	$94 
	$100 
	752
	800

	
	
	
	Total
	$10,008
	$12,520


· Okan Hotel’s Yield Statistic = ($ 10,008 / $ 12,520) * 100 = 79.94 %
6. Why shall Room Division Managers further divide their annual budgets into semi-annual, quarter, and / or monthly budgets?

· Room Division Managers shall divide further their annual budgets into semi-annual, quarter, and / or monthly budgets in order to have more and more check points and standards against which business performance shall be evaluated. This way, managers have the chance to modify budgets or take corrective actions and decisions before it is too late!
