29/12/08
61 348 Service Operations Management
Final Exam Answer Sheet
1. What is a Pareto Chart? How is it used? (3 Points)
A Pareto Chart orders problems by their relative frequency in a descending bar graph. It is used to focus efforts on the problem that offers the greatest potential improvement.
2. What is Six Sigma Approach? (2 Points)

Six Sigma is a methodology to improve a firm’s operational performance by identifying and eliminating process defects. The objective of Six Sigma is to reduce or narrow variation performance to such a degree that six standard deviations can be squeezed within the limits defined by the customer’s specifications.
3. Compare “Situational Vignette” and “Role Playing”. (3 Points)

“Situational Vignette” is a service encounter situation that can test the candidate’s ability to “think on her or his feet” and to use good judgment. On the other hand, “Role Playing” is an interviewing technique that requires applicants to participate in a simulated situation and to react as if this service environment were real.
4. Compare “Economizing Customer” and “Ethical Customer” (2 Points)

“Economizing Customer” is a customer who wants to maximize the value obtained for his / her expenditures. On the other hand, an “Ethical Customer” is a customer who feels a moral obligation to patronize socially responsible firms.
5. During the past tourist season, Yıldız Hotel did not achieve very high occupancy rates despite a reservation system that was designed to keep the hotel fully booked. Apparently, prospective guests were making reservations that, for one reason or another, they failed to honor. A review of Front-desk records during the current peak period, when the hotel was fully booked, revealed the record of no-shows as shown in the below table:
	No-shows
	Probability
	Reservations
	Cumulative

	
	
	Overbooked
	Probability

	
	
	
	

	0
	0.05
	0
	0.00

	1
	0.19
	1
	0.05

	2
	0.17
	2
	0.24

	3
	0.15
	3
	0.41

	4
	0.12
	4
	0.56

	5
	0.10
	5
	0.68

	6
	0.09
	6
	0.78

	7
	0.07
	7
	0.87

	8
	0.03
	8
	0.94

	9
	0.02
	9
	0.97

	10
	0.01
	10
	0.99


Suppose that a vacant room (because of No Show) results in an opportunity loss of $ 55.

a) Calculate the Expected Number of No Show Rooms. (2 Points)
· Expected Number of No Show Rooms = (0 * 0.05) + (1 * 0.19) + (2 * 0.17) + (3 * 0.15) + (4 * 0.12) + (5 * 0.10) + (6 * 0.09) + (7 * 0.07) + (8 * 0.03) + (9 * 0.02) + (10 * 0.01) = 3.51 Rooms. 
b) Calculate the Expected Opprtunity Loss. (1 Point)

· Expected Opportunity Loss = 3.51 * 55 = $ 193.05
In order to avoid some of this loss, Yıldız Hotel’s management is considering an overbooking policy. Yet, if a guest holding a reservation is turned away (due to overbooking), other costs would be incured. Yıldız Hotel has made arrangements with a nearby hotel (BJK Hotel) to pay for the rooms of guests whom it cannot accommodate. Further, a penalty is associated with the loss of customer goodwill and the impact this has on future business. Management estimates this total loss to be approximately $ 120 per turned out guest.
c) Fill the below Overbooking Loss Table (3 Points)

	
	
	Reservations Overbooked

	No-shows
	Probability
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	0
	0.05
	0.00
	120.00
	240.00
	360.00
	480.00
	600.00
	720.00
	840.00
	960.00
	1,080.00
	1,200.00

	1
	0.19
	55.00
	0.00
	120.00
	240.00
	360.00
	480.00
	600.00
	720.00
	840.00
	960.00
	1,080.00

	2
	0.17
	110.00
	55.00
	0.00
	120.00
	240.00
	360.00
	480.00
	600.00
	720.00
	840.00
	960.00

	3
	0.15
	165.00
	110.00
	55.00
	0.00
	120.00
	240.00
	360.00
	480.00
	600.00
	720.00
	840.00

	4
	0.12
	220.00
	165.00
	110.00
	55.00
	0.00
	120.00
	240.00
	360.00
	480.00
	600.00
	720.00

	5
	0.10
	275.00
	220.00
	165.00
	110.00
	55.00
	0.00
	120.00
	240.00
	360.00
	480.00
	600.00

	6
	0.09
	330.00
	275.00
	220.00
	165.00
	110.00
	55.00
	0.00
	120.00
	240.00
	360.00
	480.00

	7
	0.07
	385.00
	330.00
	275.00
	220.00
	165.00
	110.00
	55.00
	0.00
	120.00
	240.00
	360.00

	8
	0.03
	440.00
	385.00
	330.00
	275.00
	220.00
	165.00
	110.00
	55.00
	0.00
	120.00
	240.00

	9
	0.02
	495.00
	440.00
	385.00
	330.00
	275.00
	220.00
	165.00
	110.00
	55.00
	0.00
	120.00

	10
	0.01
	550.00
	495.00
	440.00
	385.00
	330.00
	275.00
	220.00
	165.00
	110.00
	55.00
	0.00

	
	
	
	
	
	
	
	
	
	
	
	
	

	Expected
	---------
	$193.05
	$146.80
	$133.80
	$150.55
	$193.55
	$257.55
	$339.05
	$436.30
	$545.80
	$660.55
	$778.80

	Loss ($)
	
	
	
	
	
	
	
	
	
	
	
	


d) How many rooms shall be overbooked? Why ? (2 Points)
Having recourse to the above Overbooking Loss Table, Yıldız Hotel shall opt to overbook only 2 rooms. For, such a senario generates the least possible loss when compared to the other situations.

N.B: Your answers to parts a), b) c) & d) shall be rounded to the nearest cent.

6. What are some conflicting issues that might arise as far as Franchise Contracts are concerned? (2 Points)
Some conflicting issues that might arise as far as Franchise Contracts are concerned can be as follows:

· Royalty fees

· Profit / revenue / gross profit distribution

· Time of upgrade of franchisee’s facilities

· Sharing costs of upgrading franchisee’s facilities

· Degree of staturation of the market by one franchisee

· Degree of fanchisee autonomy

· Advertising and purchasing strategies

7. What is “Service Offshoring”? What advantage(s) or disadvantage(s) are associated with this very strategy? (3 Points)

“Service Offshoring” refers to a global service strategy of sending back-office activities overseas. It is the class of outsourcing that is distinguished by the foreign location of the outsourced provider. Some advantages of Service Offshoring might be:

· Save labor costs

· Get benefit of some communication / computer skills of overseas labor

· Beat the clock and provide a cheap 24-hour back service

On the other hand, some disadvantages might occur due to Service Offshoring:
· Quality problems

· Perception problems

· Investment costs (training, instilling a culture understanding, address adverse employee morale factors with the offshoring company...)

· Harder to control

8. Define Delphi Method. (2 Points)

Delphi Method is a forecasting method that uses a group of experts to arrive at a consensus about the future.

Good Luck
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