17/05/13
61 348 Service Operations Management
Final Exam Answer Sheet
1. Salah is the general manager of “Acil Şifalar Olsun” private hospital. He recently observed an increase in the number of complaints placed by patients and their families. He decided to investigate the matter. He called unit heads, doctors, nurses and supervisors for an urgent meeting and requested that they thoroughly brainstorm reasons of the complaints within 5 days. When reports came, Salah grouped possible problems, (along with frequencies) in the following table:
	Problem Area
	Frequency

	
	

	Lack of motivation
	42

	Misbehavior of nurses
	25

	Dirty rooms
	14

	Sanitation problems
	19

	Lower salaries
	36

	Erroneous diagnosis
	04


a) Prepare a Pareto Chart for the above data. (2 Points)
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b) As “Lack of motivation” problem had the highest frequency amongst the other problems, Salah decided to tackle this first. He contracted with an international coaching company to re-orient employees and increase their morale. After 8 weeks, he wanted to see if there are any improvements in motivation levels. To see this, he decided to use run chart. He prepared the following table depicting monthly related guests’ complaints (before / after holding motivation sessions. The following table reveals the results:
	Week
	Guest Complaints (Before)
	Guest Complaints (After)

	
	
	

	1
	15
	12

	2
	22
	12

	3
	18
	10

	4
	23
	9

	5
	16
	8

	6
	18
	6

	7
	20
	4

	8
	24
	2


Prepare a run chart to compare guest complaints before and after retraining employees and approval of new remuneration system. (2 Points)
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c) Analyze the finding in part b). Is there any improvement as far as guest complaints are concerned after re-orienting employees and increasing their morale? If there is an improvement, what is the next problem that Salah shall try and solve? (1 Point)
As can be seen from run chart, there is an improvement as far as guest complaints are concerned after re-orienting employees and increasing their morale. Moreover, the next problem to be solved is “Lower salaries.”
2. Using the Service Profit Chain, explain thoroughly how satisfied employees lead to profitability and growth of company. (4 Points)

Profitability and revenue growth are derived from loyal customers. Loyal customers, in turn, result from satisfaction that is influenced by the perceived value of the service. Satisfied, committed, capable, and productive employees create service value. Satisfied and loyal employees begin with selection and training, but require investment in information technology and other workplace support that allow decision-making latitude to serve customers.
3. During the past season, Demirci Resort 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 Resort Hotel was fully booked, revealed the record of no-shows as shown in the below table:
	No-shows
	Probability
	Reservations Overbooked
	Cumulative Probability

	
	
	
	

	0
	0.08
	0
	0.00

	1
	0.09
	1
	0.08

	2
	0.06
	2
	0.17

	3
	0.05
	3
	0.23

	4
	0.12
	4
	0.28

	5
	0.14
	5
	0.40

	6
	0.20
	6
	0.54

	7
	0.12
	7
	0.74

	8
	0.08
	8
	0.86

	9
	0.04
	9
	0.94

	10
	0.02
	10
	0.98


Suppose that a vacant room (because of No Show) results in an opportunity loss of $ 60. 

a) Calculate the Expected Number of No Show Rooms. (2 Points)
· Expected Number of No Show Rooms = (0 * 0.08) + (1 * 0.09) + (2 * 0.06) + (3 * 0.05) + (4 * 0.12) + (5 * 0.14) + (6 * 0.20) + (7 * 0.12) + (8 * 0.08) + (9 * 0.04) + (10 * 0.02) = 0 + 0.09 + 0.12 + 0.15 + 0.48 + 0.70 + 1.20 + 0.84 + 0.64 + 0.36 + 0.20 = 4.78 Rooms.

b) Calculate the Expected Opportunity Loss. (1 Point)

· Expected Opportunity Loss = 4.78 * 60 = $ 286.80.
In order to avoid some of this loss, Demirci Resort Hotel management is considering an overbooking policy. Yet, if a guest holding a reservation is turned away (due to overbooking), other costs would be incurred. Demirci Resort Hotel has made arrangements with a nearby Resort Hotel (Uçan Resort 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 $ 150 per turned out guest.
c) Fill the below Overbooking Loss Table (3 Points)
	
	
	Reservations Overbooked

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

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	0
	0.08
	0.00
	150.00
	300.00
	450.00
	600.00
	750.00
	900.00
	1,050.00
	1,200.00
	1,350.00
	1,500.00

	1
	0.09
	60.00
	0.00
	150.00
	300.00
	450.00
	600.00
	750.00
	900.00
	1,050.00
	1,200.00
	1,350.00

	2
	0.06
	120.00
	60.00
	0.00
	150.00
	300.00
	450.00
	600.00
	750.00
	900.00
	1,050.00
	1,200.00

	3
	0.05
	180.00
	120.00
	60.00
	0.00
	150.00
	300.00
	450.00
	600.00
	750.00
	900.00
	1,050.00

	4
	0.12
	240.00
	180.00
	120.00
	60.00
	0.00
	150.00
	300.00
	450.00
	600.00
	750.00
	900.00

	5
	0.14
	300.00
	240.00
	180.00
	120.00
	60.00
	0.00
	150.00
	300.00
	450.00
	600.00
	750.00

	6
	0.20
	360.00
	300.00
	240.00
	180.00
	120.00
	60.00
	0.00
	150.00
	300.00
	450.00
	600.00

	7
	0.12
	420.00
	360.00
	300.00
	240.00
	180.00
	120.00
	60.00
	0.00
	150.00
	300.00
	450.00

	8
	0.08
	480.00
	420.00
	360.00
	300.00
	240.00
	180.00
	120.00
	60.00
	0.00
	150.00
	300.00

	9
	0.04
	540.00
	480.00
	420.00
	360.00
	300.00
	240.00
	180.00
	120.00
	60.00
	0.00
	150.00

	10
	0.02
	600.00
	540.00
	480.00
	420.00
	360.00
	300.00
	240.00
	180.00
	120.00
	60.00
	0.00

	
	
	
	
	
	
	
	
	
	
	
	
	

	Expected
	-------
	$286.80
	$243.60
	$219.30
	$207.60
	$206.40
	$230.40
	$283.80
	$379.20
	$499.80
	$637.20
	$783.00

	Loss ($)
	
	
	
	
	
	
	
	
	
	
	
	


d) How many rooms shall be overbooked? Why? (2 Points)
According to the above overbooking loss table, 4 rooms shall be overbooked, since, this very scenario yields the least expected loss.
N.B: Your answers to parts a), b) c) & d) shall be rounded to the nearest cent.
4. What is “Yield Management”? What are the characteristics of “Services” that favor yield management? (3 Points)
Yield Management is a comprehensive system to maximize revenue for capacity-constrained services using reservation systems, overbooking, and partitioning demand. The characteristics of services that favor yield management are as follows:
· Relatively fixed capacity

· Ability to segment markets

· Perishable inventory

· Service sold in advance

· Fluctuating demand

· Low marginal sales costs

· High marginal capacity change costs

5.  One of the big problems with “Service diversification” is losing focus. What strategy can service operations companies chose to overcome this problem? How does this very strategy work? (2 Points)

In order to overcome losing focus problem encountered in “Service diversification”, service operation companies can use “Concentric Diversification” strategy which limits expansion to services with synergistic logic around the core service.
6. What does “Importing Customers” mean? What are some of the management issues / challenges that need to be considered while using this very Global Service Strategy? (3 Points)

“Importing customers” is a global service strategy that attracts customers to an existing site rather than building sites overseas. Some of the management issues / challenges associated with this very global service strategy are as follows:
· Willingness of customer to travel to service location
· Location specifications of the service

· Foreign language skills requirements

· Culture sensitivity of customer-contact employees

· Transportation infrastructure and logistics management

Good Luck
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Statistics

		

				Problem Area		Frequency				Problem Area		Frequency

				Lack of motivation		42				Lack of motivation		42

				Misbehavior of nurses		25				Lower salaries		36

				Dirty rooms		14				Misbehavir of nurses		25

				Sanitation problems		19				Sanitation problems		19

				Lower salaries		36				Dirty Rooms		14

				Erroneous diagnosis		4				Erroneous diagnosis		4

		a)

				Week		Guest Complaints (Before)		Guest Complaints (After)

				1		15		12

				2		22		12

				3		18		10

				4		23		9

				5		16		8

				6		18		6

				7		20		4

				8		24		2
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				No-shows		Probability		Reservations Overbooked		Cumulative Probability

				0		0.08		0		0.00				0.00

				1		0.09		1		0.08				0.09

				2		0.06		2		0.17				0.12

				3		0.05		3		0.23				0.15

				4		0.12		4		0.28				0.48

				5		0.14		5		0.40				0.70

				6		0.20		6		0.54				1.20

				7		0.12		7		0.74				0.84

				8		0.08		8		0.86				0.64

				9		0.04		9		0.94				0.36

				10		0.02		10		0.98				0.20

						1.00

				Opp. Loss		$60.00								4.78		$286.80

				Turned Away		$150.00





		

								Reservations Overbooked

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

				0		0.08		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00		1,200.00		1,350.00		1,500.00

				1		0.09		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00		1,200.00		1,350.00

				2		0.06		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00		1,200.00

				3		0.05		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00

				4		0.12		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00

				5		0.14		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00

				6		0.20		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00

				7		0.12		420.00		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00

				8		0.08		480.00		420.00		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00

				9		0.04		540.00		480.00		420.00		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00

				10		0.02		600.00		540.00		480.00		420.00		360.00		300.00		240.00		180.00		120.00		60.00		0.00

				Expected		---------		$286.80		$243.60		$219.30		$207.60		$206.40		$230.40		$283.80		$379.20		$499.80		$637.20		$783.00

				Loss ($)

						100.00%

				Opp. Loss		$60.00

				Turned Away		$150.00
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				Single Location

				Multisite
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				No-shows		Probability		Reservations Overbooked		Cumulative Probability

				0		0.08		0		0.00				0.00

				1		0.09		1		0.08				0.09

				2		0.06		2		0.17				0.12

				3		0.05		3		0.23				0.15

				4		0.12		4		0.28				0.48

				5		0.14		5		0.40				0.70

				6		0.20		6		0.54				1.20

				7		0.12		7		0.74				0.84

				8		0.08		8		0.86				0.64

				9		0.04		9		0.94				0.36
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						1.00

				Opp. Loss		$60.00								4.78		$286.80

				Turned Away		$150.00
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				0		0.08		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00		1,200.00		1,350.00		1,500.00

				1		0.09		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00		1,200.00		1,350.00

				2		0.06		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00		1,200.00

				3		0.05		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00		1,050.00

				4		0.12		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00		900.00

				5		0.14		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00		750.00

				6		0.20		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00		600.00

				7		0.12		420.00		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00		450.00

				8		0.08		480.00		420.00		360.00		300.00		240.00		180.00		120.00		60.00		0.00		150.00		300.00
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				Expected		---------		$286.80		$243.60		$219.30		$207.60		$206.40		$230.40		$283.80		$379.20		$499.80		$637.20		$783.00
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