PLANNING AND EVALUATING FRONT OFFICE OPERATIONS
 Resources available to managers include people, money, time, materials, energy, and equipment.  All these resources are in limited supply.  An important part of a front office manager’s job involves planning how to apply these limited resources to attain the department’s objectives.  An equally important part of a front office manager’s job is evaluating the success of front office activities in meeting the department’s objectives.

Management functions

The process of front office management can be divided in to specific management functions.  Although specific front office management task vary from one hotel to another, fundamental management functions are similar in scope.  

Planning

Planning is probably the most important management functions performed in any business.  Planning is chalking out the future course of action; it is an exercise in problem solving and decision making. It helps to avoid confusion, uncertainties, risk and wastage. Without competent planning, the front office would be chaotic.  Without the direction and focus planning provides, the front office manager become overly involved with tasks that are unrelated to or inconsistent with accomplishing the department’s goal. A front office manager’s first step in planning what the F.O will accomplish is to define the department’s goal.  The front office manager should use these general goals as a guide to plan more specific, measurable objectives.  Planning also includes determine the strategies that will be used to attain the objectives. 
Organizing

Using the planned goals as a guide, a front office manager organizes the department by dividing the work among the F.O staff.  It involves identification of activities, grouping of activities delegation of authority and creation of responsibility. Work should be distributed so that everyone gets a fair assignment and all work can be completed in a timely manner. Organizing includes determining the order in which tasks are to be performed and establishing completion deadlines for each group of tasks.

Coordinating 

Coordinating involves bringing together and using the available resources to attain planned goals. A Front Office Manager must be able to coordinate the efforts of 
on time.  A manager’s ability to coordinate is closely to his or her other 
management skills, such as planning and organizing.

Staffing

Staffing involves recruiting applicants and selecting those best qualified for positions. Staffing also involves scheduling employees. Most front office managers develop staffing guidelines.  These guidelines are usually based on formulas for calculating the number of employees required to meet guest and operational needs under specified conditions.

Leading  

Leading is a complicating management skill that it exercised in a wide variety of situations, and is closely related to other management skills such as organizing, coordinating and staffing.  For a F.O manager, leadership involves overseeing, motivating, training, disciplining, and setting an example for the front office staff.  For example, to direct the work of others, a F.O manager must first analyze the work to be done, organize the tasks in a logical order, and consider the environment in which the tasks will be performed.  In addition, if the department is behind in getting the work done, the F.O manager steps in to the situations and assists until the workload is under control again.
Controlling 

Every F.O has a system of internal control for protecting the assets of the hotel.  However, internal control system work only when managers believe  the systems important and follow the establishment procedures for their use. The control process ensures that the actual results of operations closely match planned results.  The F.O managers also exercise a control function when keeping F.O operations on course in attaining planned goals.

Evaluating

Evaluating determines the extent to which planned goals are attained.  This task is frequently overlooked in many F.O operations, or is performed haphazardly.  Evaluating also involves reviewing and, when necessary, revising or helping to revise F.O goals.

The three important F.O planning functions are:
· Establishing room rates

· Forecasting room availability

· Budgeting for operations

 It concludes by examining various methods by which a F.O manager may evaluate
 the effectiveness of F.O operations.
Establishing Room Rates

A front office will almost always have more than one room rate category for each of its guest rooms. Room rate categories generally correspond to types of rooms that are comparable in square footage and furnishings. Differences are based on criteria such as room size, location, view, furnishings and amenities. Each room rate category is assigned a rack rate based on the number of persons occupying the room. The rack rate is the standard price determined by the front office management. 
The hotel fixes the room tariff keeping in mind the following factors:

· Competition : Rates must be competitive with other hotels of the same standard and providing almost similar services and facilities.

· Customers’ profile : The category of customers coming to the hotel must be considered, their reason for travel, paying capacity etc.

· Standards of service: The U.S.P. of the hotel should be kept in mind while deciding the room tariff. More the amenities, higher the standard, so also higher the room rate.

· Locality

Front office employees are expected to sell rooms at the rack rate unless the guest qualifies for an alternate room rate. Special rates are often quoted to groups and certain guests for promotional purposes during low occupancy periods. Special room rate categories include:

1. Package rates:  Packages offered by a hotel in combination of one or more products or services.  It is known as bundling.  A bundling entails pricing the package below the cost of purchasing the products separately.

e.g. Family package, beach package  

2. Season rate:  Season and resort hotels which usually have fluctuating demand, change their rate as per their seasonality and offer different rates for season and off-season.

3. Staff rate:  Under this scheme usually 50% discount on accommodation and 30% on food is given to staff of other units of same chain.

       Eg 
LeMeridien: 60% on RR        20% on food

4. Discounted Rates:  For publicity and promotion purposes influential people like company directors, decision makers, top executive and travel writers may be given a reduced rate, but such discounts should be authorized by a senior member of the management.

5. Membership Rates:  Members of certain organizations, clubs, International Airport Authority gets membership rates TAAI, FHRAI 30%

6. Company Volume Guaranteed Rates:  Contracted rates between a company and a hotel.  IT depends on the volume of business given by the company.  It varies with season.

7. Crew Rates:  Highly discounted rates given to crew members for business throughout the year.

8. Crib Rates:  Special rates applicable to children below 12 years accompanying their parents.

9. Group Rates:  Reduced or discounted rates given to a group (15+).  Groups of 15-30 pax will earn their tour leader 1 complementary room.  Groups for 31-45 pax will earn 2 complimentary room.

10. Extra Bed Rates:  Rate for the extra bed for a pax (usually ¼ of the room rate).

11. Weekday / weekend days : For example, on a hill station, where the guests are more from Friday to Sunday, the rates may be higher and from Monday to Thursday, the rates may be lower.

The front office manager must be sure that the sale of rooms at special rates is rigidly controlled. Special rates represent discounts from the rack rate and therefore may adversely affect the average room rate and room revenue.

Room rates often serve as  a market positioning statement since they directly reflect service expectations to the hotel’s target market. Room rate positioning can be critical to a hotel’s success.

The three popular approaches to pricing rooms are : the market condition approach, the rule of thumb approach, and the Hubbart Formula.

Market Condition Approach
This approach is the common sense approach. Management looks at comparable hotels in the geographical market and sees what they are charging for the same product. The thought behind this is that the hotel can charge only what the market will accept, and this is usually dictated by competition.

There are many problems with this approach. First, if the hotel is new, construction costs will most likely be higher than those of the competition. Therefore the hotel cannot be as profitable as the competition initially. Second, this approach does not take the value of the property into consideration. With the property being new and perhaps having newer amenities, the value of the property to guests can be greater. Market condition approach may not take fully into account what a strong marketing effort may accomplish.

Rule of thumb Approach

The rule of thumb approach sets the rate of a room at $1 for each $1000 of constructions and furnishing cost per room, assuming 70% occupancy.

The emphasis placed on the hotel’s construction costs fail to consider the effects of inflation. This approach also fails to consider the contribution of other facilities and services towards the hotel’s desired profitability. If an occupancy percentage lower than 70% is expected, the hotel will have to capture a higher average rate to generate the same amount of room revenue.
 Hubbart formula approach:

( This  approach considers operating costs, desired profits, and expected number of rooms sold (i.e. demand). The Hubbart Formula is considered a bottom-up approach to pricing rooms because its initial item – net income or profit – appears at the bottom of the income statement. 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, property 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. The Hubbart Formula in essence places the overall financial burden of the hotel on the rooms department.
g) Determine the rooms department revenue. The required rooms department income, plus rooms dept. Direct expenses of payroll and related expenses plus other direct operating expenses, equals the required rooms department revenue. 

h) 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.

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

Forecasting room availability
The most important short term planning performed by front office managers is forecasting the number of rooms available for sale on any future date.  Room availability forecast are used to help manage reservations process and to guides front office staff in effective rooms management.  Forecasting may be especially important on nights when full house is possible.

A room availability forecast can also be used as occupancy forecast.  Since there is a fixed number of rooms in the hotel, forecast the number of rooms available for sale and the number of rooms expected to be occupied forecast the occupancy percentage expected on a given date.  The forecasted availability and occupancy numbers are very important to the daily operations of the hotel.  Room occupancy forecasts can be useful to the F.O manager attempting to schedule the necessary number of employees for an expected volume of business.  These forecasts may be helpful to other hotel department manager’s as well.  For Eg: The house keeping department needs to know how many rooms are expected to be occupied to properly scheduled room attendant.  Restaurant manager need to know the same information to better schedule service staff.  The chef needs this figure to determine how much food to order for the restaurant.

Obviously, a forecast is only as reliable as the information on which it is based.  Since forecast can serve as a guide in determining operating costs, every effort should be made to ensure forecasting accuracy.    

Forecasting is a difficult skill to develop.  The skill is acquired through experience, effective record keeping, and accurate counting method.  Experience F.O managers have found that several types of information can be helpful in room availability forecasting:

· A thorough knowledge of the hotel and its surroundings area.

· Market profiles of the customers.

· Occupancy data for the past several months and for the same period of the previous year.

· Reservation trends and history of reservation lead times.( how far in advance in reservation are made.)

· Listing of special events scheduled in the surrounding area.

· Business profiles of specific groups booked for the forecast dates.

· The Number of Non guaranteed and guaranteed reservations and an estimate of the number of expected No- shows.

· The percentage of rooms already reserved and a cut – off- date for room blocks held for the forecast dates.

· The impact of citywide or multi hotel group and their potential influence on the forecast dates.

· Plans for remodeling or renovating the hotel that would change the number of available rooms.

· Construction or renovating plans for competitive hotels in the area.

Forecasting data 

The process of forecasting room availability generally relies on historical occupancy data.  To facilitate forecasting the following daily occupancy data should be collected.
· Number of expected room arrivals.

· Number of expected room walk-ins.

· Number of expected room stays overs.

· Number of expected room No- shows.

· Number of expected room under stays.

· Number of expected room Checkouts.

· Number of expected room overstays.

Some hotels with a very high double occupancy percentage may be as concerned with 

guest counts as room counts.  For example ; A hotel with a large amount of group business where there are usually two guest per room may want to forecast guest as well as room count activity. 

Overall these data are important to room availability forecasting since they are used as calculating various daily operating ratios that help determined number of available room for sale.  Ratios are mathematical expressions of a relationship between two numbers that results from dividing one by the other.  Most statistical ratios that apply to F.O operations are expressed as percentage.  The ratios examined in the following sections are percentages of No- shows, Walk-ins, under stays and Overstays.   Without consistency forecasting ratios and operations performance will be difficult.  
Percentage of No- shows.  It indicates the proportion of reserved rooms that the expected guest did not arrive to occupy on the expected arrival date.  This ratio helps the F.O manager decide when to sell rooms to walk in guests.


The percentage of No- shows is calculated by dividing the number of room no-shows for a specific period of time(day, month, or year) by the total number of room reservations for the same period.  


Percentage of No- Shows
=
Number of Room No- Shows






Number of Room Reservations

Some properties track No- shows statistics in relation to guaranteed or non guaranteed reservations.  Non guaranteed reservations typically have a higher No- show percentage than guaranteed reservations since the potential guest has no obligation to pay if he or she does not register.  Properly forecasting no show room also depends on the hotels mix of business. For example corporate groups generally have a much lower no show percentage than other types of group or individual business.  A hotel with a large corporate meetings market will most likely have a very low no show percentage. Conversely a hotel that does little group business may tend to have a higher no show percentage overall.  

Percentage of walk-ins.  It is calculated by dividing the number of rooms occupied by walk ins for a period by the total number of rooms arrival for the same period.  


Percentage of walk-ins
=
Number of room walk ins   







Total number of rooms arrivals

Walk in guest occupied available rooms that are not held for guest with reservations.  Often hotels can sell rooms to walk in guest at a higher rate since these guest may have less opportunity to consider alternate properties.  F.O agents are often ask to show a guest room to a walk in guest which is much more effective than trying to sell rooms over the phone.  Walk in guest sales helps to improve both occupancy and room revenue.  However from a planning perspective it is always considered better to have reservations in advance than to count on walk in traffic.  
Percentage of Overstays.   It represents rooms occupied by guest who stay beyond their originally scheduled departure dates.  Overstays may have arrived with guaranteed or Non guaranteed reservations or as walk-ins.  Overstays should not be confused with stay overs.  Stay over rooms are rooms occupied by guest who arrived to occupy a room before the day in question and whose scheduled departure date is in until after the day in question. 

The percentage of overstays is calculated by dividing the number of overstay room for a period by the total number of expected room checkouts for the same period.  The number of expected room checkouts equals the number of actual checkouts on the books –understays + Overstays.


Percentage of overstay
=
Number of overstay rooms







Number of expected checkouts
To help regulate room overstays F.O agents are trained to verify an arriving guest’s departure date at check in.  Such verification can be critical especially when the hotel is at or near full occupancy and there are no provisions for overstay guest.  

Percentage of under stay.   It represents rooms occupied by guest who checkouts before their scheduled departure date.

Percentage of under stay
=
Number of under stay room

 




Number of check outs
Guest leaving before their stated departure date create empty room that typically are difficult to fill.  Thus under stay rooms tend to represent permanently lost room revenue. Over stays on the other hand are guest are staying beyond their stated departure date and may not harm room revenue.

To regulate under stay & over stay room:
· Confirm or reconfirm each guest departure date at registration.

· Present an alternate guest room reservation card to a registered guest explaining that an arriving guest holds a reservation for his or her room.

· Contact potential over stay guest about their scheduled departure date to confirm their intention to check out.  Room occupancy data should be examine each day.  Guest who have not left by checkout time should be contacted and asked about their departure intentions.

Forecast formula:



Total number of guest rooms
· Number of out of order rooms 

· Number of room stay overs

· Number of room reservations

+
Number of room reservations X   Percentage of No- shows 

+
Number of room under stays

· Number of room overstays.

=
Number of rooms available for sale

Note:
 Walk ins are not included because the number of walk- ins in a hotel can accept is determined by the number of rooms available for sale. 

Sample forecast forms

The F.O may prepare several different forecast depending on its needs. Occupancy forecast are typically developed on a monthly basis and review by food and beverage and rooms division management forecast room revenue, project expenses and develop labor schedule.  

Types of Forecasts
· Daily forecast / three day forecast

· 10 day forecast

· Monthly forecast

· Quarterly and half yearly forecast

· Annual forecast
Ten day forecast

The ten day forecast at most lodging properties is developed jointly by the F.O manager and the reservation manager, possibly in conjunction with a forecast committee.  A ten day forecast usually consists of 

· Daily forecasted occupancy figures including room arrivals, room departures, room sold and number of guests.

· The number of group commitments with a listing of each groups name, arrival, and departure date, number of room reserved, number of guests, and perhaps quoted room rates. 
· A comparison of the previous period’s forecasted and actual room counts and occupancy percentages.  This forecast usually includes the expected number of guest which is often referred to as the housecount.

Three-day forecast 

It is an updated report that reflects more current estimate of room availability. It details any significant changes from the ten day forecast.  The three day forecast is intended to guide management in fine tuning labor schedule adjusting room availability information.  

Room Count Consideration

Control books, charts, computer application, projections, ratios and formulas can be essential in short and long range room count planning.   Each day the F.O performs several physical counts of rooms occupied, vacant, reserved, and due to checkout, to complete the occupancy statistics for that day.  A computerized system may reduced the name for the most final counts, since the computer can be programmed to continually update room availability information.  It is important for F.O agents to know exactly how many rooms available especially if the hotel expects to operate near 100% occupancy.  Once procedures for gathering room count information are established, planning procedures can be extended to longer periods of time to form a more reliable basis for revenue, expense, and labor forecasting. 
Evaluating Front Office Operations

Evaluating the results of F.O operations is an important management function.  Successful F.O managers will evaluate the results of department activity on a daily, monthly, quarterly and yearly basis.  This is done using the following tools.

1. Daily operations report/ Manager’s report/Daily revenue report

It is a summary of hotel’s financial activities during a twenty four hour period

 This provides a means of reconciling cash, bank accounts, revenue and accounts receivable.  It is structured to meet the needs of individuals hotel properties. Room statistics and occupancy ratio form part of this report.  The information provided by this report is not restricted to the F.O manager or hotel G.M..  Copies of this report are generally distributed to all departments and division manager. 

2. Occupancy Ratios
It measures the success of a F.O in selling guest rooms.  Can be calculated using the number of rooms available for sale, number of room sold, number of guest, number of guest per room and net room revenue.  Following are the different occupancy ratios

· Occupancy percentage 
· Average daily rate 

· Multiple or double occupancy ratio

· Average rate per guest.

Occupancy percentage


Occupancy percentage 
=
No. of rooms occupied 







No. of rooms available

It indicates the proportion of rooms either sold or occupied to number of rooms available during a specific period of time. Some hotels use the no. of rooms sold while others use the no. of rooms occupied both of which are valid. Out of order rooms may or may not be included depending upon the policy of the hotel.
Multiple occupancy ratio.

Multiple occupancy percentage=
No. of rooms occupied by more than one guest







No. of rooms occupied

It is used to forecast F&B revenue, to indicate clean linen requirements and to analyze average daily room rate.  Is also called occupancy multiplier or multiple occupancy factor.

Average daily rate(ADR) 

Average daily rate

=
Rooms revenue







No. of  rooms sold

It is also called average house rate.

Average rate per guest (ARG)
Average rate per guest
=
Rooms revenue







No. of guests


This rate is normally based on every guest in the hotel including children.

3. Rooms revenue Analysis

 Room rate variance reports list those rooms that have been sold at other than their rack rate.  With this report the F.O management can review the use of various special rates to determine whether the staff have followed all appropriate F.O policies and procedures.  One way for the F.O managers to evaluate the effectiveness of the F.O staff in selling rooms is to look at the yield statistic, which is actual rooms revenue as a percentage of potential rooms revenue.( the amount of rooms revenue that can be generated if all the rooms in the hotel are sold at rack rate on a given day or week or month or year)



Yield statistic
=
Actual room revenue






Potential room revenue.

4. Hotel Income Statement

It provides important financial information about the results of hotel operations for a given period of time.  Since the statement of income reveals the amount of net income for a given period it is one of the most important financial statement used by management to evaluate the overall success of operations.  The hotel income statement relies in part on detail F.O information that is supplied through the rooms division income statement. 
Rooms division information appears on the first line. The amount of income generated by the rooms division is determined by subtracting payroll and other expenses from the room revenue.

5. Rooms division income statement

It is the separate departmental income statement prepared by each revenue centre providing more details.  Departmental income statements are called schedules and are referenced on the hotel’s statement of income.  The room division schedule is generally prepared by hotel accounting division not by the F.O accounting staff. By carefully reviewing the rooms division income statement the F.O manager may be able to develop action plans to improve the divisions financial conditions and service.

6. Rooms division budget report 

It is prepared by the hotel accounting division to compare actual revenue and expense figures with budgeted amounts.  It can provide timely information for evaluating F.O operations.  F.O performance is often judged according to how favorably the room division monthly income and expense figures compare with budgeted amounts.  A typical budget report format should include both monthly variance and year to date variances for all budget items.  The F.O managers are more likely to focus on the monthly variance since year to date variances merely represent the accumulation of monthly variances.

	
	Favorable variance
	Unfavorable variance

	Revenue
	Actual exceeds budget
	Budget exceeds actual

	Expenses
	Budget exceeds actual
	Actual exceeds budget


Any budgeting process, no matter how sophisticated, is unlikely to be perfect.  F.O managers should not analyze every variances.  Only significant variances require management analysis and action.  The hotel G.M. and control can provide criteria by which the F.O manger can determined which variances are significant.

7. Operating ratios 

 It assists managers evaluating a success of F.O operations.  Operating ratios should be compared against proper standards, for eg; budgeted percentages.  Any significant differences between actual and budgeted labor cost percentage must be carefully investigated since payroll and related expenses represent the largest single expense category.  Any significant differences should be highlighted and explained in the remarks section.  

8. Ratio standards

Operating ratios are meaningful only when compared against useful criteria such as planned ratio goals, corresponding historical ratios, and industry averages.

Ratios are best compared against planned ratio goals.  For example a F.O manager may more effectively control labor and related expenses by projecting a goal for the current months labor cost percentage that is slightly lower than the previous month’s.  The expectation of a low labor cost percentage may reflect the F.O manager’s efforts to improve scheduling procedures and other factors related to the cost of labor.  By comparing the actual labor cost percentage with the planned goal, manager can assure the success of his/ her efforts to control labor costs.  Industry averages may also provide the useful standard against which to compare operating ratios.  These industry averages can be found in publication prepared by the national accounting firms and trade associations serving the hospitality industry.  When ratios vary significantly from planned goals, previous results or industry averages, they indicate that problems may exist. 
Suggested reading

· Principles of Hotel Front Office Operation – Sue Baker, Jeremy Huyton, Pam Bradley

· Hotel Front Office Management: James A. Bardi

· Managing front office operations: Michael L. Kasavana, Richard M. Brooks

· Back office operations and administration: Dennis L. Foster


[image: image1.png]



647.94/MS/AUG 2020


NO:  [12 ] / S-5 / BHM








PAGE  
1

