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· WHAT ARE KEY PERFORMANCE INDICATORS (KPIS)?
Key Performance Indicators (KPIs) are quantifiable measures that can be used to track the progress of a hotel business in achieving important goals and objectives.

· WHY SHOULD A HOTEL UTILISE KPIS?
A hotel should make use of a variety of KPIs to analyse performance across the business. KPIs should indicate the performance of the hotel across all areas of business activity. By using comparable, accurate and relevant KPIs, those who are responsible for resources within a hotel can identify trends as they emerge, and respond quickly to changing business conditions. KPIs also provide a basis for measuring the performance of those who are responsible for resources within a hotel.

· WHAT KPIS SHOULD BE USED BY A HOTEL?

A hotel should make use of a variety of both financial and non-financial KPIs to analyse the performance of the hotel across all areas of business activity. While hotel businesses are similar in many ways, there are unique aspects to every hotel property. The KPIs utilised by each hotel should reflect this individuality and measure what is important to the hotel.

· WHAT ARE BALANCE SHEET KPIS? 

Balance Sheet KPIs, e.g. Acid Test Ratio and Gearing Ratio, report on the business liquidity, financing and capital investment of the hotel. This guide lists and explains many of the principal Balance Sheet financial KPIs commonly used in hotel businesses.

· WHAT APPROACH SHOULD BE ADOPTED WHEN MEASURING KPIS?
KPIs should be used in conjunction with and to complement existing hotel measuring systems. For KPIs to be effective on a recurring basis, managers need to assess what insight a KPI is providing. The reporting facilities in many computerised accounting systems can be used to support the production of detailed Profit & Loss Accounts and Balance Sheets, as well as incorporating a range of KPIs into their reporting formats.

· WHEN KPIS ARE MEASURED, HOW SHOULD THEY BE USED?
KPIs should be used frequently to measure operational day-to-day hotel performance and to measure the achievement of strategic objectives. Business managers should translate business goals and objectives into measurable targets for each business element. Actual performance should be measured against these targets. This comparison process and internal benchmarking should occur at regular intervals. External benchmarking should also take place. Use the Hotel Benchmarking Tool (http://www.businesstools.failteireland.ie/Accommodation/Hotels/Benchmarking-tool.aspx) to compare your hotel's trading performance with the averages being achieved in the hotel sector.




BALANCE SHEET FINANCIAL KPIS COMMONLY USED IN HOTEL BUSINESSES 
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Working Capital Management
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Reflects the return generated on

Return on Investment - he investment made in the
Capital Employed ompany.

Profit Before Tax

= Retumn on investment is a commonly used KPI to show the performance from the equity investors’ perspective.
= Smaller owner managed businesses must also consider the value of salaries taken from the hotel when evaluating the return
generated.
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Total Revenue his KPI reflects the capabilty of

Fixed Assets Turnover he fixed assets of the business to

Total Non-Current Assets

generate sales revenue.

= Hotels require a large fixed capital investment which takes a considerable length of time to recoup. This KPI is useful in monitoring
the performance of existing capital investments and in critiquing the potential for future developments.
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Stock Value (F&B) * _365
Direct Cost of F&B Goods Sold 1

Stock Turnover Days

= This KPLis best used if a hotel applies it on a departmental basis. Variations will exist between the different departments in terms of
the amount of times stock can be tumed over.

= If stock is tumed over less frequently this may indicate that stock levels are too high and ordering is not in line with demand.
= Hotels should try and hold the optimum amount of stock to ensure there are no stock outages, but also to prevent excessive cash
resources being tied up in holding stock which is not immediately required.
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w This indicator is best used if the sales figure includes only sales on credit. This may not always be possible.
= Often hotels are fortunate to have relatively low debtor balances relative to the level of sales activity. This is because a significant
portion of the sales are made by cash or credit card. However, hotels should stil try to minimise the average debtor days and

ensure customers stay within their credit terms provided to them.

= Hotels should ensure that third party distributors (e.g. Expedia & Travelocity), pay as per the terms and con
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= While hotels wish to maximise the amount of available credit on offer they should not exceed the terms and conditions of the credit
offered. In addition hotels should not become over-reliant on large amounts of credit from suppliers as this can be withdrawn easily.
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Current Assets (excl. Stock): Current Liabilities his KPI reflects the current

liquidity of the company.

= It is commonly held that an acid test ratio of 1:1 (that s, €1 of current assets excluding stock should match €1 of current liabilities)
is appropriate for most businesses and industries. This KPI is a measure of the abity of the hotel to pay its current liabilties in ful,
as they fall due for payment, out of cash or near-cash assets such as debtors,
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Current Assets : Current Liabilities liquidity of the business, but
lependent on the ability to turn
to cash at short notice’

Current Ratio

= It is commonly held that a current ratio of 2:1 (that s, €2 of current assets including stocks should match €1 of current liabilties) is
appropriate for most businesses and industries.

w This is a variation of the Acid Test Ratio in tha cludes stock as an asset that can be tumed into cash at short notice. To protect
the liquidity of the business, it is important that stock levels are managed efficiently.
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Debt & Equity Capital *1

= *1 Debt Capital (e.g. Bank Borrowings) which is due in more than 12 months.
= The gearing ratio reflects the relationship between debt capital (eg bank borrowings) and equity capital (eg shareholders funds).

= If the hotel operator owns the land and buildings, the balance sheet will reflect a larger capital investment to finance these assets.
Both equity and debt capital have a cost, whether it be dividends or interest. There are advantages to both forms of capital,
however, and particularly in difficult economic times hotels should be trying to minimise the amounts of debt on their balance sheet
to reduce the related risk.
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Profit Before Interest & Tax

Interest Co
nterest Cover Interest Charge

The amount of available profits
before tax to cover the interest
charge.

= This KPI reflects the capability of the business to service the interest cost arising. Low levels of interest cover will liely limit the

ability of the business to raise additional debt.
= Loan agreements often require that a certain interest cover is maintained. Borrowers should be a
which apply to loan agreements.

ware of all terms and conditions
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