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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 PROFIT AND LOSS ACCOUNT KPIS?
Profit and Loss Account KPIs, e.g. Room Occupancy and Gross Margin – Food (On Direct Costs), report on the performance and efficiency of the hotel. This guide lists and explains the principal financial Profit and Loss Account KPIs commonly used in hotels.

· 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.


PROFIT AND LOSS KPIS COMMONLY USED IN HOTEL BUSINESSES
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Profitability


Hotel Operating Profit as % of Revenue







Overhead Management


Undistributed Overheads as a Percentage of Total Revenue


Utility Costs as a Percentage of Revenue








Revenue Management


Revenue Mix







Rooms Management


Room Occupancy


Average room rate


RevPAR  (Revenue per available room)


Room cost per occupied room










Food & Beverage Management


Gross margin - food                        (on direct costs)


Gross margin - beverage                      (on direct costs)








Department Profitability


Individual Departmental Profitability







Payroll Management


Departmental Payroll Cost Efficiency
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his KPI reflects the proportion of
one department’s revenue as a
percentage of total revenue.

Departmental
Revenue Mix

Department Revenue * _100
Total Revenue 1

m This KPLis useful for monitoring not only the sales performance of each department as a percentage of overall sales, but also the
relationship between the different departments.
= The performance of one department will impact others.
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This KPI provides a percentage of
rooms sold during the relevant
period.

Quantity of Rooms Sold * _100
Quantity of Rooms Available 1

Occupancy

) Occupancy reflects the level of room sales at the rates on offer. Hotels should obviously be trying to maximise their levels of
occupancy but not at the expense of the overall rooms revenue yield.

= When examining occupancy levels hotels should be conscious of how they are distributing stock. Achieving high occupancy by seling
through certain intermediates will incur high commissions and should be avoided i possible.

= Hotels should be conscious of who they are seling stock to as certain guests will have a higher propensity to spend in different
outlets of the hotel. Focus should be directed towards attracting guests who provide the highest overall spend.
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This KPI provides an average rate
for all the rooms sold in the
relevant period.

Average Room Rate
(ARR)

Total Rooms Revenue (€) —
Quantity of Rooms Sold

=) This is a useful KPI which should be monitored in conjunction with the levels of occupancy. Hotels should try and monitor the
different ARR achieved for each customer segment.

m Hotels should be constantly monitoring their competition to ensure that the relevant variances in room prices are appropriate to the
product being offered.
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Revenue per Available mm)
Room (RevPAR)

Total Rooms Revenue (€)

Quantity of Available Rooms

This KPI combines the ARR and the,
9% occupancy to provide one single
metric to reflect the performance of
hotel room sales given the

resources of the hotel.

=) This can also be calculated by multiplying the ARR by the % occupancy.

= RevPAR is a very useful KPI for comparison purposes. However, examining movements in RevPAR will require reference to the ARR
and the occupancy level to understand the reason for the movement.
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This KPI provides the direct cost for
each room which was occupied
during the relevant period.

Rooms Dept. Cost

Quantity of Rooms Sold

m» This is a useful KPI because it reflects the cost efficiency of the rooms department. While the labour element of the cost base in the
rooms department is semi-fixed, the other remaining costs such as consumables should be largely responsive to changes in the level
of demand. If this KP1 is not following a similar trend to occupancy level this must be investigated for errors in reporting or for the.
inefficient use of resources.
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his KPI provides the margin that is
generated on food products sold.
Direct costs exclude payroll

Total Food Revenue - Direct Costs

Gross Margin on Food ™

Total Food Revenue

= This KPI examines the direct food costs against food sales revenue. To some extent this margin wil fluctuate as sales demand varies.
In periods of low demand there may be additional wastage, while in periods of high demand there may be greater purchasing power.

= The price of certain food produce tends to fluctuate noticeably over the course of the year. When examining movements in this KP,
fluctuations should be attributed to either intemal or extemal factors. Unexplained variances in this margin may indicate the inefficient
use of inventory.
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. his KPI provides the margin that is
generated on beverage products
old. Direct costs exclude payroll

Gross Margin on Total Beverage Revenue - Direct Costs

Beverage Total Beverage Revenue

= Similar to the food margin it would be expected that the beverage margin would be relatively constant. Variances may be explained
by greater purchasing power, promotional offers from suppliers or if the beverage sales mix changes. For instance if conference and
banqueting sales are high in one month this might increase the beverage margin as the margin on wine and bottled water may be
higher than the average margin achieved in the other outlets of the hotel.

= Again similar to the food margin, unexplained variances in this margin may indicate the inefficient use of inventory.
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his KPI reflects the profit of a
lepartment as a % of that
lepartment’s revenue.

Department Profit * _100
Department Revenue 1

Departmental
Profitability

= Departmental profitabilty is calculated by deducting all directly attributable costs against the revenue of each department. Different
hotel departments would commonly tend to have notably dissimilar levels of department profitability. Therefore there may be little
merit to comparing the profitability of one department against another. Instead departments should be considered on an individual
basis.
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This KPI reflects the payroll cost of a
department as a % of that
department's revenue.

Departmental Payroll | Department Payroll Cost —
Department Revenue

= All wages and salaries should be allocated to the relevant departments at all times.
> In terms of revenue departments the cost should be expressed as a percentage of the related revenue.
— In the case of overhead departments the cost should be expressed as a percentage of total revenue.
= In revenue generating departments this KPLis crucial, particularly if demand levels are unpredictable. Principally in food and beverage
departments over-staffing can quickly diminish the contribution arising on sales.
= Overhead departments such as administrative and general or sales and marketing would tend to have more static payroll costs in
monetary terms. Fluctuations in this KPI can often be attributed to variations in revenue as this cost is undistributed and employees in
these departments would have a higher tendency to be on fixed salaries.
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Undistributed
Overheads as a

Percentage of Total
Revenue

Undistributed Overhead Expense * _100
Total Revenue 1

revenue.

m This formula may be used for overheads as a whole, for individual dlassification of overhead (eg Utiity costs), or for sub-
such as Human Resources or Finance Department.

m This KPI reflects the undistributed overhead costs, excluding the payroll element, as a proportion of total revenue.

= Undistributed overheads are generally fixed in nature.
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Utility Costs as a Utlity Costs This KPI shows reflects the utiity

Percentage of Total (Mainly energy, water & waste mgn.) mmm) |expenses as a percentage of the
Revenue Total Revenue total revenue.

m Utlity costs as a percentage of sales revenue wil be semi-fixed and should show only small fluctuations as demand levels change.
This overhead is largely influenced by extemal pricing factors; however, hotel properties are increasingly adopting energy
management strategies. This KPI provides a basis for the evaluation of such efforts.
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. i he hotel profitabilty figure is
Hotel Operating Profit /™= Hotel Operating Profit — P Y i
25 a Percantage of Total Revenue calculated by deducting all directly
Total Revenue ttributable and undistributed

operating costs from total revenue.

mp This is a measure of the hotel’s profitability, having deducted all directly attributable and undistributed operating costs from total
revenue.
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