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Preface

The authors of this text’s second edition recognize, as did the first’s,
that all foodservice managers, regardless of the type of operation
they are involved in, must understand and manage the costs asso-
ciated with operating their business. The foodservice manager,
whether in a commercial restaurant, hotel, or institutional setting,
is faced with a variety of responsibilities, from accounting, market-
ing, human relations, facilities maintenance, and legal issues to
sanitation, production, and service methods, to name but a few.

This text will focus, in a very clear way, on helping managers
understand the logic and the systems involved with managing their
costs. It is intended to be a primer, the first step, in what may be a
lifelong and rewarding study of how to be a better manager in the
important area of cost control.

The Integration of Technology

The first edition of this text met with great success, thanks in large
measure to its easy to teach, easy to read, and easy to understand
style. This has been painstakingly maintained in the new edition.
The hospitality industry, however, has changed greatly in the years
since the publication of the first edition. This change, especially in
the area of technological advancements, was the determining fac-
tor in the decision to update the book. The authors were committed
to producing a work that includes the most up-to-date material on
technology and its impact on the critical area of cost control. We be-
lieve we have been successful.

Teachers using the text will now find that it allows easy inte-
gration of technology and that the teaching tools available to them
have been greatly enhanced. The floppy diskette that now accom-
panies the purchase of each textbook is just one such new tool.
There are many others. In adition, the ability to begin immediately
to utilize now common tools such as manager-developed spread-
sheets and Internet access in ways that were not readily available
in the earlier edition are the defining characteristic of this new edi-
tion.

Students will quickly see how the skills they have previously
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acquired while learning to use a computer can be easily adapted to
the study of cost control.

Practicing managers will find the book useful as a reference as
well as a source of ready-to-use forms and formulas that can be
easily applied to their own operations.

New in the Second Edition

New authors bring new vision, and that is certainly true in the case
of this revision. In addition, those managers, students, and instruc-
tors who used the first edition were extremely helpful in guiding
the direction of this revised work. As a result, significant changes in
this edition include the following:

Technology Integration The primary driving force behind
this revision was the commitment to fully utilize the computer and
the Internet as teaching tools. This has been successfully achieved.
As students have become more sophisticated in their use of tech-
nology, so, too, must those who write, publish, and use their learn-
ing tools. At the same time, those who teach from this text will find
it remains purposefully teacher-friendly.

Expanded Coverage of Topics Practicing managers have
access to computer technology never before available in the food-
service industry. The result is that they face a myriad of challenges
as they select those technology tools that are right for their own
operations. This new edition directly addresses this challenge of
selecting technology tools appropriately with the inclusion of a
chapter titled “Using Technology to Enhance Control Systems”
Additional areas of expanded coverage include the Uniform System
of Accounts for Restaurants, menu analysis, and cost/volume/profit
analysis.

Chapter Reorganization This effort included the elimina-
tion of some topics not directly related to cost control, the inclusion
of new topics, and the modification of chapters viewed by some as
too long. The result is a 12-chapter, rather than 9-chapter book, with
no loss of significant content. In addition, the shorter chapters make
the book easier to teach from and understand. The authors’ in-class-
room testing of this new format shows excellent student acceptance.

Legal Information In those areas where knowledge of the
law affects a manager’s application of cost control techniques, the
law’s impact has been integrated.
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Extensive Revision and Examination of Formulas Per-
haps no area is more important in a book on cost control than the
accuracy of the formulas and mathematical solutions used to
demonstrate concepts. In addition to extensive reviewer analysis, the
authors have conscientiously checked and rechecked to ensure that
the formulas, examples, and answers provided are indeed accurate.

One thing that has not changed in the new edition, however, is
that the authors continue to find the topic of cost management to be
one of creativity, excitement, and, in many cases, outright fun. Con-
trary to the prevalent idea of cost control as drudgery, cost man-
agement in this text becomes an engaging challenge to be met by
the foodservice manager.

It may be said that there are three kinds of managers: those
who know what has happened in the past, those who know what is
happening now, and those who know what is about to happen.
Clearly, the manager who possesses all three traits is best prepared
to manage effectively and efficiently.

This text will give the reader the tools required to maintain
sales and cost histories (the past), develop systems for monitoring
current activities (the present), and teach the techniques required
to anticipate what is to come (the future).

Essential Elements of the Text

Overviews

Each chapter begins with a brief narrative overview. This is simply
a quick and easy guide to the chapter’s contents. Overviews make
it easy for readers to see what the chapter is about and what they
will learn by reading it.

Chapter Outline

The chapter outline that follows the overview helps teachers as
well as students see how each topic follows the next and provides a
simple way to quickly find material within the chapter.

Chapter Highlights

Each chapter’s highlights tell the reader what to expect in that
chapter. They are worded in such a way that the reader knows what
he or she will be able to do at the conclusion of the chapter. These
highlights are designed so that readers will be prepared for and ex-
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cited about what they will be able to achieve when the chapter’s
material is successfully mastered.

Fun on the Web!

This new addition to the text adds to student learning by integrat-
ing the use of technology, in this case the Internet (World Wide
Web), to the study of cost control. Students will quickly realize the
power of the Web in assisting with the gathering of cost control-
related information, as well as providing Web-based resources that
help managers more effectively do their jobs.

Key Terms and Concepts

Students often need help in identifying key concepts that should be
mastered after reading a section of a book. These are listed at the
conclusion of each chapter and are invaluable as study aids.

Test Your Skills

This popular feature has been retained from the first edition, but
expanded by using Microsoft Excel spreadsheets (the industry stan-
dard) in the solution of the exercise whenever applicable. These ex-
ercises are now presented in spreadsheet form via the inclusion of
the student’s computer diskette. Students can actually “test” their
answers thus improving the Instructor’s ability to evaluate mastery
of the actual cost control concept rather than spreadsheet building
ability. The Test Your Skills exercises allow the reader to conclu-
sively determine if he or she has mastered the chapter’s content.
Again, the intent is to allow the reader to immediately practice the
skill acquired in the chapter. Through these exercises, the authors
seek to reinforce the concepts presented in the chapters.

Managerial Tools

It is the authors’ hope that readers find the book as helpful to use
as we found it exciting to develop. To that end, additional appen-
dixes have been developed that will be of great value. Appendizx A:
Spreadsheet Formulas is designed to give readers the formulas that
they will need to complete the Test Your Skills exercises at the end
of each chapter.

As an easy reference guide, Appendix B: Frequently Used For-
mulas for Managing Operations is included in the back of the text.
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This section allows the reader to quickly look up the mathematical
formula for any of the computations presented in the text. We have
intentionally chosen the simplest formulas that have the widest
use.

Appendix C: Management Control Forms is a section devoted
to providing simplified cost control-related forms. This popular ap-
pendix has been retained from the first edition. These forms can be
used as guideposts in the development of property-specific forms.
They may be implemented as is or modified as the manager sees fit.

Appendix D: Fun on the Web! Sites is designed to give readers
the Internet addresses of those sites identified in the text as being
helpful in learning more about cost control. In this appendix, the
sites are listed as they appear in the chapters.

An expanded Glossary (larger by 50 percent than the glossary
in the first edition) of industry terms will help the reader with the
operational vocabulary necessary to understand the language of
hospitality cost control management. This is included at the end of
the text. Finally, a Bibliography is provided for the reader who
wishes to pursue his or her study from a variety of excellent
books.

Instructor’s Materials

To help Instructors effectively manage their time and to enhance
student learning opportunities, three significant educational tools
have been developed specifically for this text. These are:

Student’s Floppy Diskette This diskette, included with the
purchase of each text, introduces students to the important skill of
spreadsheet development. The authors have selected the widely
used Microsoft Excel spreadsheet program for this use. Using the
supplied diskette, students can immediately see how their answers
to “Test Your Skills” problems translate into cost control solutions
via spreadsheet formula development and manipulation. These
diskettes assist students in understanding the “how” and “why” of
building spreadsheet solutions for the cost control related hospital-
ity problems they will face in the classroom and in their careers. In-
structors will find that the grading of problem sets becomes much
easier when, with the aid of the diskette, all students use a consis-
tent approach to classroom assignments.
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Instructor’s Manual As an additional aid for Instructors, an
Instructor’s Manual (ISBN: 0-471-35758-3) has been painstakingly
developed and classroom tested for this text. The manual includes:

Lecture outlines for each chapter

Answers to chapter ending “Test Your Skills” problems

A Test Bank including exam questions developed for each
chapter

Wiley Web Site, (for Food and Beverage Cost Control)
The segment of Wiley’s Web Site devoted to this book (www.wiley.
com/college) is significant. It includes two very important instruc-
tor aids that can immediately be used to enhance student learning.
These are:

PowerPoint slides These easy-to-read and graphically so-
phisticated teaching aids are excellent for use by instructors
presenting their lectures via computer or for those who wish
to download the graphics and present them as overhead trans-
parencies.

Test Bank Instructors utilizing the web site will find a
password-protected bank of exam questions that include the
question’s correct, and classroom tested, answers.

NATIONAL RESTAURANT ASSOCIATION (NRA) Educa-
tional Foundation Student Workbook The National Restau-
rant Association Educational Foundation, in consultation with the
authors, has developed a Student Workbook for its ProMgmt. cer-
tificate program. The workbook contains exercises and a study out-
line for each chapter, and a practice test of 80 multiple-choice ques-
tions. This practice test will assist students in preparing for the
certificate examination.

In addition, an Instructor’s Guide (0-471-14992-6) is available
to qualified instructors to complement and highlight the informa-
tion in the textbook and Student Workbook.

As was true in the first edition, the authors hope that the study
of cost management creates in the reader the same interest and ex-
citement for the topic that the authors experience. If that is the case,
we will have again been successful, and our readers will surely
learn and be successful, too.
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Chapter

MANAGING REVENUE
AND EXPENSE

OvERVIEW This chapter presents the relationship among foodservice revenue, ex-
pense, and profit. As a professional foodservice manager, you must un-
derstand the relationship that exists between controlling these three areas
and the resulting overall success of your operation. In addition, the chap-
ter presents the mathematical foundation you must know to express your
operating results as a percentage of your revenue or budget, a method that
is the standard within the hospitality industry.

CHAPTER OUTLINE

Professional Foodservice Manager

Profit: The Reward for Service

Getting Started

Understanding the Profit and Loss Statement
Understanding the Budget

Key Terms and Concepts, and Test Your Skills

HI6HLIGHTS At the conclusion of this chapter, you will be able to:

O Apply the basic formula used to determine profit.
O Express both expenses and profit as a percentage of revenue.
O Compare actual operating results with budgeted operating results.

Professional Foodservice Manager

There is no doubt that to be a successful foodservice manager you must
be a talented individual. Consider, for a moment, your role in the opera-
tion of an ongoing profitable facility. As a foodservice manager, you are
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both a manufacturer and a retailer. A professional foodservice manager is
unique because all the functions of product sales, from item conceptual-
ization to product delivery, are in the hands of the same individual. As a
manager, you are in charge of securing raw materials, producing a prod-
uct, and selling it—all under the same roof. Few other managers are re-
quired to have the breadth of skills that effective foodservice operators
must have. Because foodservice operators are in the service sector of busi-
ness, many aspects of management are more difficult for them than for
their manufacturing or retailing management counterparts.

A foodservice manager is one of the few types of managers who ac-
tually has contact with the ultimate customer. This is not true of the man-
ager of a tire factory or automobile production line. These individuals pro-
duce a product, but do not sell it to the person who will actually use their
product. In a like manner, grocery store or computer store managers will
sell their product lines, but they have had no role in actually producing
their goods. The face-to-face guest contact in the hospitality industry re-
quires that you assume the responsibility of standing behind your own
work and that of your staff, in a one-on-one situation with the ultimate
consumer, or end-user of your products and services.

The management task checklist in Figure 1.1 shows just some of the
areas in which foodservice, manufacturing, and retailing managers vary
in responsibilities.

In addition to your role as a food factory supervisor, you must also
serve as a cost control manager, because, without performing this vital
role, your business might cease to exist. Foodservice management pro-

Ficure 1.1 @ Management Task Checklist

Foodservice Manufacturing Retail
Task Manager Manager Manager
1. Secure raw materials Yes Yes No
2. Manufacture product Yes Yes No
3. Distribute to end-user Yes No Yes
4. Market to end-user Yes No Yes
5. Reconcile problems Yes No Yes

with end-user
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vides the opportunity for creativity in a variety of settings. The control of
revenue and expense is just one more area in which the effective foodser-
vice operator can excel. In most areas of foodservice, excellence in oper-
ation is measured in terms of producing and delivering quality products
in a way that assures an appropriate operating profit for the owners of the
business.

The Reward for Service

There is an inherent problem in the study of cost control or, more accu-
rately, cost management. The simple fact is that management’s primary
responsibility is to deliver a quality product or service to the guest, at a
price mutually agreeable to both parties. In addition, the quality must be
such that the consumer, or end-user of the product or service, feels that
excellent value was received for the money spent on the transaction.
When this level of service is achieved, the business will prosper. If man-
agement focuses on controlling costs more than servicing guests, prob-
lems will certainly surface.

It is important to remember that guests cause businesses to incur
costs. You do not want to get yourself in the mind-set of reducing costs to
the point where it is thought that “low” costs are good and “high” costs are
bad. A restaurant with $5,000,000 in revenue per year will undoubtedly
have higher costs than the same size restaurant with $200,000 in revenue
per year. The reason is quite clear. The food products, labor, and equip-
ment needed to serve $5,000,000 worth of food is likely to be greater than
that required to produce a smaller amount of revenue. Remember, if there
are fewer guests, there are likely to be fewer costs, but fewer profits as
well! Because that is true, when management attempts to reduce costs,
with no regard for the impact on the balance between managing costs and
guest satisfaction, the business will surely suffer.

In addition, efforts to reduce costs that result in unsafe conditions for
guests or employees are never wise. While some short-term savings may
result, the expense of a lawsuit resulting from a guest or employee injury
can be very high. Managers who, for example, neglect to spend the money
to salt and shovel a snowy restaurant entrance area may find that they
spend thousands more dollars defending themselves in a lawsuit brought
by an individual who slipped and fell on the ice.

As an effective manager, the question to be considered is not whether
costs are high or low. The question is whether costs are too high or too
low, given management’s view of the value it hopes to deliver to the guest
and the needs of the foodservice operation’s owners. Managers can elim-
inate nearly all costs by closing the operation’s doors. Obviously, however,
when you close the doors to expense, you close the doors to profits. Ex-
penses, then, must be incurred, and they must be managed in a way that
allows the operation to achieve its desired profit levels.
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Some people assume that if a business purchases a product for $1.00
and sells it for $3.00, the profit generated equals $2.00. In fact, this is not
true. As a business operator, you must realize that the difference between
what you have paid for the goods you sell and the price at which you sell
them does not represent your actual profit. Instead, all expenses, includ-
ing advertising, the building housing your operation, management
salaries, and the labor required to generate the sale, to name but a few, are
expenses that must be subtracted before you can determine your profits
accurately.

Every foodservice operator is faced with the following profit-oriented
formula:

Revenue — Expenses = Profit

Thus, when you manage your facility, you will receive revenue, the term
used to indicate the dollars you take in, and you will incur expenses, the
cost of the items required to operate the business. The dollars that remain
after all expenses have been paid represent your profit. For the purposes
of this book, the authors will use the following terms interchangeably:
revenues and sales; expenses and costs.

This formula holds even in the “nonprofit” sector of foodservice
management. For example, consider the situation of Hector Bentevina.
Hector is the foodservice manager at a business dining operation. Hector
supplies the foodservice to a large group of office workers, each of whom
is employed by the corporation that owns the facility Hector manages. In
this situation, Hector’s employer clearly does not have “profit” as its pri-
mary motive. In most business dining situations, food is provided as a
service to employees and middle management either as a no-cost benefit
or at a greatly reduced price. In some cases, executive dining rooms may
be operated for the convenience of senior management. In all cases, how-
ever, some provision for profit must be made. Figure 1.2 shows the flow of
business for the typical foodservice operation. Note that profit must be
taken out at some point in the process, or management is in a position of
simply trading cash for cash.

If you find that, in your own operation, revenue is less than or equal
to real expense, with no reserve for the future, you will also find that there
is no money for new equipment, needed equipment maintenance may not
be performed, employee raises (as well as your own) may be few and far
between, and, in general, the foodservice facility will become outdated
due to a lack of funds needed to remodel and upgrade. One need look no
further than to the facilities of many college and hospital feeding opera-
tions to see evidence of this type of situation in the nonprofit sector of the
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FiGurRe 1.2 @ Foodservice Business Flowchart

Cash Raw materials
reserves Purchases and labor
Profits Supplies Produces
Accounts receivable Finished

or cash Generates products

foodservice industry. The truth is, all foodservice operations need revenue
in excess of expenses if they are to thrive. If you manage a foodservice op-
eration in a nonprofit setting, it will be your responsibility to communi-
cate this message.

Profit is the result of solid planning, sound management, and careful
decision making. The purpose of this text is to give you the information
and tools you need to make informed decisions with regard to managing
your operation’s revenue and expense. If these tools are utilized properly,
the potential for achieving profits you desire is greatly enhanced.

Profit should not be viewed as what is left over after the bills are paid.
In fact, careful planning is necessary to earn a profit. Obviously, investors
will not invest in businesses that do not generate enough profit to make
their investment worthwhile. Because that is true, a more appropriate for-
mula, which recognizes and rewards the business owner for the risk as-
sociated with business ownership or investment, is as follows:

Revenue — Desired Profit = Ideal Expense

Ideal expense, in this case, is defined as management’s view of the
correct or appropriate amount of expense necessary to generate a given
quantity of revenue. Desired profit is defined as the profit that the owner
desires to achieve on that predicted quantity of revenue.

This formula clearly places profit as a reward for providing service,
not a leftover. When foodservice managers deliver quality and value to
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their guests, anticipated revenue levels can be achieved and desired profit
is attainable. Desired profit and ideal expense levels are not, however, eas-
ily achieved. In these competitive times, it takes an astute foodservice op-
erator to consistently make decisions that will lead to maximizing rev-
enue while holding expenses to the ideal or appropriate amount. This
book will help you to do just that.

Revenue

To some degree, you can manage your revenue levels. Revenue dollars are
the result of units sold. These units may consist of individual menu items,
lunches, dinners, drinks, or any other item produced by your operation.
Revenue varies with both the number of guests frequenting your business
and the amount of money spent by each guest. You can increase revenue
by increasing the number of guests you serve, by increasing the amount
each guest spends, or by a combination of both approaches. Adding seat-
ing or drive-in windows, extending operating hours, and building addi-
tional foodservice units are all examples of management’s efforts to in-
crease the number of guests choosing to come to the restaurant or
foodservice operation. Suggestive selling by service staff, creative menu
pricing techniques such as bundling and upsizing, as well as guest dis-
counts for very large purchases are all examples of efforts to increase the
amount of money each guest spends.

It is the opinion of the authors that management’s primary task is to
take the steps necessary to deliver guests to the front door. This is true be-
cause the profit formula begins with revenue. Experienced foodservice
operators know that increasing revenue through adding guests, suggestive
selling, or possibly raising menu prices is an extremely effective way of
increasing overall profitability, but only if effective cost management sys-
tems are in place.

The focus of this text is on managing and controlling expense, not
generating revenue. While the two are clearly related, they are different.
Marketing efforts, restaurant design and site selection, employee training
and food preparation methods are all critical links in the revenue-
producing chain. No amount of effective expense control can solve the
profit problems caused by inadequate revenue resulting from inferior food
quality or service levels. Effective cost control, when coupled with man-
agement’s aggressive attitude toward meeting and exceeding guests’ ex-
pectations, can result in outstanding revenue and profit performance.

FUN ON THE WEB!

www.restaurant.org Link to “Research,” then “Pocket Factbook” to
see the National Restaurant Association’s revenue projections for
the industry.
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Expenses

There are four major foodservice expense categories that you must learn
to control. They are:

Food costs
Beverage costs
Labor costs
Other expenses

BN =

Food Costs Food costs are the costs associated with actually producing
the menu items a guest selects. They include the expense of meats, dairy,
fruits, vegetables, and other categories of food items produced by the food-
service operation. When computing food costs, many operators include
the cost of minor paper and plastic items, such as the paper wrappers used
to wrap sandwiches. In most cases, food costs will make up the largest or
second largest expense category you must learn to manage.

Beverage Costs Beverage costs are those related to the sale of alcoholic
beverages. It is interesting to note that it is common practice in the hospi-
tality industry to consider beverage costs of a nonalcoholic nature as an
expense in the food cost category. Thus, milk, tea, coffee, carbonated bev-
erages, and other nonalcoholic beverage items are not generally consid-
ered a beverage cost.

Alcoholic beverages accounted for in the beverage cost category in-
clude beer, wine, and liquor. This category may also include the costs of
ingredients necessary to produce these drinks, such as cherries, lemons,
olives, limes, mixers like carbonated beverages and juices, and other items
commonly used in the production and service of alcoholic beverages.

Labor Costs Labor costs include the cost of all employees necessary to
run the business. This expense category would also include the amount of
any taxes you are required to pay when you have employees on your pay-
roll. Some operators find it helpful to include the cost of management in
this category. Others prefer to place the cost of managers in the other ex-
pense category. In most operations, however, labor costs are second only
to food costs in total dollars spent. If management is included as a labor
cost rather than an other expense, then this category can well be even
larger than the food cost category.

Other Expenses Other expenses include all expenses that are neither
food, nor beverage, nor labor. Examples include franchise fees, utilities,
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Getting

rent, linen, and such items as china, glassware, kitchen knives, and pots
and pans. While this expense category is sometimes incorrectly referred
to as “minor expenses,” your ability to successfully control this expense
area is critical to the overall profitability of your foodservice unit.

Started

Good managers learn to understand, control, and manage their expenses.
Consider the case of Tabreshia Larson, the food and beverage director of
the 200-room Renaud Hotel, located in a college town and built near an
interstate highway. Tabreshia has just received her end-of-the-year oper-
ating reports for the current year. She is interested in comparing these re-
sults to those of the prior year. The numbers she received are shown in
Figure 1.3.

Tabreshia is concerned, but she is not sure why. Revenue is higher
than last year, so she feels her guests must like the products and services
they receive from her operation. In fact, repeat business from corporate
meetings and special-events meals is really beginning to develop. Profits
are greater than last year also, but Tabreshia has the uneasy feeling that
things are not going so well. The kitchen appears to run smoothly. The
staff, however, often runs out of needed items, and there seems to be a
large amount of leftover food thrown away on a regular basis. Sometimes,
there seem to be too many staff members on the property; at other times,
guests have to wait too long to get served. Tabreshia also feels that em-
ployee theft may be occurring, but she certainly doesn’t have the time to
watch every storage area within her operation. Tabreshia also senses that
the hotel general manager, Islah Richards, who is Tabreshia’s boss, is less
than pleased with her department’s performance. She would really like to
get a handle on the problem (if there is one), but how and where should
she start?

FIGURE 1.3 @ Renaud Hotel Operating Results

This Year Last Year
Revenue $1,106,040 $850,100
Expense 1,017,557 773,591
Profits 88,483 76,509
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The answer for Tabreshia, and for you, if you want to develop a seri-
ous expense control system, is very simple. You start with basic mathe-
matics skills that you must have to properly analyze your expenses. The
mathematics used in this text consist only of addition, subtraction, multi-
plication, and division. These tools will be sufficient to build a cost control
system that will help you manage effectively the expenses you incur.

What would it mean if a fellow foodservice manager told you that he
spent $500 on food yesterday? Obviously, it means little unless you know
more about his operation. Should he have spent $500 yesterday? Was that
too much? Too little? Was it a “good” day? These questions raise a difficult
problem. How can you compare expenses today with those of yesterday,
or your foodservice unit with another, so that you can see how well you
are doing?

We know that the value of dollars has changed over a period of time.
A restaurant with revenue of $1,000 per day in 1954 is very different from
the same restaurant with daily revenue of $1,000 today. The value of the
dollar today is quite different from what it was in 1954. Generally, infla-
tion causes the purchasing power of a dollar today to be less than that of
a dollar from a previous time period. While this concept of changing value
is useful in the area of finance, it is vexing when one wants to answer the
simple question, “Am I doing as well today as [ was doing five years ago?”

Alternatively, consider the problem of a multiunit manager. Two units
sell tacos on either side of a large city. One uses $500 worth of food prod-
ucts each day; the other unit uses $600 worth of food products each day.
Does the second unit use an additional $100 worth of food each day be-
cause it has more guests or because it is less efficient in utilizing the food?

The answer to all of the preceding questions, and more, can be de-
termined if we use percentages to relate expenses incurred to revenue
generated. Percentage calculations are important for at least two major
reasons. First and foremost, percentages are the most common standard
used for evaluating costs in the foodservice industry. Therefore, knowl-
edge of what a percent is and how it is calculated is vital. Second, as a
manager in the foodservice industry, you will be evaluated primarily on
your ability to compute, analyze, and control these percent figures. Per-
cent calculations are used extensively in this text and are a cornerstone of
any effective cost control system.

Percent Review

Understanding percents and how they are mathematically computed is
important. The following review may be helpful for some readers. If you
thoroughly understand the percent concept, you may skip this section and
the Computing Percent section and proceed directly to the Using Percent
section.

Percent (%) means “out of each hundred” Thus, 10 percent would
mean 10 out of each 100. If we asked how many guests would buy blue-
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berry pie on a given day, and the answer is 10 percent, then 10 people out
of each 100 we serve will select blueberry pie. If 52 percent of our em-
ployees are female, then 52 out of each 100 employees are female. If 15
percent of your employees will receive a raise this month, then 15 out of
100 employees will get their raise.

There are three ways to write a percent as shown in Figure 1.4.

Common Form In its common form, the “%?” sign is used to express the
percentage. If we say 10%, then we mean “10 out of each 100” and no fur-
ther explanation is necessary. The common form, the “%,” is equivalent to
the same amount expressed in either the fraction or the decimal form.

Fraction Form In fraction form, the percent is expressed as the part, or
a portion of 100. Thus, 10 percent is written as 10 over 100 (10/100). This
is simply another way of expressing the relationship between the part (10)
and the whole (100).

Decimal Form A decimal is a number developed from the counting sys-
tem we use. It is based on the fact that we count to 10 then start over again.
In other words, each of our major units, 10s, 100s, 1,000s, and so on, are
based on the use of 10s, and each number can easily be divided by 10. In-
stead of using the % sign, the decimal form uses the (.) or decimal point to
express the percent relationship. Thus, 10% is expressed as 0.10 in deci-
mal form. The numbers to the right of the decimal point express the per-
centage.

Each of these three methods of expressing percentages is used in the
foodservice industry, and to be successful you must develop a clear un-
derstanding of how a percentage is computed. Once that is known, you
can express the percentage in any form that is useful to you.

Ficure 1.4 @ Forms for Expressing Percent

Percent
Form 1% 10% 100%
Common 1% 10% 100%
Fraction 1/100 10/100 100/100

Decimal 0.01 0.10 1.00
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Computing Percent

To determine what percent one number is of another number, divide the
number that is the part by the number that is the whole. Usually, but not
always, this means dividing the smaller number by the larger number. For
example, assume that 840 guests were served during a banquet at your ho-
tel; 420 of them asked for coffee with their meal. To find what percent of
your guests ordered coffee, divide the part (420) by the whole (840).

The process looks as follows:

Part 420 _
Whole Percent or 340 0.50

Thus, 50% (common form), 50/100 (fraction form), or 0.50 (decimal
form) represents the proportion of people at the banquet who ordered cof-
fee. A large number of new foodservice managers have difficulty comput-
ing percent figures. It is easy to forget which number goes “on the top” and
which number goes “on the bottom?” In general, if you attempt to compute
a percentage and get a whole number (a number larger than 1), either a
mistake has been made or costs are extremely high!

Many people also become confused when converting from one form
of percent to another. If that is a problem, remember the following con-
version rules:

1. To convert from common form to decimal form, move the decimal
two places to the left, that is, 50.00% = 0.50.

2. To convert from decimal form to common form, move the decimal
two places to the right, that is, 0.40 = 40.00%.

In a commercial foodservice operation, the “whole” is usually a rev-
enue figure. Expenses and profits are the “parts,” which are usually ex-
pressed in terms of a percent. It is interesting to note that, in the United
States, the same system in use for our numbers is in use for our money.
Each dime contains 10 pennies, each dollar contains 10 dimes, and so on.
Thus, it is true that a percent, when discussing money, refer to “cents out
of each dollar” as well as “out of each 100 dollars” When we say 10% of a
dollar, we mean 10 cents, or “10 cents out of each dollar” Likewise, 25%
of a dollar represents 25 cents, 50% of a dollar represents 50 cents, and
100% of a dollar represents $1.00.

Sometimes, when using percent to express the relationship between
portions of a dollar and the whole, we find that the part is, indeed, larger
than the whole. Figure 1.5 demonstrates the three possibilities that exist
when computing a percentage.
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Ficure 1.5 @ Percent Computation

Possibilities Examples Results
Part is smaller than the whole % = 61% Always less than 100%
B 35 [ [
Part is equal to the whole N 100% Always equals 100%
. 125 o o
Part is larger than the whole = 250% Always greater than 100%

Great care must always be taken when computing percents, so that

the percent arrived at is of help to you in your work and does not repre-
sent an error in mathematics.

Using Percent

Consider a restaurant that you are operating. Imagine that your revenues
for a week are in the amount of $1,600. Expenses for the same week are
$1,200. Given these facts and the information presented earlier in this
chapter, your profit formula for the week would look as follows:

Revenue — Expense = Profit
or

$1,600 — $1,200 = $400

If you had planned for a $500 profit for the week, you would have
been “short” Using the alternative profit formula presented earlier, you
would find

Revenue — Desired Profit = Ideal Expense
or

$1,600 — $500 = $1,100
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Note that expense in this example ($1,200) exceeds ideal expense
($1,100) and, thus, too little profit was achieved.

These numbers can also be expressed in terms of percent. If we want
to know what percent of our revenue went to expenses, we would com-
pute it as follows:

Expense

= Expense %
Revenue P

or

$1,200

= 0.7 75%
$1.600 0.75, or 75%

Another way to state this relationship is to say that each dollar of rev-
enue costs 75 cents to produce. Also, each revenue dollar taken in results
in 25 cents profit.

$1.00 Revenue — $0.75 Expense = $0.25 Profit

As long as expense is smaller than revenue, some profit will be gen-
erated, even if it is not as much as you had planned. You can compute
profit % using the following formula:

Profit

—— = Profit %
Revenue

In our example:

$400 Profit
$1,600 Revenue

We can compute what we had planned our profit % to be by dividing
desired profit ($500) by revenue ($1,600):

$500 Desired Profit
$1,600 Revenue

In simple terms, we had hoped to make 51.25% profit, but made only
25% profit. Excess costs could account for the difference. If these costs could
be identified and corrected, we could perhaps achieve the desired profit per-
centage. Most foodservice operators compute many cost percentages, not
just one. The major cost divisions used in foodservice are as follows:

= 25% Profit

= 31.25% Desired Profit

1. Food and beverage cost
2. Labor cost
3. Other expense

A modified profit formula, therefore, looks as follows:

Revenue — (Food and Beverage Cost + Labor Cost
+ Other Expenses) = Profit
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Put in another format, the equation looks as follows:

Revenue (100%)
— Food and Beverage Cost %
— Labor Cost %
— Other Expense %
= Profit %

Regardless of the approach used, foodservice managers must evalu-
ate their expenses, and they will use percents to do so.

Understanding the Profit and Loss Statement

Consider Figure 1.6, an example from Pat’s Steakhouse. All of Pat’s ex-
penses and profits can be computed as percents by using the revenue fig-
ure, $400,000, as the whole, with expenses and profit representing the

parts as follows:

Food and Beverage Cost

Revenue

$150,000

$4.00,000

Labor Cost

Revenue

$175,000

$400,000

Other Expense

Revenue

$25,000

$400,000

Total Expense

Revenue

$350,000

$4.00,000
Profit

Revenue

$50,000

$400,000

= Food and Beverage Cost %
or
= 37.50%

= Labor Cost %
or
= 43.75%

= Other Expense %
or
= 6.25%

= Total Expense %
or
= 87.50%

= Profit %
or
= 12.50%
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FiGure 1.6 @ Pat’s Steakhouse

Revenue $400,000
Expenses
Food and Beverage Cost $150,000
Labor Cost 175,000
Other Expense 25,000
Total Expense $350,000
Profit $ 50,000

A simplified statement that details revenue, expenses, and profit, for
a given period of time, is called the profit and loss statement (P&L). It
lists revenue, food and beverage cost, labor cost, and other expense. The
P&L also identifies profits since, as you recall, profits are generated by the
formula:

Revenue — Expense = Profit

Figure 1.7 is a simplified P&L statement for Pat’s Steakhouse. Note the
similarity to Figure 1.6. This time, however, expenses and profit are ex-
pressed in terms of both dollar amount and percent of revenue.

FiGuRe 1.7 @ Paot’s Steakhouse P&L

Revenue $400,000 100%
Food and Beverage Cost $150,000 37.50%
Labor Cost 175,000 43.75%
Other Expense 25,000 6.25%
Total Expense $350,000 87.50%
Profit $ 50,000 12.50%
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Another way of looking at Pat’s P&L is shown in Figure 1.8. The
pieces of the pie represent Pat’s cost and profit categories. Costs and profit
total 100%, which is equal to Pat’s total revenues. To put it in another way,
out of every revenue dollar that Pat generates, 100% is used up as either
costs or profit.

Pat knows from the P&L that revenues represent 100% of the total
dollars available to cover expenses and provide for a profit. Food and bev-
erage cost is 37.560%, and labor cost percentage in the steakhouse equals
43.75%. Other expense percentage equals 6.25%, and her total expense
percent is 87.50% (37.50 + 43.75 + 6.25 = 87.50%). The steakhouse profit
equals 12.50%. Thus, for each dollar in revenue, Pat earns a profit of 12.50
cents. Pat’s revenue, expense, and profit information is contained in the
steakhouse’s P&L.

In many restaurants, food costs and beverage costs are separated into
two categories in the P&L. Likewise, food revenues and beverage revenues
are reported separately. This is done so that the food cost can be compared
to food revenues, and the beverage cost can be compared to beverage rev-
enues. Suppose, for example, that one manager is responsible for control-
ling food cost % in the restaurant and another manager is responsible for
controlling beverage cost % in the bar. Separation of these two “depart-
ments,” then, is especially helpful when evaluating the performance of
these two managers. It also helps these managers to quickly identify and
anticipate problems associated with their costs and identify ways to cor-
rect these problems.

FIcure 1.8 @ Pot’s Steakhouse Costs and Profit as a
Percentage of Revenues

Food and
Beverage
Profit Cost
Other 12.50% 37.50%

Expense
6.25%

Labor Cost
43.75%
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The P&L is important because it describes the efficiency and prof-
itability of an operation. Because so many individuals and groups are in-
terested in a food facility’s performance, it is important that the P&L and
other financial statements are prepared in a manner that is consistent
with other facilities. If, for example, you own two Italian restaurants, it
would be very confusing if one of your managers used a particular method
for preparing his or her unit’s P&L, while the other manager used an en-
tirely different method. You, your investors, your accountant, governmen-
tal taxing entities, and your creditors may all be interested in your opera-
tional results, and unless you report and account for these in a manner
they can easily understand, confusion may result.

To avoid such a set of circumstances, the Uniform System of Ac-
counts is used to report financial results in most foodservice units. This
system was created to ensure uniform reporting of financial results. The
Uniform System of Accounts exists for restaurants, as well as one for ho-
tels, and another for clubs. The Uniform System of Accounts will be dis-
cussed in greater detail in Chapter 9 of this text.

The primary purpose of preparing a P&L is to identify revenue, ex-
penses, and profits for a given time period. As a manager, your efforts,
more than any other factor, will influence your operation’s profitability.
Good managers provide excellent value to their guests, which increases
revenue. In addition, good managers know how to analyze, manage, and
control their costs. For these managers, expenses are held to the amount
that was preplanned. The result is the desired profit level. Good managers
influence the success of their units and their own employees. The results
for them personally are promotions, added responsibilities, and salary in-
creases. If you wish to succeed in the hospitality industry, it is important
to remember that your performance will be evaluated primarily on your
ability to achieve the profit levels your operation has planned for.

In addition to your own efforts, many factors influence profit dollars
and profit percent, and you must be aware, and in control, of all of them.
All of the factors that impact profit percent are discussed in later chapters
of this text.

FUN ON THE WEB!

www.restaurant.org Link to “Research,” then “Operating Ratios” to
see industry averages for P&Ls.

Understanding the Budget

Some foodservice managers do not generate revenue on a daily basis.
Consider, for a moment, the foodservice manager at a summer camp run
for children. In this case, parents pay a fixed fee to cover housing, activi-
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ties, and meals for a set period of time. The foodservice director, in this sit-
uation, is just one of several managers who must share this revenue. If too
many dollars are spent on providing housing or activities, too few dollars
may be available to provide an adequate quantity or quality of food prod-
ucts. On the other hand, if too many dollars are spent on providing food-
service, there may not be enough left to cover other needed expense areas,
such as housing and activities. In a case like this, foodservice operators
usually prepare a budget. A budget is simply a forecast or estimate of
projected revenue, expense, and profit. In some hospitality companies, the
budget is known as the plan, referring to the fact that the budget details
the operation’s estimated, or planned for, revenue and expense for a given
time period.

Both commercial and noncommercial foodservice operators may use
budgets. They are most frequently used, however, by effective managers,
whether in the commercial (for profit) or nonprofit sector. Budgeting is
simply planning for revenue, expense, and profit. If these items are
planned for, you can determine how close your actual performance is to
your plan or budget.

In the summer camp example, the following information is known:

1. Number of campers, 180
2. Number of meals daily, 3
5. Length of campers’ stay, 7 days

With 180 campers eating 3 meals each day for 7 days, 3,780 meals will be
served (180 campers X 3 meals X 7 days = 3,780 meals).

Generally, in a case such as the summer camp, the foodservice di-
rector is given a dollar amount that represents the allowed expense for
each meal to be served. For example, if $1.85 per meal is the amount bud-
geted for this director, the total revenue budget would equal $6,993 ($1.85
per meal X 3,780 meals = $6,993).

From this figure, an expense budget can begin to be developed. In
this case, we are interested in the amount of expenses budgeted and the
amount actually spent on expenses. Equally important, we would be in-
terested in the percent of the budget actually used, a concept known as
performance to budget.

A childhood example may help to firmly establish the idea of budget
and performance to budget. Assume that a child has $0.50 per day to
spend on candy. On Monday morning, the child’s parents give the child
$0.50 for each day of the week, or $3.50 total ($0.50 X 7 days = $3.50). If
the child spends only $0.50 per day, he or she will be able to buy candy all
week. If, however, too much is spent in any one day, there may not be any
money left at the end of the week. A good spending pattern could be tab-
ulated in Figure 1.9.

The % of Total column is computed by dividing $0.50 (the part) by
$3.50 (the whole). Notice that we can determine the percent of total that
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Ficure 1.9 @ Condy Purchases

Weekday Budgeted Amount % of Total
Monday $0.50 14.28%
Tuesday $0.50 14.28%
Wednesday $0.50 14.28%
Thursday $0.50 14.28%
Friday $0.50 14.28%
Saturday $0.50 14.28%
Sunday $0.50 14.28%
Total $3.50 100.00%

should have been spent by any given day; that is, each day equals 14.28%,
or 1/7 of the total.

This same logic applies to the foodservice operation. Figure 1.10 rep-
resents commonly used budget periods and their accompanying propor-
tion amount.

Many foodservice operations are changing from “one month” budget
periods to periods of 28 days. The 28-day-period approach divides a
year into 13 equal periods of 28 days each. Therefore, each period has four
Mondays, four Tuesdays, four Wednesdays, and so on. This helps the man-
ager compare performance from one period to the next without having to
compensate for “extra days” in any one period. The downside of this ap-
proach is that you can no longer talk about the month of March, for ex-
ample, because “period 3” would occur during part of February and part
of March. Although using the 28-day-period approach takes a while to get
used to, it is an effective way to measure performance and plan from pe-
riod to period.

In the summer camp, after one week’s camping was completed, we
found the results shown in Figure 1.11. Assume that we used the expense
records from last summer as well as our solid industry knowledge and ex-
perience to develop the expense budget figures for this summer.

In this case, we are interested in both the plan (budget) and our ac-
tual performance. Figure 1.12 shows a performance to budget summary
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Ficure 1.10 @ Common Foodservice Budget Periods

Budget Period Portion % of Total

One week One day 1/7 or 0.143
Two-week period One day 1/14 or 0.071

One week 1/2 or 0.500

One month One week 1/4 or 0.250
28 days One day 1/28 or 0.036
30 days One day 1730 or 0.033
31 days One day 1/31 or 0.032

Six months One month 1/6 or 0.167
One year One day 1/365 or 0.003
One week 1/52 or 0.019

One month 1712 or 0.083

with revenue and expenses presented in terms of both the budget amount
and the actual amount. In all cases, percentages are used to compare ac-
tual expense with the budgeted amount, using the formula

Actual

=0
Budget % of Budget

Ficure 1.11 @ Comp Eureka One-Week Budget

Item Budget Actual
Meals Served 3,780 3,700
Revenue $6,993 $6,993
Food Expense $2,600 $2,400
Labor Expense $2,800 $2,900
Other Expense $ 700 $ 965

Profit S 893 S 728
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Ficure 1.12 @ Comp Eureka Performance to Budget Summary

Item Budget Actual % of Budget
Meals Served 3,780 3,700 97.9%
Revenue $6,993 $6,993 100 0%
Food Expense $2,600 $2,400 2.3%
Labor Expense $2,800 $2,900 103 6%
Other Expense $ 700 $ 965 137.9%
Total Expense $6,100 $6,265 102.7%
Profit $ 893 $ 728 81.5%

In this example, revenue remained the same although some campers
skipped (or slept through!) some of their meals. This is often the case
when one fee or price buys a number of meals, whether they are eaten or
not. In some other cases, managers will only receive revenue for meals ac-
tually eaten. This, of course, is true in a traditional restaurant setting. In
either case, budgeted amount, actual expense, and the concept of % of
budget, or performance to budget, are important management tools. In
looking at the Camp Eureka performance to budget summary, we can see
that the manager served fewer meals than planned and, thus, spent less
on food than estimated, but spent more on labor than originally thought
necessary. In addition, much more was spent than estimated for other ex-
penses (137.9% of the budgeted amount). As a result, the profit dollars
were lower than planned. This manager has some problems, but they are
not everywhere in the operation.

How do we know that? If our budget was accurate and we are within
reasonable limits of our budget, we are said to be “in line,” or in compli-
ance, with our budget. If, as management, we decided that plus (more
than) or minus (less than) 10% of budget in each category would be con-
sidered in line, or acceptable, we are in line with regard to meals served,
food expense, labor expense, and total expense. We are not in line with
other expenses because they were 137.9% of the amount originally
planned. Thus, they exceed the 10% variation that was reasonably al-
lowed. Profit also was outside the acceptable boundary we established be-
cause it was only 81.5% of the amount budgeted. Note that figures over
100% mean too much (other expense), while figures below 100% mean too
little (profit).

Many operators use the concept of “significant” variation to deter-
mine whether a cost control problem exists. In this case, a significant
variation is any variation in expected costs that management feels is an
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area of concern. This variation can be caused by costs that were either
higher or lower than the amount originally budgeted or planned for.

When you manage a foodservice operation and you find that signifi-
cant variations with your planned results occur, you must:

1. Define the problem.
2. Determine the cause.
3. Take corrective action.

It is crucial to know the kind of problem you have if you are to be
an effective problem solver. Management’s attention must be focused on
the proper place. In this case, the proper areas for concern are other ex-
pense and profit. If, in the future, food expense became too low, it, too,
would be an area of concern. Why? Remember that expenses create rev-
enue; thus, it is not your goal to eliminate expense. In fact, those man-
agers who focus too much on eliminating expense, instead of building
revenue, often find that their expenses are completely eliminated when
they are forced to close their operation’s doors permanently! Control and
management of revenue and expense are important. Elimination of ei-
ther is not desired.

As you have seen, revenue and expense directly impact profit. Your
role as a hospitality manager is to analyze, manage, and control your costs
so that you achieve planned results. It can be done, and it can be fun.

The remainder of this text discusses how you can best manage and
account for foodservice revenue and expense. With a good understanding
of the relationship among revenue, expense, and profit, and your ability to
analyze using percentages, you are ready to begin the cost control and cost
management process.

Key Terms and Concepts

The following are terms and concepts discussed in the chapter that are
important for you as a manager. To help you review, please define the
terms below.

Revenue Labor costs

Expense Other expenses

Profit Profit and loss statement (P&L)
Ideal expense Budget/Plan

Desired profit Performance to budget

Food costs 28-day-period approach

Beverage costs
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Test Your Skills

Throughout this book, all Test Your Skills exercises are available in Excel
spreadsheets on your student disk. Although you will be able to calculate
your answers by hand, the authors recommend that you use the spread-
sheets for two main reasons: (1) you will be able to practice using the
spreadsheets that you may use as a manager, and (2) you will be able to
“play” with the numbers and create your own scenarios. These applica-
tions can be used with a variety of spreadsheet software packages; the au-
thors chose Excel because it is widely available. It is assumed that you
have basic knowledge of spreadsheets when using these applications. The
dark bold outlined spaces in all of the Test Your Skills exercises indicate
that answers are required in those spaces. Appendix A shows the kinds of
Excel formulas you will need to solve the Test Your Skills exercises.

1. At the conclusion of her first month of operating Val’s Donut Shop, Val
computed the following revenue and expense figures:

Week Revenue Expense Profit/Loss
1 $ 894.50 $ 761.80
2 1,147.60 522.46
3 1,261.80 879.14
4 1,345.11 1,486.20
Month

To Receive $1,200.00 Profit for the Month

Month

Prepare both weekly and monthly profit formulas so that Val has a good
idea about her current profit situation. Also, given her sales for the
month, tell her how much her expenses should have been to realize the
$1,200 profit she had hoped for.

2. Su Chan manages a Chinese restaurant called the Bungalow. Her P&L
for the month of March is as follows.
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The Bungalow’s March P&L

Revenue $100,000.00 100.0%
F&GB Expense 34,000.00 34.0%
Labor Expense 40,000.00 40.0%
Other Expense 21,000.00 21.0%

Total Expense 95,000.00 95.0%

Profit 5,000.00 5.0%

Su has a meeting with the owner of the Bungalow next week, so she de-
cided to create a pie chart showing the percentage of her costs in rela-
tion to her total sales (see the following diagram).

Profit Food and

5.0% Beverage

Other Expense
Expense 34%

21.0%

Labor
Expense
40.0%

At the meeting with the owner, Su is asked to change the information
on the pie chart to reflect next month’s projections. The owner suggests
that April revenues and costs should be as follows:

April revenues = $120,000.
Food and beverage costs = $44,000.
Labor and other expenses remain constant.

Using these numbers, is the owner’s profit percentage going to be
higher or lower than that in March? By how much?

After looking at the owner’s projections, she thinks it might be too
difficult (and not so good for her guests) if she cannot increase labor
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costs along with sales. She proposes a compromise and tells the owner
that if he will agree to increased labor costs, she will try to decrease
other expenses. So, Su proposes the following:

April revenues = $120,000.

Food and beverage costs = $44,000.
Labor costs = $50,000.

Other expenses = $19,000.

Using these numbers, is the owner’s profit percentage going to be
higher or lower than that in March? By how much?

Which set of projections has more reasonable goals?

Note: If you use the Excel spreadsheets on your student disk, the

changes you make to the numbers should be reflected on the pie charts
as well.
. The dining room at the Roadrock Inn is extremely popular. Terry Ray,
the food and beverage director, is pleased to see that his revenue is
higher than last year. Of course, expenses are higher also. Express
Terry’s expenses and profit as a percentage of total revenue, both this
year and last year (fill in all empty blanks).

This Year % Last Year %
Revenue $965,971.00 $875,421.00
F&B Expense 367,069.00 350,168.00
Labor Expense 338,090.00 315,151.00
Other Expense 144,896.00 140,068.00
Total Expense
Profit

How is Terry doing in managing his expenses when comparing this
year to last year? How do changes in revenue affect his performance?

. Pamela Cantu operates a school foodservice department in a small, ru-
ral community. She feeds approximately 1,000 students per day in three
different locations. She receives an average of $1.20 in revenues per
meal. Her budget, set at the beginning of the school year by the super-
intendent, is developed in such a way that a small amount is to be re-
served for future equipment purchases and dining room renovation.
These funds are available, however, only if Pamela meets her budget.
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She hopes to use this year’s reserve to buy a $5,000 refrigerated salad
bar for the high school. Since it is the midpoint of her school year, help
her determine her “performance to budget” (fill in all empty blanks).

Item Budget Actual % of Budget
Meals Served 300,000 149,800
Revenue

Food Expense $170,000 $84,961

Labor Expense 125,000 63,752

Other Expense 60,000 31,460

Total Expense 355,000

Reserve 5,000

Assuming that the year is 50% completed and Pamela continues doing
what she is doing, is she likely to meet the reserve requirement and,
thus, be able to purchase the salad bar by the end of the year? If not,
what changes should she make over the next six months to ensure
that she will have the $5,000 in reserve?
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Chapter

DETERMINING SALES
FORECASTS

This chapter presents the methods and procedures you must learn to cre-
ate accurate histories of what you have sold in the past as well as projec-
tions of how much you will sell in the future. This includes the total rev-
enue you will generate, the number of guests to be served, and the
number of dollars each guest will spend. Knowledge of these techniques
is critical if you are to analyze sales trends in the facility you manage and
be prepared to serve your future guests well.

CHAPTER OUTLINE

HiHLIGHTS

Importance of Forecasting Sales

Sales History

Maintaining Sales Histories

Sales Variances

Predicting Future Sales

Key Terms and Concepts, and Test Your Skills

At the conclusion of this chapter, you will be able to:

O Develop a procedure to record current sales.
O Compute percentage increases or decreases in sales over time.
O Develop a procedure to estimate future sales.

Importance of Forecasting Sales

The first question operating managers must ask themselves is very sim-
ple: “How many guests will I serve today?—This week?—This year?” The

27
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answers to questions such as these are critical, since these guests will pro-
vide the revenue from which the operator will pay basic operating ex-
penses. Simply put, if too few guests are served, total revenue may be in-
sufficient to cover costs, even if these costs are well managed. In addition,
purchasing decisions regarding the kind and quantity of food or beverage
to buy are dependent on knowing the number of guests who will be com-
ing to consume those products. Labor required to serve the guests is also
determined based on the manager’s “best guess” of the projected number
of guests to be served and what these guests will buy. Forecasts of future
sales are normally based on your sales history since what has happened
in the past in your operation is usually the best predictor of what will hap-
pen in the future.

In the hospitality industry, we have many ways of counting or defin-
ing sales. In its simplest case, sales are the dollar amount of revenue col-
lected during some predetermined time period. The time period may be
an hour, shift, day, week, month, or year. When used in this manner, sales
and revenue are interchangeable terms. When you predict the number of
guests you will serve and the revenues they will generate in a given future
time period, you have created a sales forecast.

You can determine your actual sales for a current time period by us-
ing a computerized system called a point of sales (POS) system that has
been designed to provide specific sales information. Alternatively, a stan-
dard cash register or even manually produced guest checks or head
counts will help you establish how many sales were completed. It is im-
portant to remember that a distinction is made in the hospitality industry
between sales (revenue) and sales volume, which is the number of units
sold. Consider Manuel, a bagel shop manager, whose Monday business
consists of $2,000 in sales (revenue) because he actually sold 3,000 bagels
(sales volume). Obviously, it is important for Manuel to know how much
revenue is taken in, so he can evaluate the expenses required to generate
his revenue and the number of units that have been sold. With this infor-
mation, he can properly prepare to serve additional guests the next day.

In many areas of the hospitality industry, for example, in college dor-
mitory foodservice, it is customary that no cash actually changes hands
during a particular meal period. Of course, the manager of such a facility
still created sales and would be interested in sales volume, that is, how
much food was actually consumed by the students on that day. This is crit-
ical information because, as we have seen, a manager must be prepared
to answer the question, “How many individuals did I serve today, and how
many should I expect tomorrow?”

In some cases, your food and beverage operation may be a blend of
cash and noncash sales. Consider Tonya Brown, a hospital foodservice di-
rector. It is very likely that Tonya will be involved in serving both cash
guests (public cafeteria) and noncash patients (tray line). In addition, em-
ployee meals may be cash sales but at a reduced or subsidized rate.
Clearly, Tonya’s operation will create sales each day, and it will be im-
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Ficure 2.1 @ Advantages of Precise Sales Forecasts

Accurate revenue estimates

Improved ability to predict expenses

Greater efficiency in scheduling needed workers

Greater efficiency in scheduling menu item production

schedules

5. Better accuracy in purchasing the correct amount of food for
immediate use

6. Improved ability to maintain proper levels of nonperishable
food inventories

7. Improved budgeting ability

8. Lower selling prices for guests because of increased
operational efficiencies

9. Increased dollars avoilable for current facility maintenance
and future growth

10. Increased profit levels and stockholder value

AN -

portant to her and her staff to know, as accurately as possible, how many
of each type guest she will serve.

An understanding of anticipated sales, in terms of revenue dollars or
guest counts, will help you have the right number of workers, with the
right amounts of product available, at the right time. In this way, you can
begin to effectively manage your costs. In addition to the importance of ac-
curate sales records for purchasing and staffing, sales records are valu-
able to the operator when developing labor standards. Consider, for ex-
ample, a large restaurant with 400 seats. If an individual server can serve
25 guests at lunch, you would need 400/25, or 8, servers per lunch shift. If
management keeps no accurate sales histories or forecasts, too few or too
many servers could possibly be scheduled on any given lunch period.
With accurate sales records, a sales history can be developed for each
foodservice outlet you operate and better decisions will be reached with
regard to planning for each unit’s operation. Figure 2.1 lists some of the
advantages that you gain when you can accurately predict the number of
people you will serve in a future time period.

Sales History

A sales history is the systematic recording of all sales achieved during a
predetermined time period. It is no less than an accurate record of what
your operation has sold. Before you can develop a sales history, however,
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it is necessary for you to think about the definition of sales that is most
helpful to you and your understanding of how the facility you manage
functions. The simplest type of sales history records revenue only. The
sales history format shown in Figure 2.2 is typical for recording sales rev-
enue on a weekly basis.

Notice that, in this most basic of cases, you would determine daily
sales either from your POS system, from sales revenue recorded on your
cash register, or from adding the information recorded on your guest
checks. You would then transfer that number, on a daily basis, to the sales
history by entering the amount of your daily sales in the column titled
Daily Sales. Sales to date is the cumulative total of sales reported in the
unit. Sales to date is the number we get when we add today’s sales to the
sales of all prior days in the reporting period.

Sales to date on Tuesday, January 2, is computed by adding Tuesday’s
sales to those of the prior day ($851.90 + $974.37 = $1,826.27). The Sales
to Date column is a running total of the sales achieved by Rae’s Restaurant
for the week. Should Rae’s manager prefer it, the sales period could, of
course, be defined in blocks other than one week. Common alternatives
are meal periods, days, weeks, two-week periods, four-week periods,
months, quarters (three-month periods), or any other unit of time that
makes sense and is helpful to the manager.

FIGRE 2.2 @ Sales History

Roe’s Restaurant

Sales Period Date Daily Sales Sales to Date
Monday 1/1 $ 851.90 $ 851.90
Tuesday 1/2 974.37 1,826.27
Wednesday 1/3 1,004.22 2,830.49
Thursday 1/4 976.01 3,806.50
Friday 1/5 856.54 4,663.04
Saturday 176 1,428.22 6,091.26
Sunday 177 1,241.70 7,332.96
Week’s Total 7,332.96
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Sometimes, you will not have the ability to consider sales in terms of
revenue generated. Figure 2.5 is the type of sales history you can use when
no cash sales are typically reported. Notice that, in this case, the manager
is interested in recording sales based on meal periods rather than some
alternative time frame such as a 24-hour (one-day) period. This approach
is often used in such settings as nursing homes, college dormitories, pris-
ons, hospitals, summer camps, or any other situation where a knowledge
of the number of actual guests served during a given period is critical for
planning purposes.

Given the data in Figure 2.3, the implications for staffing service per-
sonnel at the camp are very clear. Fewer service personnel are needed
from 9:00 to 11:00 a.m. than from 7:00 to 9:00 A.m. The reason is obvious.
Fewer campers eat between 9:00 and 11:00 a.m. (40) than between 7:00
and 9:00 a.m. (121). Notice that, as a knowledgeable manager, if you were
operating this camp, you could either reduce staff during the slower serv-
ice period or shift those workers to some other necessary task. Notice also
that you might decide not to produce as many menu items for consump-
tion during the 9:00 to 11:00 am period. In that way, you could make more
efficient use of both labor and food products. It is simply easier to manage
well when you know the answer to the question, “How many guests will |
serve?”

FIGURE 2.3 @ Soles History

Eureka Summer Camp

Guests Served

Serving Period Mon Tues Wed Thurs  Fri Sat Sun Total
7:00-9:00 a.m. 121
9:00-11:00 a.m. 40
11:00-1:00 p.u. 131

1:00-3:00

M. 11

3:00-5:00

M. 42

5:00-7:00

M. 161

Total Served 506
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Sales histories can be created to record revenue, guests served, or
both. It is important, however, that you keep good records of how much
you have sold because doing so is the key to accurately predicting the
amount of sales you will achieve in the future.

Computing Averages for Sales Histories

In some cases, knowing the average number of revenue dollars generated
in a time period, or the average number of guests served in that period,
may be a real benefit to you. This is because it may be helpful to know, for
example, the number of dollar sales achieved on a typical day last week or
the number of guests served on that same typical day. Since future guest
activity can often be expected to be very similar to the activities of guests
in the past, using historical averages from your operation can be quite use-
ful in helping you project future guest sales and counts.

An average is defined as the value arrived at by adding the quanti-
ties in a series and dividing the sum of the quantities by the number of
items in the series. Thus, the average of 6 + 9 + 18 = 11. The sum of the
quantities in this case equals 33 (6 + 9 + 18 = 33). The number of items
in the series is three, that is, 6, 9, and 18. Thus, 33/3 = 11, the average of
the numbers. Sometimes, an average is referred to as the mean in a series
of quantities. The two major types of averages you are likely to encounter
as a foodservice manager are as follows:

1. Fixed average
2. Rolling average

Fizxed Average A fixed average is an average in which you determine
a specific time period, for example, the first 14 days of a given month, and
then you compute the mean or average amount of sales or guest activity
for that period. Note that this average is called fixed because the first 14
days of the month will always consist of the same days and, thus, the same
revenue numbers, as shown in Figure 2.4, the sales activity of Dan’s Take-
Out Coffee for the first 14 days of this month.

This average (total revenue/number of days) is fixed or constant be-
cause Dan’s management has identified 14 specific days that are used to
make up the average. The number $427.14 may be very useful because it
might, if management deems it so, be used as a good predictor of the rev-
enue volume that should be expected for the first 14 days of next month.

Rolling Average The rolling average is the average amount of sales or
volume over a changing time period. Essentially, where a fixed average is
computed using a specific or constant set of data, the rolling average is
computed using data that will change regularly. To illustrate, consider the
case of Ubalda Salas, who operates a sports bar in a university town in the
Midwest. Ubalda is interested in knowing what the average revenue dol-



Sales History @ 33

FIGURE 2.4 @ 14-Day Fixed Average

Dan’s Take-Out Coffee

Day Daily Sales

$ 350.00
320.00
390.00
440.00
420.00
458.00
450.00
460.00
410.00

10 440.00

11 470.00

12 460.00

13 418.00

14 494.00

14-day total $5,980.00

$5,980
14

N CONONUT A NN B~

= $427.14 per day

lars were in her operation for each prior seven-day period. Obviously, in
this case, the prior seven-day period changes or rolls forward by one day,
each day. It is important to note that Ubalda could have been interested in
her average daily revenue last week (fixed average), but she prefers to
know her average sales for the last seven days. This means that she will,
at times, be using data from both last week and this week to compute the
last seven-day average. Using the sales data recorded in Figure 2.5, the
seven-day rolling average for Ubalda’s Sports Bar would be computed as
shown in Figure 2.6.

Note that each seven-day period is made up of a group of daily rev-
enue numbers that changes over time. The first seven-day rolling average
is computed by summing the seven days’ revenue (revenue on days 1-7 =
$2,828) and dividing that number by seven to arrive at a seven-day rolling
average of $404.00 ($2,828/7 = $404.00). Each day, Ubalda would add her
daily revenue to that of the prior seven-day total and drop the day that is
now eight days past. This gives her the effect of continually rolling the
most current seven days forward. The use of the rolling average, while



34 @

CHAPTER 2  DETERMINING SALES FORECASTS

FIGurRe 2.5 @ 14-Day Sales Levels

Ubalda’s Sports Bar

Date Sales Date Sales
1 350 8 460
2 320 9 410
3 390 10 440
4 440 11 470
5 420 12 460
6 458 13 418
7 450 14 494

more complex and time consuming than that of a fixed average, can be ex-
tremely useful in recording data to help you make effective predictions
about the sales levels you can expect in the future. This is true because, in
many cases, rolling data are more current and, thus, more relevant than
some fixed historical averages. You may choose to compute fixed averages
for some time periods and rolling averages for others. For example, it may
be helpful to know your average daily sales for the first 14 days of last
month and your average sales for the last 14 days. If, for example, these
two numbers were very different, you would know if the number of sales
you can expect in the future is increasing or declining. Regardless of the
type of average you feel is best for your operation, you should record your
sales history because it is from your sales history that you will be better
able to predict future sales levels.

Recording Revenue, Guest Counts, or Both?

As previously mentioned, some foodservice operations do not regularly
record revenue as a measure of their sales activity. For them, developing
sales histories by recording the number of individuals they serve each day
makes the most sense. Thus, guest counts, the term used in the hospi-
tality industry to indicate the number of people served, is recorded on a
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FIGURE 2.6 @ Seven-Day Rolling Average

Ubalda’s Sports Bar

Seven-Day Period

Date -7 2-8 -9 410 5-11 6-12 7-13 8-14

1 $350| -

2 320 s$320 -

3 390 390 $390| -

4 440 440 440 | 440 -

5 420 420 420 420 | S$420( -

6 458 458 458 458 458 | 9458 -

7 450 450 450 450 450 450| %450 -

8 460 460 460 460 460 460 | $4460

9 410 410 410 410 410 410

10 440 440 440 440 440

11 470 470 470 470

12 460 460 460

13 418 418

14 494
Total 2,828| 2,938| 3,028 | 3,078| 3,108| 3,148 3,108| 3,152
7-Day
Rolling Average |404.00|419.71|432.57 |439.71|444.00|449.71| 444.00 | 450.29
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regular basis. For many other foodservice operations, sales are recorded
in terms of sales revenue generated.

Not surprisingly, you may decide that your operation is best man-
aged by tracking both revenue and guest counts. In fact, if you do decide
to record both revenue and guest counts, you have the information you
need to compute average sales per guest, a term also known as check
average.

Average sales per guest is determined by the following formula:

Total Sales
Number of Guests Served

= Average Sales per Guest

Consider the information in Figure 2.7 in which the manager of Brothers’
Family Restaurant has decided to monitor and record the following;:

1. Sales
2. Guests served
3. Average sales per guest

Most POS systems are designed to tell you the amount of revenue you
have generated in a given time period, the number of guests you have
served, and the average sales per guest. If the operation you manage does
not have a POS system in place, the revenue generated may be determined
by a cash register, and the number of guests served may be determined by

Fieure 2.7

@® Sales History

Brothers’ Family Restaurant

Average Sales

Sales Period Date Sales Guests Served per Guest
Monday 1/1 $1,365.00 190 $7.18
Tuesday 1/2 2,750.00 314 8.76

Two-Day Average 2,057.50 252 8.16
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an actual guest head count, by a count of the number of utensils or trays
issued, or by adding the number of individuals listed on the guest checks
used. In the case of Brothers’ Family Restaurant, Monday’s revenue was
$1,365, the number of guests served was 190, and the average sales per
guest for Monday, January 1, was determined to be $7.18 ($1,365/190 =
$7.18). On Tuesday, the average sales per guest was $8.76 ($2,750/314 =
$8.76).

To compute his or her two-day revenue average, the Brothers’ man-
ager would add Monday’s revenue and Tuesday’s revenue and divide by 2,
yielding a two-day revenue average of $2,057.50 [($1,365 + $2,750)/2 =
$2,057.50]. In a like manner, the two-day guests-served average is com-
puted by adding the number of guests served on Monday to the number
served on Tuesday and dividing by 2, yielding a two-day average guests-
served number of 252 [(190 + 314)/2 = 252].

It might be logical to think that the manager of Brothers’ could com-
pute the Monday and Tuesday combined average sales per guest by adding
the averages from each day and dividing by 2. This would not be correct.
A formula consisting of Monday’s average sales per guest plus Tuesday’s
average sales per guest divided by 2 [($7.18 + $8.76)/2] yields $7.97. In fact,
the two-day average sales per guest is $8.16 [($1,365 + $2,750)/(190 + 314)
= ($4,115/504) = $8.16].

While the difference of $0.19 might, at first glance, appear to be an
inconsequential amount, assume that you are the chief executive officer
(CEO) of a restaurant chain with 4,000 units worldwide. If each unit
served 1,000 guests per day and you miscalculated average sales per guest
by $0.19, your daily revenue assumption would be “off” by $760,000 per
day [(4,000 X 1,000 X $0.19) = $760,000].

Returning to the Brothers’ Family Restaurant example, the correct
procedure for computing the two-day sales per guest average is as follows:

Monday Sales + Tuesday Sales
Monday Guests + Tuesday Guests

or

$1,365 + $2,750
190 + 314

= $8.16

The correct computation is a weighted average, that is, an average
that weights the number of guests with how much they spend in a given
time period.

To demonstrate further, assume that you were to answer the ques-
tion, “What is the combined average sales per guest?” using the data in
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FIGURE 2.8 @ Weighted Average

Average Sales
Sales Guests Served per Guest
Day 1 $ 100 20 $5.00
Day 2 4,000 400 10.00
Two-Day Average 2,050 210 279

Figure 2.8. From the data in Figure 2.8, it is easy to “see” that the two-day
average would not be $7.50 ($5.00 + $10.00/2) because many more guests
were served at a $10.00 average than were served at the $5.00 average. Ob-
viously, with so many guests spending an average of $10.00, and so few
spending an average of $5.00, the overall average should be quite close to
$10.00. In fact, the correct weighted average sales per guest would be
$9.76, as follows:

Day 1 Sales + Day 2 Sales
Day 1 Guests + Day 2 Guests

or

$100 + $4,000

20 £ 400 076

Maintaining Sales Histories

While a sales history may consist of revenue, number of guests served,
and average sales per guest, you may want to use even more detailed in-
formation, such as the number of a particular menu item served, the num-
ber of guests served in a specific meal or time period, or the method of
meal delivery (e.g., drive-through vs. counter sales). The important con-
cept to remember is that you have the power to determine the information
that best suits your operation. That information should be updated at least
daily, and a cumulative total for the appropriate accounting period should
also be maintained.
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In most cases, your sales histories should be kept for a period of at
least two years. This allows you to have a good sense of what has happened
to your business in the recent past. Of course, if you are the manager of a
new operation, or one that has recently undergone a major concept
change, you may not have the advantage of reviewing meaningful sales
histories. If you find yourself in such a situation, it is imperative that you
begin to build and maintain your sales histories as soon as possible so you
will have relevant data on which to base your future managerial decisions.

Sales Yariances

Once an accurate sales history system has been established, you may be-
gin to see that your operation, if it is like most, will experience some level
of sales variation. These sales variances, or changes from previously ex-
perienced sales levels, will give you an indication of whether your sales
are improving, declining, or staying the same. Because that information is
so important to predicting future sales levels, many foodservice managers
improve their sales history information by including sales variance as an
additional component of the history.

Figure 2.9 details a portion of a sales history that has been modified
to include a Variance column, which allows the manager to see how sales
are different from a prior period. In this case, the manager of Quick Wok
wants to compare sales for the first three months of this year to sales for
the first three months of last year. Note, of course, that the manager would
find this revenue information in the sales histories regularly maintained
by the operation.

FIGIRE 2.9 @ Sales History and Variance

Month Sales This Year Sales Last Year Variance
January $ 54,000 $ 51,200 $ 2,800
February 57,500 50,750 6,750
March 61,200 57,500 3,700

First-Quarter Total 172,700 159,450 13,250




40 ©

CHAPTER 2  DETERMINING SALES FORECASTS

The variance in Figure 2.9 is determined by subtracting sales last year
from sales this year. In January, the variance figure is obtained as follows:

Sales This Year — Sales Last Year = Variance
or

$54,000 — $51,200 = $2,800

Thus, the manager of Quick Wok can see that sales are improving. All
three months in the first quarter of the year showed revenue increases
over the prior year. The total improvement for the first quarter was
$13,250 ($172,700 — $159,450 = $13,250).

While the format used in Figure 2.9 does let a manager know the dol-
lar value of revenue variance, good managers want to know even more.
Simply knowing the dollar value of a variance has limitations. Consider
two restaurant managers. One manager’s restaurant had revenue of
$1,000,000 last year. The second manager’s restaurant generated one half
as much revenue, or $500,000. This year both had sales increases of
$50,000. It is clear that a $50,000 sales increase represents a much greater
improvement in the second restaurant than in the first. Because that is
true, effective managers are interested in the percentage variance, or
percentage change, in their sales from one time period to the next.

Figure 2.10 shows how the sales history at Quick Wok can be expanded
to include percentage variance as part of that operation’s complete sales his-
tory. Percentage variance is obtained by subtracting sales last year from
sales this year and dividing the resulting number by sales last year. Thus, in
the month of January, the percentage variance is determined as follows:

Sales This Year — Sales Last Year
Sales Last Year

= Percentage Variance

or

$54,000 — $51,200
$51,200
(in common form, 5.5%)

= 0.055

Note that the resulting decimal-form percentage can be converted to
the more frequently used common form discussed in Chapter 1 by mov-
ing the decimal point two places to the right (or multiplying by 100).
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FIcure 2.10 @ Soles History, Variance, and Percentage Variance

Sales Sales Percentage

Month This Year Last Year Variance Variance
January $ 54,000 $ 51,200 $ 2,800 5.5%
February 57,500 50,750 6,750 13.3
March 61,200 57,500 3,700 6.4
First-Quorter Total 172,700 159,450 13,250 8.3

Of course, an alternative, and shorter formula for computing the per-
centage variance is as follows:

Variance
Sales Last Year

= Percentage Variance

or

g 2:800
$51,200
(in common form, 5.5%)

= 0.055

Another way to compute the percentage variance is to use a math
shortcut, as follows:

Sales This Year
Sales Last Year

— 1 = Percentage Variance

or

$54,000
$51,200
(in common form, 5.5%)

-1 =0.055
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The computation of percentage variance is invaluable when you
want to compare the operating results of two foodservice operations of dif-
ferent sizes. Return to our previous example of the two restaurant man-
agers, each of whom achieved $50,000 revenue increases. Using the first
percentage variance formula presented before, you will see that the
restaurant with higher sales increased its revenue by 5.0%, [($1,050,000 —
$1,000,000)/$1,000,000 = 5.0%], while the restaurant with lower revenue
achieved a 10% increase [($550,000 — $500,000)/$500,000 = 10.0%]. As
your level of expertise increases, you will find additional areas in which
knowing the percentage variance in revenue, and later in this text, in ex-
pense areas, will be instrumental to your management decision making.

Predicting Future Sales

It has been pointed out that truly outstanding managers have an ability to
see the future in regard to the revenue figures they can achieve and the
number of guests they expect to serve. You, too, can learn to do this when
you apply the knowledge of percentage variances you now have to esti-
mating your own operation’s future sales. Depending on the type of facil-
ity you manage, you may be interested in predicting, or forecasting, future
revenues, guest counts, or average sales per guest levels. We will examine
the procedures for all three of these in detail.

Future Revenues

Erica Tullstein is the manager of Rock’s Pizza Pub on the campus of State
College. Her guests consist of college students, most of whom come to the
Rock to talk, listen to music, eat, and study. Erica has done a good job in
maintaining sales histories in the two years she has managed the Rock.
She records the revenue dollars she achieves on a daily basis, as well as
the number of students frequenting the Rock. Revenue data for the last
three months of the year are recorded in Figure 2.11.

As can easily be seen, fourth-quarter revenues for Erica’s operation
have increased from the previous year. Of course, there could be a variety
of reasons for this. Erica may have extended her hours of operation to at-
tract more students. She may have increased the size of pizzas and held
her prices constant, thus creating more value for her guests. She may have
raised the price of pizza, but kept the pizzas the same size. Or perhaps a
competing pizza parlor was closed for renovation during this time period.
Using all of her knowledge of her own operation and her market, Erica
would like to predict the sales level she will experience in the first three
months of next year. This sales forecast will be most helpful as she plans
for next year’s anticipated expenses, staffing levels, and profits.

The first question Erica must address is the amount her sales have
actually increased. Revenue increases range from a low in October of
3.4%, to a high in December of 13.9%. The overall quarter average of 7.5%
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FIGUrRe 2.11 @ Revenue History

Rock’s Pizza Pub

Sales This Sales Last Percentage

Month Year Year Variance Variance
October $ 75,000 $ 72,500 $ 2,500 3.4%
November 64,250 60,000 4,250 7.1
December 57,500 50,500 7,000 13.9
Fourth-Quarter Total 196,750 183,000 13,750 7.5

is the figure that Erica elects to use as she predicts her sales revenue for
the first quarter of the coming year. She feels it is neither too conservative,
as would be the case if she used the October percentage increase, nor too
aggressive, as would be the case if she used the December figure.

If Erica were to use the 7.5% average increase from the fourth quar-
ter of last year to predict her revenues for the first quarter of this year, a
planning sheet for the first quarter of this year could be developed as pre-
sented in Figure 2.12.

FIGURE 2.12 @ First-Quarter Revenue Forecast

Rock’s Pizza Pub

Sales Last % Increase Increase Revenue

Month Year Estimate Amount Forecast
January $ 68,500 7.5% $ 5,137.50 | $ 73,637.50
February 72,000 7.5 5,400.00 77,400.00
March 77,000 7.5 5,775.00 82,775.00
First-Quarter Total 217,500 7.5 16,312.50 233,812.50
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Revenue forecast for this time period is determined by multiplying
sales last year by the % increase estimate and then adding sales last year.
In the month of January, revenue forecast is calculated using the follow-
ing formula:

Sales Last Year + (Sales Last Year X % Increase Estimate)
= Revenue Forecast

or

$68,500 + ($68,500 X 0.075) = $75,637.50

An alternative way to compute the revenue forecast is to use a math
shortcut, as follows:

Sales Last Year X (1 + % Increase Estimate) = Revenue Forecast
or

$68,500 X (1 + 0.075) = $75,637.50

Erica is using the increases she has experienced in the past to pre-
dict increases she may experience in the future. Monthly revenue figures
from last year’s sales history plus percent increase estimates based on
those histories give Erica a good idea of the revenue levels she may
achieve in January, February, and March of the coming year. Clearly, Er-
ica will have a better idea of the sales dollars she may achieve than man-
agers who did not have the advantage of sales histories to help guide their
planning.

Future Guest Counts

Using the same techniques employed in estimating increases in sales, the
noncash operator or any manager interested in guest counts can estimate
increases or decreases in the number of guests served. Figure 2.13 shows
how Erica, the manager of Rock’s Pizza Pub, used a sales history to deter-
mine the percentage of guest count increases achieved in her facility in
the fourth quarter of last year.



Predicting Future Sales

® 45

FIGURE 2.13 @ Guest Count History

Rock’s Pizza Pub

Guests This | Guests Last Percentage

Month Year Year Variance Variance
October 14,200 13,700 + 500 3.6%
November 15,250 14,500 + 750 5.2
December 16,900 15,500 +1,400 9.0
Fourth-Quarter Total 46,350 43,700 +2,650 6.1

If Erica were to use the 6.1% average increase from the fourth quar-
ter of last year to predict her guest count for the first quarter of the com-
ing year, a planning sheet could be developed as presented in Figure 2.14.
It is important to note that Erica is not required to use the same percent-
age increase estimate for each month. Indeed, any forecasted increase
management feels is appropriate can be used to predict future sales.

FIGurRe 2.14 @ First-Quorter Guest Count Forecast

Rock’s Pizza Pub

Guest Guest

Guests Last % Increase Increase Count
Month Year Estimate Estimate Forecast
January 12,620 6.1% 770 13,390
February 13,120 6.1 800 13,920
March 13,241 6.1 808 14,049
First-Quarter Total 38,981 6.1 2,378 41,359
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Notice that in January, for example, the guest increase estimate is
rounded from 769.82 to 770. This is because you cannot serve “0.82” people!

The guest count forecast is determined by multiplying guest count
last year by the % increase estimate and then adding the guest count last
year. In the month of January, guest count forecast is calculated using the
following formula:

Guest Count Last Year
+ (Guest Count Last Year X % Increase Estimate)
= Guest Count Forecast

or

12,620 + (12,620 X 0.061) = 15,590

This process can be simplified if desired by using a math shortcut, as
follows:

Guests Last Year X (1.00 + % Increase Estimate)
= Guest Count Forecast

or

12,620 X (1.00 + 0.061) = 13,590

You should choose the formula you feel most comfortable with.

Future Average Sales per Guest

Recall that average sales per guest (check average) is simply the amount
of money an average guest spends during a visit. The same formula is
used to forecast average sales per guest as was used in forecasting total
revenue and guest counts. Therefore, using data taken from the sales his-
tory, the following formula is employed:

Last Year’s Average Sales per Guest
+ Estimated Increase in Sales per Guest
= Sales per Guest Forecast
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Alternatively, you can compute average sales per guest using the data
collected from revenue forecasts (Figure 2.12) and combining that data
with the guest count forecast (Figure 2.14). If that is done, the data pre-
sented in Figure 2.15 result.

Average sales per guest forecast is obtained by dividing the revenue
forecast by the guest count forecast. Thus, in the month of January, the
average sales per guest forecast is determined by the following formula:

Revenue Forecast
Guest Count Forecast

= Average Sales per Guest Forecast

or

$73,637.50

13,390 BT

Itis important to note that sales histories, regardless of how well they
have been developed and maintained, are not sufficient alone to accu-
rately predict future sales. Your knowledge of potential price changes, new
competitors, facility renovations, and improved selling programs are just
a few of the many factors that you must consider when predicting future
sales. There is no question, however, that you must develop and monitor,
daily, a sales history report appropriate for your operation. They are eas-
ily developed and will serve as the cornerstone of other management sys-

FIGure 2.15 @ First-Quorter Average Sales per Guest Forecast

Rock’s Pizza Pub

Revenue Guest Count Average Sales per
Month Forecast Forecast Guest Forecast
January $ 73,637.50 13,390 $5.50
February 77,400.00 13,920 5.56
March 82,775.00 14,049 5.89
First-Quarter Total 233,812.50 41,359 5.65
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tems. Without accurate sales data, control systems, regardless of their so-
phistication, are destined to fail.

When added to your knowledge of the factors that impact your unit,
properly maintained histories will help you answer two important control
questions, namely, “How many people are coming tomorrow?” and “How
much is each person likely to spend?” The judgment of management is
critical in forecasting answers to these questions. Since you can now an-
swer those questions, you are ready to develop systems that will allow you
to prepare an efficient and cost-effective way of serving those guests, be
they guests in a hotel lounge, tourists visiting your restaurant as part of
their overall travel experience, or any other foodservice guest. You want to
be ready to provide them with quality food and beverage products and
enough staff to serve them properly. You have done your homework with
regard to the number of individuals who may be coming, and now you
must prepare for their arrival!

FUN ON THE WEB!

Look up the following sites to see examples of point of sales sys-
tems used to track sales information.

www.micros.com Link to “Products and Services” and continue link-
ing from here to see product descriptions.

www.squirrelsystems.com Spend some time browsing this cool site.

www.datatrakpos.com Click on “Screen Shots” to see how sales are
displayed on the system.

Key Terms and Concepts

The following are terms and concepts discussed in the chapter that are
important for you as a manager. To help you review, please define the
terms below.

Sales forecast Rolling average

Point of sales (POS) system Guest count

Sales volume Average sales per guest (check
Sales history average)

Sales to date Weighted average

Average (mean) Sales variance

Fixed average Percentage variance

Test Your Skills

1. Laurie Fitsin owns a small sandwich shop called Laurie’s Lunch Box.
She has developed a sales history for the first week of March using to-
tal sales and guests served. Help Laurie calculate her average sales per
guest for each day of the week and calculate her totals.
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Average Sales
Sales Period | Date Sales Guests Served per Guest
Monday 3/1 | $1,248.44 200
Tuesday 3/2 1,686.25 360
Wednesday 3/3 1,700.00 350
Thursday 3/4 1,555.65 300
Friday 3/5 1,966.31 380
Saturday 3/6 2,134.65 400
Sunday 3/7 2,215.77 420
Total

Laurie has decided that she could take a shortcut and calculate the av-
erage sales per guest for the week by adding Monday through Sunday’s
average sales per guest and dividing by seven. Would this shortcut make
a difference in her total average sales per guest for the week? If so, how
much of a difference? Should she take this shortcut? Why or why not?

. Peggy Richey operates Peggy’s Pizza Place in southern California. She
has maintained a sales history for January through June, and she wants
to compare this year’s sales with last year’s sales. Calculate her sales
variances and percentage variances for the first six months of the year.

Peggy’s Pizza Place

Sales This | Sales Last Percentage
Month Year Year Variance| Voriance
January $37,702.73 | $34,861.51
February 33,472.03 | 31,485.40
March 36,492.98 | 33,707.79
April 35,550.12 | 32,557.85
May 36,890.12 | 37,852.42
June 37,482.52 | 37,256.36
é6-Month Total
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3. Peggy (from preceding exercise) wants to use the sales and variance in-
formation from her first six months of the year to forecast her revenues
for the last six months of the year. She decides to use her six-month to-
tal percentage variance of 4.75% to predict her changes in sales. Help
her calculate the projected sales increases and revenue forecasts for the
last six months of the year.

Peggy’s Pizza Place

Sales Last | Predicted | Projected Sales | Revenue
Month Year Change Increase Forecast
July $36,587.91 4.75%
August 36,989.73 4.75%
September 40,896.32 4.75%
October 37,858.63 4.75%
November 37,122.45 4.75%
December 37,188.71 4.75%
6-Month
Total
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4. The Lopez brothers, Victor, Tony, and Soren, own the Lopez Cantina.
Victor is in charge of marketing, and he is developing his sales forecast
for next year. Because of his marketing efforts, he predicts a 5% in-
crease in his monthly guest counts. Victor is not aware of any antici-
pated menu price increases and assumes, therefore, that his weighted
check average will remain stable.

a. Using last year’s sales and guest counts, estimate Victor’s weighted
check average (average sales per guest) for the year.

Sales Laost Guest Count Check
Month Year Last Year Average
January $45,216.00 4,800
February 48,538.00 5,120
March 50,009.00 5,006
April 45,979.00 4,960
May 49,703.00 5,140
June 48,813.00 5,300
July 55,142.00 5,621
August 59,119.00 6,002
September 55,257.00 5,780
October 50,900.00 5,341
November 54,054.00 5,460
December 50,998.00 5,400
Total
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b. Using the weighted check average calculated in part a, determine
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Victor’s projected sales assuming a 5% increase in guest counts.

Weighted
Guest Count | Guest Count Check Projected
Month Last Year Forecast Average Sales
January 4,800
February 5,120
March 5,006
April 4,960
May 5,140
June 5,300
July 5,621
August 6,002
September 5,780
October 5,341
November 5,460
December 5,400
Total
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Chapter

MANAGING THE CosT
oF Foop

In this chapter, you will learn the professional techniques and methods
used to effectively purchase, receive, and store food products. You will also
master the formulas used to compute the true cost of the food you provide
your guests, as well as a process for estimating the value of food you have
used on a daily or weekly basis, by applying the food cost percentage
method, which is the standard in the hospitality industry.

CHAPTER OUTLINE

H16HLIGHTS

Menu Item Forecasting

Standardized Recipes

Inventory Control

Purchasing

Receiving

Storage

Determining Actual Food Expense

Key Terms and Concepts, and Test Your Skills

At the conclusion of this chapter, you will be able to:

O Use sales histories and standardized recipes to determine the amount
of food products to buy in anticipation of forecasted sales.

O Purchase, receive, and store food products in a cost-effective manner.

O Compute the cost of food sold and food cost percentage.

Menu Item Forecasting

The menu determines the success of most foodservice operations. When
selecting a restaurant, many guests start the process with the question,

53
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“What do you feel like eating?” For many Americans, the answer to this
question is the name of a restaurant, rather than a menu item. In 2000, the
U.S. Bureau of Labor Statistics consumer expenditure surveys reported
that sales of food consumed away from home grew an average of 5% per
year in the 1990s, with annual expenditures for an average U.S. household
exceeding $2,000. Projections for the decade from 2000 to 2010 call for
continued growth at these rates or higher. The hospitality industry is the
third largest retail industry in the United States, surpassed only by auto-
mobiles and food stores.

The restaurant industry generates sales revenues of over $350 billion
a year. According to the National Restaurant Association’s 2000 Restaurant
Industry Forecast, continued economic growth, gains in consumers’ real
disposable income, and changes in the lifestyles of today’s busy American
families are all spurring the sustained rise in hospitality-related services
growth. The hospitality industry remains the nation’s largest employer
with 11 million-plus employees. In addition to lodging and restaurants,
the industry includes country clubs, nightclubs, bars, private catering,
meeting planners, and tourism-related destination points, such as theme
parks, cruise ships, and casinos. This is good news for your career as a
hospitality manager.

All this growth, activity, and consumer demand, however, will also
create challenges for you. Consider the situation you would encounter if
you used sales histories (Chapter 2) to project 300 guests for lunch today
at the restaurant you manage. Your restaurant serves only three entrée
items: roast chicken, roast pork, and roast beef. The question you would
face is this, “How many servings of each item should we produce so that
we do not run out of any one item?”

If you were to run out of one of your three menu items, guests who
wanted that item would undoubtedly become upset. Producing too much
of any one item would, on the other hand, cause costs to rise to unaccept-
able levels unless these items could be sold for their full price at a later
time.

Clearly, in this situation, it would be unwise to produce 300 portions
of each item. While you would never run out of any one item, that is, each
of your 300 estimated guests could order the same item and you would
still have enough, you would also have 600 leftovers at the end of your
lunch period. What you would like to do, of course, is instruct your staff to
make the “right” amount of each menu item. The right amount would be
the number of servings that minimize your chances of running out of an
item before lunch is over, while also minimizing your chance of having
excessive leftovers.

The answer to the question of how many servings of roast chicken,
pork, and beef you should prepare lies in accurate menu forecasting.

Let us return to the example cited previously. This time, however, as-
sume that you were wise enough to have recorded last week’s menu item
sales on a form similar to the one presented in Figure 3.1.
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Ficure 3.1

@ \Menu Item Sales History

Date: 1/1-1/5 Menu Items Sold

Week’s
Menu Item Mon Tues Wed Thurs Fri Total Average
Roast Chicken 70 72 61 85 77 365 73
Roast Pork 110 108 144 109 102 573 115
Roast Beef 100 140 95 121 106 562 112
Total 280 320 300 315 285 1,500

As you can see, an estimate of 300 guests for next Monday makes
sense because the weekly sales total last week of 1,500 guests served av-
erages 300 guests per day (1,500/5 days = 300/day). You also know that,
on an average day, you sold 73 roast chicken (365 sold/5 days = 73/day),
115 roast pork (573 sold/5 days = 115/day), and 112 roast pork (562 sold/5
days = 112/day).

Once you know the average number of people selecting a given menu
item, and you know the total number of guests who made the selections,
you can compute the popularity index, which is defined as the percentage
of total guests choosing a given menu item from a list of alternatives. In this
example, you can improve your “guess” about the quantity of each item to
prepare if you use the sales history to help guide your decision. If you as-
sume that future guests will select menu items much as past guests have
done, given that the list of menu items remains the same, that information
can be used to improve your predictions with the following formula:

Total Number of a Specific Menu Item Sold
Total Number of All Menu Items Sold

Popularity Index =

In this example, the popularity index for roast chicken last week was
24.3% (365 roast chicken sold/1,500 total guests = 0.243, or 24.3%). Simi-
larly, 38.2% (573 roast pork sold/1,500 total guests = 38.20%) prefer roast
pork, while 37.50% (562 roast beef sold/1,500 total guests = 37.50%) select
roast beef.
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If we know, even in a general way, what we can expect our guests to
select, we are better prepared to make good decisions about the quantity
of each item that should be produced. In this example, Figure 3.2 illus-
trates your best guess of what your 300 guests are likely to order when
they arrive.

The basic formula for individual menu item forecasting, based on an
item’s individual sales history, is as follows:

Number of Guests Expected X Item Popularity Index
= Predicted Number of That Item to Be Sold

The predicted number to be sold is simply the quantity of a spe-
cific menu item likely to be sold given an estimate of the total number of
guests expected.

Once you know what your guests are likely to select, you can move
to the next step, which is the determination of how many of each menu
item your production staff should be instructed to prepare. It is important
to note that foodservice managers face a great deal of uncertainty when
attempting to determine the number of guests who will arrive on a given
day. A variety of factors come together to influence the number of guests
you can expect to serve on any specific day. Among these are the follow-
ing:

FIGURE 3.2 @ Forecasting Item Sales
Predicted Number
Menu Item Guest Forecast Popularity Index to Be Sold
Roast Chicken 300 0.243 73
Roast Pork 300 0.382 115
Roast Beef 300 0.375 112
Total 300
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Competition

Weather

Special events in your area
Hotel occupancy

Your own promotions

Your competitor’s promotions
Quality of service
Operational consistency
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The interplay of these, and other factors, which may affect sales volume,
makes accurate guest count prediction very difficult.

In addition, remember that sales histories track only the general
trends of an operation. They are not able to estimate precisely the number
of guests who may arrive on any given day. Sales histories, then, are a
guide to what might be expected. In our example, last week’s guest counts
range from a low of 280 (Monday) to a high of 320 (Tuesday). In addition,
the percentage of people selecting each menu item changes somewhat on
a daily basis.

As a professional foodservice manager, you must take into account
possible increases or decreases in guest count and possible fluctuations in
your predicted number to be sold computations when planning how many
of each menu item you should prepare. The projection of guest counts and
predicted number to be sold are tools to help you make better decisions
about the kind and quantity of items to be produced. A more complete dis-
cussion of menu item forecasting as it relates to production planning is
presented in Chapter 5.

In Chapter 2, we began to discuss the concept of sales forecasting. As
you now know, forecasting can involve estimating the number of guests
you expect, the dollar amount of sales you expect, or even what those
guests may want to purchase. This forecasting is crucial if you are to ef-
fectively manage your food expenses. In addition, consistency in food pro-
duction and guest service will greatly influence your overall success.

Standardized Recipes

While it is the menu that determines what is to be sold and at what price,
the standardized recipe controls both the quantity and the quality of
what your kitchen will produce. Simply put, a standardized recipe consists
of the procedures to be used in preparing and serving each of your menu
items. The standardized recipe ensures that each time a guest orders an
item from your menu, he or she receives exactly what you intended the
guest to receive.

Critical factors in a standardized recipe such as cooking times and
serving size have been tested and retested and should remain constant.
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Thus, the standardized recipe is the key to menu item consistency and, ul-
timately, operational success. It is always true that guests expect to get
what they pay for. The standardized recipe helps you make sure that they
do. Inconsistency is the enemy of any quality foodservice operation. It will
make little difference to the unhappy guest, for instance, if you tell him or
her that while the menu item he or she purchased today is not up to your
normal standard, it will be tomorrow, or that it was the last time the guest
visited your operation.

Standardized recipes must be appropriate for the operation using
them. If they are not, they will simply not be used or followed. In general,
standardized recipes contain the following information:

Item name

Total yield (number of servings)
Portion size

Ingredient list
Preparation/method section
Cooking time and temperature
Special instructions, if necessary
Recipe cost (optional)*

PN IR AN -

Figure 3.5 contains a standardized recipe for roast chicken.

If this standardized recipe represents the quality and quantity man-
agement wishes its guests to have and if it is followed carefully each time,
then guests will indeed receive the value management intended.

Interestingly, despite their tremendous advantages, many managers
refuse to take the time to develop standardized recipes. The excuses used
are many, but the following list contains arguments often used against
standardized recipes:

They take too long to use.

My people don’t need recipes; they know how we do things here.
My chef refuses to reveal his or her secrets.

They take too long to write up.

We tried them but lost some, so we stopped using them.

They are too hard to read, or many of my people cannot read
English.

SOlEa A=

Of the preceding arguments, only the last one, an inability to read
English, has any validity. As one seasoned veteran in hospitality has

*This information is optional. If the recipe cost is not included in the standard-
ized recipe, a standardized cost sheet must be developed for each recipe item
(see Chapter 5).
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FIGURE 3.3 @ Stondardized Recipe

Roast Chicken

Special Instructions: Serve with Recipe Yield: 48
Crabapple Garnish (see Crabapple Garnish Portion Size: !/: chicken
Standardized Recipe). Portion Cost: See cost sheet
Serve on 10-in. plate.
Ingredients Amount Method
Chicken Quarters 48 ea. Step 1. Wash chicken; check for
(twelve 3-3'/: 1b. pinfeathers; tray on 24 in. X 20 in.
chickens) baking pans.
Butter (melted) 1 1b. 4 oz. Step 2. Clarify butter; brush
1 liberally on chicken quarters;
Salt /s C combine all seasonings; mix well;
Pepper o T sprinkle all over chicken quarters.
Paprika 3T
Poultry Seasoning 2 t
Ginger 1Y/, t
Garlic Powder 17 Step 3. Roast at 325°F in oven for
2'/2 hours, to an internal tempera-
ture of at least 165°F.

stated, “When I don’t want to do something, one excuse not to do it is as

good as the next one

'”

Standardized recipes have far more advantages

than disadvantages. Reasons for incorporating a system of standardized
recipes include:

1. Accurate purchasing is impossible without the existence and use of

standardized recipes.

2. Dietary concerns require some foodservice operators to know
exactly the kinds of ingredients and the correct amount of nutrients
in each serving of a menu item.
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3. Accuracy in menu laws require that foodservice operators be able to
tell guests about the type and amount of ingredients in their recipes.

4. Accurate recipe costing and menu pricing is impossible without
standardized recipes.

5. Matching food used to cash sales is impossible to do without
standardized recipes.

6. New employees cannot be trained without standardized recipes. If
the chef quits, for instance, you are stuck!

7. The computerization of a foodservice operation is impossible unless
the elements of standardized recipes are in place; thus, the advanced
technological tools available to the operation are restricted or even
eliminated.

In fact,