








4 Chapter 1

Managing Revenue and Expense

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 money 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 in-
terchangeably: 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 the headquarters of a large corporation. Hector supplies the foodser-
vice to a large group of office workers, each of whom is employed by the corpo-
ration that owns the facility Hector manages. In this situation, Hector’s employer
clearly does not have “profit” as its primary motive. In most business dining situ-
ations, food is provided as a service to the company’s employees either as a no-cost
(to the employee) benefit or at a greatly reduced price. In some cases, executive din-
ing rooms may be operated for the convenience of management. In all cases, how-
ever, some provision for profit must be made. Figure 1.2 shows the flow of busi-
ness 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.

In your own operation, if you find that revenue is less than or equal to real ex-
pense, with no reserve for the future, you will likely also find that there is no money
for new equipment; needed equipment maintenance may not be performed; em-
ployee 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the foodservice facility will become outdated due to a lack of funds needed to re-
model and upgrade. The truth is, all foodservice operations need revenue in excess
of expenses if they are to thrive. If you manage a foodservice operation in a profit
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Profit: The Reward for Service

or a nonprofit setting, it will be your responsibility to communicate this message
to your own staff.

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
expenses. 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. In most cases, investors will not in-
vest in businesses that do not generate enough profit to make their investment
worthwhile. The restaurant business can be very profitable; however, there is no
guarantee that an individual restaurant will in fact make a profit. Some restaurants
do, while others do not. Because that is true, a more appropriate formula, which
recognizes and rewards the business owner for the risk associated 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 wants to achieve on that pre-
dicted quantity of revenue. This formula clearly places profit as a reward for pro-
viding service, not a leftover. When foodservice managers deliver quality and value
to their guests, anticipated revenue levels can be achieved and desired profit is at-
tainable. Desired profit and ideal expense levels are not, however, easily achieved.
It takes an astute foodservice operator to consistently make decisions that will max-
imize revenue while holding expenses to the ideal or appropriate amount. This book
will help you to do just that.

m [LVEIIUE

To some degree, you can manage your revenue levels. Revenue dollars are the re-
sult of units sold. These units may consist of individual menu items, lunches, din-
ners, 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 seating or drive-through windows, extending operating hours,
and building additional foodservice units are all examples of management’s efforts
to increase the number of guests choosing to come to the restaurant or foodservice
operation. Suggestive selling by service staff, creative menu pricing techniques, as
well as discounts 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 bring guests to the foodservice operation. This is true because
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6 Chapter 1 Managing Revenue and Expense

the profit formula begins with revenue. Experienced foodservice operators know
that increasing revenue through adding guests, suggestive selling, or possibly rais-
ing menu prices is an extremely effective way of increasing overall profitability, but
only if effective cost management systems are in place.

The focus of this text is on managing and controlling expenses, not generating
additional revenue. While the two topics are clearly related, they are different. Mar-
keting 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 rev-
enue resulting from inferior food quality or service levels.

Leaders Are Readers!

One tool used by food service establishments to go beyond managing costs to increasing revenue
is the menu. Hospitality Marketing Management, Fourth Edition, by Robert D. Reid and David
C. Bojanic (ISBN: 0-471-47654-4) includes a thorough examination and discussion of how to in-
crease food service revenue through the use of effective menu pricing strategy and creative menu
layout and design. Read the last two chapters of this book.

What’s an ISBN?

A book’s International Standard Book Number (ISBN) is the unique identification number assigned
to it upon its publication. Utilized worldwide, an ISBN is used (among other things) to look up
books on the Internet and to identify specific books at bookstores. Where possible, we will iden-
tify suggested reading materials by an ISBN.

Effective cost control, however, when coupled with management’s aggressive
attitude toward meeting and exceeding guests’ expectations, can result in out-
standing revenue and profit performance.

FUN ON THE WEB!

www.restaurant.org. Click on “Industry Research,” to see the National Restaurant Association’s
revenue projections for the over $500 billion dollar restaurant industry.

m [ATTISIEY

There are four major foodservice expense categories that you must learn to con-
trol. They are:

1. Food costs

2. Beverage costs
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3. Labor costs

4. Other expenses

FOOD COSTY

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 foodservice operation. When com-
puting 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.

DEVERAGE COSTY

Beverage costs are those related to the sale of alcoholic beverages. It is interest-
ing to note that it is common practice in the hospitality industry to consider bev-
erage costs of a nonalcoholic nature as an expense in the food cost category.
Thus, milk, tea, coffee, carbonated beverages, and other nonalcoholic beverage
items are not generally considered a beverage cost. Alcoholic beverages accounted
for in the beverage cost category include 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 bev-
erages.

LADOR COSTY

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 payroll. Some operators find it helpful to
include the cost of management in this category. Others prefer to place the cost of
managers in the category of other expenses. In most operations labor costs are an
operator’s highest cost, or they are second only to food costs in total dollars spent.
If management is included as a labor cost, then this category will frequently be even
larger than the food cost category.

OTHER EAFENSES

Other expenses include all expenses that are neither food, nor beverage, nor la-
bor. Examples include franchise fees, utilities, 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 success-
fully control this expense area is especially critical to the overall profitability of
your foodservice unit.
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the value of dollars has changed over 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, inflation 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 I 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 products 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 because it has more guests or because
it is less efficient in utilizing the food?

The answer to all of the preceding questions, and many more, can be deter-
mined if we use percentages to relate expenses incurred to revenue generated. Per-
centage calculations are important for at least two major reasons. First and fore-
most, percentages are the most common standard used for evaluating costs in the
foodservice industry. Therefore, knowledge of what a percent is and how it is cal-
culated is vital. Second, as a manager in the foodservice industry, you will be eval-
uated primarily on your ability to compute, analyze, and control these percent fig-
ures. While it is true that many basic management tools such as Microsoft Excel,
Lotus, and other software programs will “compute” percentages for you, it is im-
portant that you understand what the percentages mean and how they should be
interpreted. Percent calculations are used extensively in this text and are a corner-
stone of any effective cost control system.

w [ERCLOT REVIEW

Understanding percents and how they are mathematically computed is important.
The following review may be helpful for some readers. If you thoroughly under-
stand 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 blueberry 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 your employees 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. Figure 1.4 shows
three ways to write a percent.

COITITON FORIT

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

Getting Started 9
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B FIGURE 1.4 Forms of 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

FRACTION FORIT

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 ex-
pressing the relationship between the part (10) and the whole (100).

DECITTAL FORIT

A decimal is a number developed from the counting system we use. It is based on
the fact that we count to 10 then start over again. In other words, each of our ma-
jor units, 10s, 100s, 1,000s, and so on, are based on the use of 10s, and each num-
ber can easily be divided by 10. Instead of using the % sign, the decimal form uses
the (.) or decimal point to express the percent relationship. Thus, 10 percent is ex-
pressed as 0.10 in decimal form. The numbers to the right of the decimal point ex-
press the percentage.

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

= COMTUTING FERCENT

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 hotel; 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
—— =P — = 0.
Whole ercent or 840 0.50
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Thus, 50% (common form), 50/100 (fraction form), or 0.50 (decimal form) rep-
resents the proportion of people at the banquet who ordered coffee. A large number
of new foodservice managers have difficulty computing 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 num-
ber 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 conversion 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 restaurant, the “whole” is usually a revenue figure. Expenses and profits
are the “parts,” which are usually expressed 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 when discussing money, it is true that a percent refers to “cents out of
each dollar” as well as “out of each 100 dollars.” When we say 10 percent of a
dollar, we mean 10 cents, or “10 cents out of each dollar.” Likewise, 25 percent
of a dollar represents 25 cents, 50 percent of a dollar represents 50 cents, and 100
percent 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.
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 represent an error in mathematics.

= USIIG FERCENT

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

M FIGURE 1.5 Percent Computation

Possibilities Examples Results
. 61
Part is smaller than the whole 200 61% Always less than 100%
. 35
Part is equal to the whole 35 100% Always equals 100%
. 125
Part is larger than the whole —— = 250% Always greater than 100%

50




12 Chapter 1 Managing Revenue and Expense
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

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 pay for our expenses, we would compute it

as follows:
Expense
—— =FE o,
Revenue xpense %
or
$1,200 _ o
$1.600 — 0.75, or 75%

Another way to state this relationship is to say that each dollar of revenue 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 generated, even
if it is not as much as you had planned. You can compute profit percent using the

following formula:

Profit

—— = Profit %
Revenue

In our example:

$400 Profit .
= 25% Prof
$1,600 Revenue 3% Profit
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M FIGURE 1.6 Pat's Steakhouse




Understanding the Income (Profit and Loss) Statement

M FIGURE 1.7 Pat'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%

An accounting tool that details revenue, expenses, and profit for a given pe-
riod of time, is called the income statement, which is commonly 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 gen-
erated by the formula:

Revenue — Expense = Profit

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

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 percent,
which is equal to Pat’s total revenues. To put it in another way, out of every rev-
enue dollar that Pat generates, 100 percent is designated as either costs or profit.

Pat knows from the P&L that revenues represent 100 percent of the total dol-
lars available to cover expenses and provide for a profit. Food and beverage cost

B FIGURE 1.8 Pat's Steakhouse Costs and Profit as a Percentage of Revenues

Profit
12.50%

Other expenses Food and
6.25% beverage cost
37.50%

Labor cost
43.75%
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is 37.50 percent, and labor cost percentage in the steakhouse equals 43.75 percent.
Other expense percentage equals 6.25 percent, and her total expense percent is
87.50 percent (37.50 + 43.75 + 6.25 = 87.50 percent). The steakhouse profit
equals 12.50 percent. 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 restaurants that serve alcohol, food costs and beverage costs are most often
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 com-
pared to food revenues, and the beverage cost can be compared to beverage rev-
enues. Suppose, for example, that one manager is responsible for controlling food
cost percent in the restaurant and another manager is responsible for controlling
beverage cost percent in the bar. Separation of these two “departments,” 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 correct these problems.

The P&L is important because it indicates the efficiency and profitability of an
operation. Because so many individuals and groups are interested in a food facil-
ity’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 man-
ager used an entirely different method. You, your investors, your accountant, gov-
ernmental 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 Accounts is used
to report financial results in most foodservice units. This system was created to en-
sure uniform reporting of financial results. A Uniform System of Accounts exists
for restaurants, another for hotels, and another for clubs. The Uniform System of
Accounts will be discussed in greater detail later in this text.

The primary purpose of preparing a P&L is to identify revenue, expenses,
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 pro-
vide excellent value to their guests, which cause guests to return, and thus in-
creases 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 per-
sonally are promotions, added responsibilities, and salary increases. If you wish
to succeed in the hospitality industry, it is important to remember that your per-
formance 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.
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A simple example may help to firmly establish the idea of budget and per-
formance to budget. Assume that a child has $1.00 per day to spend on candy. On
Monday morning, the child’s parents give the child $1.00 for each day of the week,
or $7.00 total ($1.00 X 7 days = $7.00). If the child spends only $ 1.00 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. Too ensure a
week of candy eating, a good “candy purchasing” pattern could be created, such
as the one in Figure 1.9. The “% of Total” column is computed by dividing $1.00
(the part) by $7.00 (the whole). Notice that we can determine the percent of total
that should have been spent by any given day; that is, each day equals 14.28 per-
cent, or 1/7 of the total.

This same logic applies to the foodservice operation. Figure 1.10 represents
commonly used budget periods and their accompanying proportion 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 pe-
riods of 28 days each. Therefore, each period has four Mondays, four Tuesdays,
four Wednesdays, and so on. This helps the manager compare performance from
one period to the next without having to compensate for “extra days” in any one
period. The downside of this approach is that you can no longer talk about the
month of March, for example, because “period 3” would occur during part of Feb-
ruary 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 period
to period.

For example, in Camp Eureka, after one week’s camping was completed, we
found the results shown in Figure 1.11.

We can use the expense records from the previous summer as well as our solid
industry knowledge and experience to develop expense budget figures for this sum-
mer. In this case, we are interested in both our plan (budget) and our actual per-
formance. Figure 1.12 shows a performance-to-budget summary with revenue and

B FIGURE 1.9 Candy Purchases

Weekday Budgeted Amount % of Total
Monday $1.00 14.28%
Tuesday $1.00 14.28%
Wednesday $1.00 14.28%
Thursday $1.00 14.28%
Friday $1.00 14.28%
Saturday $1.00 14.28%
Sunday $1.00 14.28%

Total $7.00 100.00%
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H FIGURE 1.10 Common Foodservice Budget Periods

B FIGURE 1.11 Camp Eureka One-Week Budget

B FIGURE 1.12 Camp Eureka Performance to Budget Summary
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expenses presented in terms of both the budget amount and the actual amount. In
all cases, percentages are used to compare actual expense with the budgeted amount,
using the formula:

Actual

———— =% of B
Budget % of Budget

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 actually served. This, of course, is true in a traditional
restaurant setting. In either case, budgeted amount, actual expense, and the concept
of percent 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 expenses (137.9 percent of the budgeted amount).
As a result, the profit dollars were lower than planned. This manager has some prob-
lems, but they are not everywhere in the operation.

How do we know that? If our budget was accurate and we are within reason-
able limits of our budget, we are said to be “in line,” or in compliance, with our
budget, because it is difficult to budget exact revenue and expenses. If, as man-
agement, we decided that plus (more than) or minus (less than) 10 percent of budget
in each category would be considered in line, or acceptable, then an examination
of Figure 1.12 shows we are in line with regard to meals served, food expense, la-
bor expense, and total expense. We are not in line with other expenses because they
were 137.9 percent of the amount originally planned. Thus, they far exceed the
10 percent variation that was reasonably allowed. Profit also was outside the ac-
ceptable boundary we established because it was only 81.5 percent of the amount
budgeted. Note that figures over 100 percent mean too much (other expense), while
figures below 100 percent mean too little (profit).

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

When you manage a foodservice operation and you find that significant vari-
ations from your planned results occur, you must:

1. Identify 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 expense and profit. If, in the future, food
expense became too low, it, too, would be an area of concern. Why? Remember that
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expenses create revenue; thus, it is not your goal to eliminate expense. In fact, those
managers 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 because guests did not feel they received good
value for the money spent at that restaurant! Control and management of revenue
and expense are important. Elimination of either is not desired.

As you have seen, revenue and expense directly impact profit. Your important
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.

Technology Tools

Most hospitality managers would agree that an accurate and timely income statement (P&L state-
ment) is an invaluable aid to their management efforts. There are a variety of software programs
on the market that can be used to develop this statement for you. You simply fill in the revenue
and expense portions of the program, and a P&L is produced. Variations include programs that
compare your actual results to budgeted figures or forecasts, to prior-month performance, or to
prior-year performance. In addition, P&Ls can be produced for any time period, including months,
quarters, or years. Most income statement programs will have a budgeting feature and the ability
to maintain historical sales and cost records. Some of these have been developed specifically for
restaurants, but cost-effective generic products are also available.

A second issue, and one that must be kept foremost in mind, is that of information accessi-
bility. An executive chef, for example, would certainly need to have information on food cost avail-
able to him or her. At the same time, it may not be wise to allow servers or cooks access to pay-
roll information about others that, while it certainly affects costs, should only be shared with those
who need to know. Thus, as you examine (in this chapter and others) the cost control technology
tools available to you, keep in mind that not all information should be accessible to all parties,
and that security of your cost and customer information can be just as critical as accuracy.

Also, don’t forget that to effectively manage your overall operation you will need to commu-
nicate with employees, guests, and vendors. Thus, the software you will need includes office prod-
ucts for word processing, spreadsheet building, faxes, and e-mail.

FUN ON THE WEB!

Peachtree creates a variety of accounting software programs that will help you create a monthly
Income (P&L) statement and do much more. To view their product offerings go to:
www.peachtree.com. Click on “Which product is right for me?” under the Future Customers head-
ing, to see the features available in their newest releases.
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Apply What You Have Learned

/ennifer Caratini has recently accepted the job as the Foodservice Director for Techmar Industries, a
corporation with 1,000 employees. As Foodservice Director, Jennifer’s role is to operate a company
cafeteria, serving 800 to 900 meals per day, as well as an Executive Dining room, serving 100 to 200
meals per day. All of the meals are provided “free of charge” to the employees of Techmar. One of
Jennifer’s first jobs is to prepare a budget for next year’s operations.

1. In addition to food products and foodservice employees, what are other expenses Techmar
will incur by providing free meals to its employees?

2. Since employees do not pay for their food directly, what will Jennifer use as the “revenue”
portion of her budget? How do you think this number should be determined?

3. In addition to her know-how as a foodservice manager, what skills will Jennifer need as she
interacts with the executives at Techmar who must approve her budget?

Key Terms and Concepts

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

Revenue Beverage costs Uniform System of
Expense Labor costs Accounts

Profit Other expenses Budget/Plan

Business dining Percent Accounting period
Ideal expense Income statement Performance to budget
Desired profit Profit and loss 28-day-period approach
Food costs statement (P&L)

Test Your Skills

1. At the conclusion of her first month of operating Val’s Donut Shop, Val com-
puted 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 ideal expense should have been to realize her desired profit of

$1,200.

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

The Bungalow’s March P&L

Revenue $100,000.00 100.0%
F&B 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%

Test Your Skills
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Su has a meeting with the owner of the Bungalow next week, so she decided
to create a pie chart showing the percentage of her costs in relation to her to-
tal sales (see the following diagram).

Profit

5.0%
Food and

beverage

Other
expense
21.0%

expense
34.0%

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 expense = $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 diffi-
cult (and not so good for her guests) if she cannot increase labor costs along
with sales. She proposes a compromise and tells the owner that if he will agree
to increase labor costs, she will try to decrease other expenses. So, Su proposes
the following;:

April revenues = $120,000.

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

Other expense = $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.
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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 388,090.00 315,151.00
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, rural com-
munity. She feeds approximately 1,000 students per day in three different lo-
cations. She receives an average of $1.20 in revenues per meal. Her budget, set
at the beginning of the school year by the superintendent, is developed in such
a way that a small amount is to be reserved for future equipment purchases
and dining room renovation. These funds are available, however, only if Pamela
meets her budget. She hopes to use this year’s reserve (profit) 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 percent 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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5.

Sam Guild operates a dining room reserved for doctors in a large hospital in the
Northeast. Sam’s boss has given Sam a target of a 33 percent food cost but has
indicated that the target may be adjusted. Currently, the doctors’ meals sell for
$15.00. Sam knows he currently can spend $4.95 for the food required to pro-
duce each meal. Fill out the chart below to help Sam find out how much he will
be able to spend on each meal at various food cost percent levels if his boss ad-
justs his target.

Amount That Can Be

Meal Selling Price Food Cost % Spent for Food
$15.00 20%

$15.00 25%

$15.00 30%

$15.00 33% $4.95

$15.00 35%

$15.00 40%

How will the doctors’ meals likely be affected if the target cost percentage is
reduced? What if it is increased?

Dawne Juan is the Food and Beverage Director for a mid-size hotel in a beach
destination area. The General Manager of the hotel has given Dawne a target
of 10 percent profit for this year. Dawne’s staff is predominately her beach
buddies. Although she is good at controlling most of her costs, she has a hard
time telling her friends to go home when business slows down and she needs
to reduce her staff. If she doesn’t make her profit goal, her general manager
will likely reprimand her, and she could possibly lose her job. Express Dawne’s
expenses and profit as a percentage of total revenue, both this year and last
year, to determine if she met her profit goal (fill in all empty blanks).

This Year % Last Year %
Revenue $1,448,956 $1,094,276
F&B Expense 463,666 35%
Labor Expense 652,030 40%
Other Expense 15% 186,027
Total Expense
Profit 8%

Was Dawne effective at controlling her expenses? Did she meet the profit goal
set by the General Manager? If not, what could Dawne do in the future to help
her make her target profit.



