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Management Accounting
in the Hotel Business:

The Case of the Greek Hotel Industry

Georgios Makrigiannakis
Marios Soteriades

ABSTRACT. This article reports on a study investigating Management
Accounting (MA) applications and practices in Greek hotels. Relevant
bibliography indicates the way in which MA supports management deci-
sion-making: Costing systems aim to analyze revenue centers, and are
structured according to marginal costing principals. MA makes extensive
use of budget and performance measurement techniques to support opera-
tional and strategic decisions. In the present study, a sample survey was
carried out by means of a structured questionnaire. The findings indicate
that Greek hotels make use of MA techniques in all of the above ways, but
also reveal a number of differences, such as the application of full costing
methods. This in turn has implications for the criteria used to evaluate
managers’ performance, as well as for the information used in making
pricing decisions. Moreover, budget design is more flexible than that used
in other fields, while benchmarking is not so popular. The study’s findings
reveal that hotel size and sales mix structure affect some MA practices,
while the use of specific MA methods and techniques determines the em-
phasis placed on the application of others.doi:10.1300/J149v08n04_03 [Arti-
cle copies available for a fee from The Haworth Document Delivery Service:
1-800-HAWORTH. E-mail address: <docdelivery@haworthpress.com> Website:
<http://www.HaworthPress.com> � 2007 by The Haworth Press, Inc. All rights
reserved.]
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INTRODUCTION

Tourism, which was one of the most flourishing industries in the late
twentieth century for international as well as for Greek economy, is ex-
pected to develop further during the twenty-first century (WTO, 2003).
Its importance in world trade became vital after World War II, when the
tourism industry gradually became an international trade player. Hospi-
tality is a core part of the tourist industry and thus also plays a central
role in the Greek economy; its national impact is greater than in compet-
itor countries, mainly because of the smaller relative size of the Greek
economy.

The majority of Greek hotels operate on a seasonal basis, for about
six to seven months per year. Tour operators constitute the main distri-
bution channel for hotels, representing more than ninety per cent of
their room sales. As a result, prices are heavily discounted and contribu-
tion margins are low.

To date, academic research has focused on the various functions of
hotel management and investigated hospitality management account-
ing. Nevertheless, it could be argued that this research has focused
mainly on practices in tourism generating countries such as Great Brit-
ain, Scandinavia, and the USA, rather than on host countries. Literature
often explains certain characteristics of hotel MA systems and tech-
niques in terms of the industry’s high contribution margins. Moreover,
most of the hotels in the aforementioned generating countries operate
throughout the year. In light of the above, the main motivation for the
present study was to investigate Management Accounting (MA) uses
and practices in the Greek hotel industry, i.e. in a country classified as a
tourism destination, in order to examine how the above structural
differences (lower margins - seasonal operation) affect MA practices.
The objectives of the study were as follows:

• to investigate MA practices in Greek hotels;
• to compare these practices with those used worldwide, as outlined

in related literature;
• to examine the impact that size and other organizational and opera-

tional features have on the use of MA tools and techniques.
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In what follows, a review of relevant studies and bibliography is fol-
lowed by the presentation of the research approach and findings, lead-
ing on to discussion of results and conclusions.

LITERATURE REVIEW

It is generally accepted that MA systems are designed to reflect busi-
ness activities. When investigating MA practices in the hotel industry,
one should bear in mind two basic complexities in hotel operations. The
first is that hotels encapsulate three different kinds of business activi-
ties, namely those of service, retail and production (Harris, 1999, pp.
1-4). The accounting methods and techniques used by an exclusively re-
tail, manufacturing or service industry, in order to support its opera-
tions, place emphasis on different kinds of information (Harris, 1995);
the construction of a single information system for all three activities
combined is particularly challenging.

The second complexity derives from the industry’s service element.
In their categorization of the service industries, Fitzgerald, Johnston,
Brignall, Silvestro & Voss (1991) identify hotels as service shops, a
category between mass and professional services. Although gener-
alizations can be made for the accounting framework of either mass
or professional services, e.g. marginal costing for the former, job cost-
ing for the latter, service shops balance between the two (Fitzgerald,
Johnston, Brignall, Silvestro, & Voss, 1991, pp. 22-33). Thus, marginal
costing seems appropriate for a hotel rooms department, while job cost-
ing is more suitable for a conference; it is hardly surprising that service
shops have been described as a ‘grey zone’ (Sharma, 2002).

In addition, one should note some peculiarities of the hospitality
industry namely the sales instability and cost structure (high pro-
portion of fixed costs). By the mid seventies, Kotas in Harris &
Brander Brown (1998) having observed these two characteristics
suggested that the industry is market-orientated. He further deter-
mined that market orientation implies a high degree of dependence
on market demand, thus creating a situation in which all major
problems and possible solutions to them arise on the revenue side of
the business, as opposed to the cost or production side. Kotas there-
fore argued that accounting methods and procedures should adopt a rev-
enue accounting approach, and not apply the ‘classic’ management
accounting angle developed by cost-orientated manufacturing indus-
tries (Kotas, 1999, pp. 1-19).
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Following trends in the global economy the hotel industry, which al-
ready was capital-intensive, now needs more funds in order to finance
its investments (Adams, 1997, pp. 192-194; Harris, 1999, p. 9). Al-
though this also applies to a range of other modern industries, one major
difference between them and the hotel industry is that the latter remains
labour intensive (Harris, 1999, pp.7-8).

The following points review the literature related to the main topics
in MA, namely costing systems, decision support, budgets, perfor-
mance measurement and strategic decisions.

Costing Systems

The spread of U.S. hotels internationally (Chin, Barney & Sullivan,
1995) and the use of hotel management contracts as an expansion
strategy (Field, 1995, pp. 261-277) rendered the USA’s Uniform
System of Accounts for the Lodging Industry (USALI) a dominant
influence in the world market. According to this system, hotels
develop accounting systems based on departmental accounting princi-
ples, reflecting the fact that hospitality products and services are pro-
duced in departments rather than on production lines (Harris & Brander
Brown, 1998). USALI reflects a marginal costing approach, according
to which revenue and costs directly related to the respective depart-
ments are reported, while unrelated cost elements such as marketing,
administration, fixed charges etc, are not allocated to them (Potter &
Schmidgall, 1999). USALI is consistent with the principles of responsi-
bility accounting (Chin et al., 1995) since only the costs that can be con-
trolled by the departments are allocated to them. It exercises flexibility
in the allocation of many expenses, by proposing several allocation
bases rather than a single standard one (Popowich et al., 1997), thus re-
sulting in great variety in professional practices (Collier & Gregory,
1995, pp. 23-33).

Critics of USALI have focused on the need for more accurate cost al-
location (Geller & Schmidgall, 1980; Schmidgall & Malk, 1992), as
well as on its failure to reflect the hotel industry’s market orientation as
suggested by Kotas (Harris & Brander Brown, 1998). In particular,
Downie (1995, pp. 202-222; 1997) reported a mismatch between the
information needs of marketing managers and the information sup-
plied by accountants, which in turn may be partly responsible for the
infrequent use of accounting information in sales promotion (Mia &
Patiar, 2001). In this particular field, some of the most sophisticated
MA techniques have been suggested and applied, such as customer
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profitability analysis (Dunn & Brooks, 1990) including the use of Ac-
tivity-Based Costing techniques (Noone & Griffin, 1997; 1999). Al-
though one might expect the industry’s market orientation to have led to
greater use of such techniques, this is not the case. This slow adoption of
market orientated techniques becomes more stretching since there are
evidence indicating that attracting more customers and heightening the
sales volume does not necessarily result in profit appraisal (Enz, Potter &
Siguaw, 1999).

Accounting for Decision Support

Application of cost–volume–price (CVP) techniques in the hospital-
ity industry is hindered by a number of factors. These include the ac-
counting system used (Collier & Gregory, 1995, pp. 23-33); the fact that
hotels are multi-product enterprises (Philips, 1994); significant differ-
ences in the contribution margins of distinct hotel products (Wijeysinghe,
1993); seasonality, which is common in the industry and leads to fluctu-
ations of the profit/volume ratio from one sales mix to another (Philips,
1994). Nevertheless, the relevant literature suggests a number of tech-
niques worth mentioning. Wijeysinghe (1993) suggests a simple ap-
proach, on the basis of a global assumption that undistributed operating
expenses are fixed costs, whereas direct departmental expenses are vari-
able costs. Gross operating income is divided by the number of rooms
occupied, in order to give the ‘income per room let’. Fixed costs are
then divided by the latter figure to produce break-even occupancy. Gra-
ham and Harris (1999) use flexible budgets in order to extract revenue,
variable costs and fixed costs. After determining the weighted contribu-
tion margin, they divide total fixed costs by the former to give the total
annual break-even sales revenue. In a similar manner, they use the total
hotel contribution margin and rooms occupied to calculate break-even
occupancy. Finally, Phillips (1994) illustrates the way in which statisti-
cal probability estimates can be used - with a concomitant degree of un-
certainty - to implement traditional CVP analysis.

In most cases, tactical room pricing is dominated by marketing, with-
out any significant contribution being made by MA (Collier & Gregory,
1995, pp. 33-36; Mia & Patiar, 2001; O’Connor, 2002; O’Connor 2003;
Pellinen, 2003). On the other hand, MA techniques are more widely
used in strategic room pricing (Mia & Patiar, 2001). This generalisation
applies to the luxury hotel market but there are some indications that a
number of economy and mid-price hotels do in fact use some cost infor-
mation in room pricing: Middleton (2001, pp. 294-295, 301-303) de-
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scribes distribution costs as the largest cost in marketing budgets.
Relevant research (O’Connor, 2002 and O’Connor, 2003) reveals that
26% of economy hotels and 47% of mid-prized hotels use lower rates
for their cheapest channels, which were detected to be the hotels’ own
websites. Research has also, recorded the use of MA information in
pricing other than rooms hotel products (Collier & Gregory, 1995, pp.
33-36 and Pellinen, 2003).

Since labour cost occupies a substantial proportion of total costs,
its variations are closely monitored (Schmidgall & Ninemeier, 1987;
Schmidgall, Borchgrevink, & Zahl-Begnum, 1996; Schmidgall & DeFranco,
1998), but MA is not of substantial use in decision-making in this area.
Nevertheless, techniques that may be applied have been suggested.
Turnover cost can be traced, supporting the controlling efforts (Hinkin &
Tracey, 2000; Simons & Hinkin, 2001). Clements & Josiam (1995)
have suggested a way to support training decisions by assessing the
costs and benefits of training programmes.

MA techniques are used extensively for supporting capital invest-
ment decisions, which are usually examined by applying more than one
technique (Eyster & Geller, 1981; Collier & Gregory, 1995, pp. 67-89).
Although fourteen years separate the two studies above, it is generally
agreed that many hotels favour techniques that do not account the time
value of money, thus questioning the accuracy of supplied information.

Budgets

Research in the area of budgeting procedures has focused primarily
on the U.S. market (Schmidgall & Ninemeier, 1987; Schmidgall
Schmidgall, Borchgrevink, & Zahl-Begnum, 1996; Schmidgall &
DeFranco, 1998). One study reported on a comparative approach with
the Scandinavian market (Schmidgall et al., 1996). Two studies have
been conducted for the Australian market (Sharma, 2002; Guilding,
2003) and one for the British (Collier & Gregory, 1995, pp. 37-48).

Two of the above studies focused on hotel chains (Schmidgall &
Ninemeier, 1987; Collier & Gregory, 1995, pp. 37-48), while the others
also included independent properties. With regard to research design,
most used structured questionnaires, while two of them chose case
study approach (Collier & Gregory, 1995, pp. 37-48; Guilding, 2003).
Most of the studies were concerned with the description of budgeting
methods and techniques. Sharma (2002) studied the influence of vari-
ous factors on hotel budgeting systems, while Guilding (2003) exam-
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ined budgeting implications for hotels operating under management
contracts.

The above studies reveal that in the hotel industry, budgeting is
mainly used for control purposes, while extensive use is also made for
planning. Furthermore, the use of budgets for communication may cor-
relate with company size. In some cases budgets are used for more than
one purpose.

The great majority of sizeable hotels budget their operations, at least
in the short term. On the other hand, a number of studies report that ho-
tels doing so in the long term represent less than fifty per cent of the to-
tal. Collier and Gregory (1995, pp. 15-16) revealed that hotel managers
feel that any forecast going further than a year is inevitably subjective. It
might be assumed that sales instability in the hotel industry is the main
reason for the relatively low use of long-term budgeting. The budgeting
approach most often employed is the top-bottom one (Schmidgall &
Ninemeier, 1987; Schmidgall et al., 1996; Schmidgall & DeFranco,
1998). Only one study supported the cooperative approach (Collier &
Gregory, 1995, pp. 37-48), though the small sample involved does not
allow for generalization of the findings throughout the British market.

During budget preparation periods, many hotels use effort targets. In
most cases these are expressed in terms of profitability, although pro-
ductivity and capital return targets have also been reported. The first
stage of budget preparation involves sales forecasts. Historical operat-
ing data are most commonly used, while other factors such as local and
national data and the perceived impact of price changes are also taken
into consideration. A wide range of techniques is employed to forecast
sales volume, often depending upon the particular hotel department
concerned.

While zero-based budgeting is used in many US hotels, it is not so
popular in Scandinavia (Schmidgall et al., 1996). This technique is
mainly used in the supporting departments, in order to control cost cen-
tres. Budgeting preparation-time varies between three and five months
and usually implies the collaboration of many different hotel depart-
ments, with the financial office taking the leading role. Larger hotel
chains with several management levels may require longer prepara-
tion periods. Budget revisions, if any, are usually conducted three
months after the beginning of the budget period, with later revisions be-
ing performed at regular intervals thereafter. Such revisions are used to
identify problems, make forecasts and conduct performance control.
Budgeted costs are monitored; tolerance of variations between bud-
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geted and actual costs is usually limited to between one and four per-
cent, depending on the cost item.

Budgets constitute the principal means for performance measure-
ment and the calculation of management bonuses. Between reported
differences in budget characteristics, objectives appear to distinguish
among hotel chains and independent properties. Whereas the former of-
ten adopt a top-down approach with multiple objectives, the latter tend
to opt for a simpler approach.

Hotel size, management levels, the uncertainty / unpredictability of
the environment and competition exert considerable influences on bud-
get system characteristics (Sharma, 2002). This may go part of the way
to explaining the differences in budgeting rationale worldwide, since
average hotel type and size, environmental characteristics and competi-
tion intensity undoubtedly vary from country to country. That being
said, Sharma’s article was based on studies tending to focus on manu-
facturing firms; a number of his research hypotheses could not be ex-
trapolated to the hotel businesses. This is particularly worth noting in
the light of Kota’s suggestion (1999, pp. 7-8 & 18-19) that hospitality
MA is different from its traditional, industrial-focused counterpart. Fi-
nally, in hotels operating under management contracts, capital budgets
are more formally prepared, while the way that performance is assessed
influences forecast optimization (Guilding, 2003).

Performance Measurement

Numerous studies have been conducted in the area of performance
measurement. The classic ones have focused on financial performance
(Schmidgall, 1989; Singh & Schmidgall, 2001). Other researchers have
studied the way budgets are used as a performance measurement tool
(Schmidgall & Ninemeier, 1987; Collier & Gregory, 1995, pp. 49-65;
Schmidgall et al., 1996; Schmidgall & DeFranco, 1998; Sharma, 2002),
which seems to be very extensive. Other studies have investigated the
critical success factors (CSF’s) in the hotel industry (Geller 1985a;
Geller 1985b; Jones, 1995, pp. 163-182; Brotherton & Shaw, 1996), fo-
cussing on financial and non-financial factors that should be monitored.

Questions as to the sufficiency of financial measures alone have led
to the development of models that use both financial and non-financial
performance indicators. Some of these have influenced hospitality
MA research and practices (Fitzgerald et al., 1991; Kaplan & Norton,
1996; Brander Brown & McDonnell, 1995; Denton & White, 2000;
Huckestein & Duboff, 1999; Doran, Haddat, & Chow, 2002). Finally,
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research has been conducted into practical financial and non-financial
performance measurement in the hospitality industry (Collier & Greg-
ory, 1995; Banker, Gordon & Srinivasan, 2000; Atkinson & Brander
Brown, 2001; Harris & Monglello, 2001).

The sufficiency of current measures in respect to actual management
needs has been extensively questioned (Geller, 1985b; Jones, 1995, pp.
163-182; Atkinson & Brander Brown, 2001; Mia & Patiar, 2001). Some
authors (Jones, 1995, pp. 163-182; Mia & Patiar, 2001) have also re-
corded a trend for supporting mainly top management.

There is no agreement among researchers on the practical applica-
tion of balanced measures. Research in the British market reveals that
financial performance measurement is still dominant (Collier & Gregory,
1995, pp. 49-65; Atkinson & Brander Brown, 2001), while indirect in-
formation from the Australian market supports the same opinion (Mia &
Patiar, 2001). Yet research in the European market (Harris & Monglello,
2001) has revealed that there is some balance between financial and no
financial measures. Furthermore, while the relation between customer
satisfaction and the evaluation of financial performance has been estab-
lished, requiring a relatively short time period to translate into profit-
ability (Banker et al., 2000), this criterion is not reflected in hotel bonus
systems, which are primarily based on financial measures (Collier &
Gregory, 1995, pp. 49-65; Banker et al., 2000). This difference is proba-
bly due to the scope of most of the above studies, which are based on lo-
cal markets, whereas Harris and Monglello (2001) studied the practice
of worldwide players. While it can be assumed that the leading players
have already adjusted their management practices to modern theories,
the same cannot yet be argued in relation to smaller hotels.

The principles of Responsibility Accounting are applied to all hotels
(Schmidgall & Ninemeier, 1987; Collier & Gregory, 1995, pp. 23-33;
Schmidgall et al., 1996; Schmidgall & DeFranco, 1998), but there is
great flexibility in the way that costs are allocated between the various
departments, resulting in differences regarding what is or is not control-
lable, and finally what is really measured (Collier & Gregory, 1995, pp.
23-33).

Strategic Management Accounting

The use of some strategic MA techniques seems to be widespread in
the hotel industry, while competition cost structure and pricing policies
are monitored. According to Collier and Gregory (1995, pp. 15-22), this
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is mainly due to the availability of information resources, market homo-
geneity and competition intensity of the hotel industry.

Some of the most sophisticated techniques have been applied in stra-
tegic customer analysis (Nordling & Wheeler, 1992; Noone & Griffin,
1999; Brander Brown & Atkinson, 2001), but no generalized use is re-
corded. Although MA techniques are used for strategic decision sup-
port, in many cases they are characterized by non-complex analysis and
results, since many hotels favour techniques that do not account the
time value of money (Eyster & Geller, 1981; Collier & Gregory, 1995,
pp. 67-89). Collier and Gregory (1995, p. 87) suggest that this is due to
the fact that most of the decisions taken in the hotel industry are fairly
standard, with a considerable bank of experience to draw upon. Fore-
casts of occupancy rates and average room rates are thus focal points in
many investment appraisal procedures.

At least half of the hotels in two studies were reported as using long-term
budgets (Schmidgall & Ninemeier, 1987; Schmidgall & DeFranco, 1998).
Despite the fact that subjective factors are unavoidable, a forward period in
excess of one year is necessary when an operation’s structure and funding
has to be planned (Collier & Gregory, 1995, pp. 15-17).

THE STUDY

This section reports on research approach and survey findings.

Research Approach

One of the study’s objectives was to examine the possibility of gener-
alizing the results to the entire Greek market. Therefore, a survey ap-
proach was adopted in order to provide high external validity (Smith,
2003, pp. 39-42 & 53-54). To that end, an extensive structured ques-
tionnaire was designed, covering the following five topics:

1. General hotel data;
2. Costing system;
3. Accounting for decision support;
4. Budgets;
5. Performance measurement.

Topics 2 to 5 were chiefly covered by reference to Likert scale ques-
tions. A pilot study was conducted in two hotels that did not participate
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in the final sample. Their remarks were taken into consideration when
finalizing the questionnaire.

Catalogues from the Greek National Tourism Organization (GNTO)
and the Hotels Chamber of Greece were used in order to identify the
sample. Following the example of prior research (Mia & Pattiar, 2001)
hotels with less than 150 bedrooms and having less than four stars were
excluded from the sample, being considered unlikely to have the com-
plex structures and extensive range of products and services that would
require sophisticated management accounting systems and practices.
Although this exclusion apparently limits the research findings to large
and upscale hotels, it also offers the prospect of a highly reliable out-
come with little sample variation. A randomly selected first contact was
established via telephone with hotels that remained on our list. The
questionnaire was then either mailed or delivered personally to the
sixty-seven hotels that agreed to participate. Of these, fifteen did not re-
spond at all and four did not answer a sufficient number of questions,
and were thus excluded from the analysis. The information gathered
was analyzed using Statistical Package for Social Sciences (SPSS)
software, version 10.0.

Sample Analysis

The final sample consisted of forty-eight four and five star hotels; or-
ganizational and operational features are shown in the Table 1.

It should be noted that initial telephone contact prevented any double
entries from appearing in the sample.

As described above, the sample is representative of the up-market
Greek hotel industry, thus permitting the collection of reliable data and
conclusions. Descriptive statistics mainly reported as frequencies were
used in order to describe the use of MA practices and techniques by the
hotels. The relationships between organizational variables and account-
ing variables were examined using correlation analysis.

SURVEY FINDINGS

Costing Systems

Hotel costing systems report the revenue for all operational depart-
ments. In these departments the allocation of staff costs, direct raw ma-
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terials and direct expenses is extensively applied, while controllable and
indirect costs are treated with slightly less accuracy.

Likewise, a high degree of emphasis is observable in relation to the
ous cost elements to the supporting departments, though slightly less so
than in the operational ones. The allocation of personnel and direct ex-
penses is close to absolute accuracy, while for controllable and indirect
expenses it is slightly below this rate. Uncontrollable costs are allocated
to the departments in most of the hotels, with the cost of the supporting
departments being allocated allocation of the variat least to the main
operational departments. Similarly, precise or near precise costing ef-
fort is used for final products and services. Departmental gross profits
are calculated for at least the main operational departments.

Accounting for Decision Support

Financial information received by top management is satisfactory to
extensive, while briefing of departmental managers is moderate to satis-
factory. Marketing and personnel departments receive satisfactory in-
formation in most of the hotels. It is not easy to draw conclusions as far
as Break Even Point (BEV) is concerned, since significant differences
are observable in the degree of accuracy with which it is calculated from
one hotel to the next. However, it seems that hotels find it more appro-
priate to calculate BEV on an overnight basis than on revenue one.

Profit Sensitivity Analysis (PSA) is carried out to a high degree of ac-
curacy in the business as a whole and in the rooms department, but less
precisely in restaurants, bars and conferences.

As for cost information for pricing, it has been found that:

• It is extensively used for tactical pricing in the main departments
and moderately so in the others.

• The majority of hotels make extensive use of it for strategic pricing
in the rooms department. All hotels used such information in the
other main departments. Cost information for other departments is
used to a moderate, satisfactory degree.

Greek hotel managers analyse market segment profitability to a satis-
factory degree, with a majority of respondents also analysing Tour Op-
erator (TO) profitability to the same level.

Most of the hotels use some capital investment techniques for invest-
ment decision support. It is worth stressing that a significant proportion
(15 to 20%) of the hotels does not use any technique at all. In moderate
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and important investment decisions, the payback method is more com-
mon, though it does not appear to have a significant influence on the fi-
nal decision. Internal Rate of Return (IRR), a technique that calculates
the time value of money, has a greater influence on decision-making,
but is only used by half of the Greek hotels.

For important capital investment decisions, the majority of hotels use
Return of Investment (ROI) and IRR techniques, with the former hav-
ing been found to affect the decision to be taken more fairly. Payback
technique is less commonly employed and influences moderate invest-
ment decisions. Lower capital investment decisions are usually not ana-
lyzed, while in most cases moderate level ones are examined by recourse
to at least one technique. Finally, important investment decisions are
examined using all three techniques.

Budgets

All hotels in the study prepare budgets. Usually, these cover a period
of one year and use the top-bottom approach, though some influence is
exercised at the middle management level. It has been found that bud-
gets are flexible and costs are closely connected to sales volume. In the
Greek hotel industry, budgets are mainly used for control purposes, fol-
lowed by performance measurement. Most of the hotels also use bud-
gets for communication and target setting purposes.

It seems that many factors are taken into consideration when esti-
mating sales volume, including the perceived impact of price changes,
historical operating data, national economic data and marketing expen-
diture. Most of the hotels examine local economic data, while half of
them evaluate international economic data to an equal degree.

For cost calculation, sufficient use is made of historical data. The
standard-based approach is also taken into consideration by the major-
ity of hotels, particularly in computing supporting departments’ costs.
Zero-based budgeting (ZBB) is used by 60% of the hotels; it is applied
to calculate costs in operational departments more frequently than in
supporting departments. This finding goes against an observation
made by Schmidgall et al. (1996), who argued that the ZBB approach
is mainly used in the supporting departments. Most hotels in the pres-
ent study review their budgets during the year and, if necessary, further
revisions are carried out. The main uses of the revised budget are for
forecasts and performance measurement. Other uses, rated as above
moderate, are problem identification for corrective action and pric-
ing-plan review.
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Finally, it is worth stressing that the majority of Greek hotels monitor
their costs with an admissible variation of five per cent. A higher varia-
tion is tolerable for food, labor and other costs in some hotels.

Performance Measurement

During the operating year, measurement of financial performance is
conducted by means of monitoring budgets, sales and cost volumes.
Such monitoring is mainly conducted on a monthly basis, with the ex-
ception of sales volume, which is controlled more frequently.

All hotels monitor cash flow, though there are variations in the fre-
quency with which this is carried out. The vast majority of hotels mea-
sure their profitability on a monthly basis. In most cases the return of
capital ratio is measured every one or two months. On the other hand,
hotel managers assess resource utilization on a more frequent basis - oc-
cupancy is analyzed per week, while ADR, RevPAV and extra con-
sumption of non-room departments are monitored over a period less
than or equal to a week for half of the units and monthly for the others.
RevPAC is used slightly more often.

Both customer satisfaction and quality are measured weekly in half
of the hotels and monthly in the remaining ones, while customer loyalty
is mainly measured per month. The majority of hotels make extensive
use of quality standards when calculating managers’ bonuses, while
moderate use is made of financial standards. CSFs are tracked to a con-
siderable degree and relevant measurements are satisfactory applied to
them.

Comparison of financial structure with the previous year’s perfor-
mance is of great importance for all hotels. Finally, the majority of them
also use benchmarking techniques, as related to their industry leader
and category average.

Impact of Organizational and Operational Characteristics

The use of Likert scales allows us to cross table the relationship be-
tween specific organizational characteristics of hotels and MA methods
used. It has also revealed some links between the MA techniques used.

(a) Hotel Capacity: Hotel size influences some characteristics of MA
practices in Greek hotels. The average number of rooms and employees
are positively and significantly correlated with the number of depart-
ments in which departmental gross profit is reported (r = 0.86, p < 0.01 &
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r = 0.68, p < 0.05). (Table 2). It seems that size forces management to
use more analytical data in order to control and manage large hotels.

(b) Turnover & Departmental Sales: Revenue has a positive and sig-
nificant effect on the application of profit sensitivity analysis in the res-
taurant (r = 0.69, p < 0.05), bar (r = 0.66, p < 0.05) and conference
departments (r = 0.69, p < 0.05). Revenue also correlates positively with
tactical room pricing (r = 0.68, p < 0.05), restaurant (r = 0.65, p < 0.05)
and conference departments (r = 0.64, p < 0.05, see Table 3). These rela-
tionships reveal that as revenue increases, so does the application of
techniques that analyze the cost structure of a hotel operation.

The share of rooms department revenue in total hotel income corre-
lates negatively and significantly with the use of financial information
by most hotel management levels, as follows: general managers (r =
�0.87, p < 0.01); operational department managers (r = �0.76, p <
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0.05); marketing (r = �0.72, p < 0.05) and personnel (r = �0.77, p <
0.01) departments. The above, of course, is also reflected to the average
information provided (r = �0.84, p < 0.01). Rooms’ share has also a
negative, but not satisfactory, relationship with financial information
provided to all the other management levels (Table 4).

The proportion of restaurant revenue has a reverse effect on the aver-
age financial information provided (r = 0.75, p < 0.05). The proportion
of non-room sales positively affects both average financial information
provided (r = 0.66, p < 0.05) and information provided to general man-
agers (r = 0.79, p < 0.01) (Table 4).

The departmental percentage of hotel sales also affects some budget
characteristics. The higher the proportion of rooms department sales in
total sales, the greater the likelihood that the budget approach will be
top-bottom (r = 0.74, p < 0.05). The reverse is valid with regard to the
overall share of non-room sales (r = 20.72, p < 0.05) (Table 5).

Moreover, room sales proportion has a negative effect on all the ways
in which budgets are used, this being reflected in the weighted average
use of budget (r = �0.75, p < 0.05). It correlates satisfactorily with bud-
get use for target setting (r = �0.84, p < 0.01), control (r = �0.74, p <
0.05) and performance measurement (r = �0.64, p < 0.05) (Table 5, Ta-
ble 6 and Figure 1).

On the contrary, there is a positive and satisfactory relationship be-
tween the share of non-room sales and the use of budgets for control (r =
0.75, p < 0.05) and performance measurement (r = 0.75, p < 0.05) (Ta-
ble 6). Room sales proportion is negatively and satisfactorily correlated
with the weighed average data used for sales forecast (r = �0.90, p <
0.01), while the opposite is valid for non-rooms sales (r = 0.76, p <
0.05).

The relationships described above are very interesting if one takes
into consideration the fact that rooms departments represent the main
service element in the industry, with remaining departments mainly rep-
resenting production and retail activities (Harris 1995; 1999, pp. 1-4).
Furthermore, contribution margins are significantly higher in rooms de-
partments than in others. These findings are further discussed below
(4.2).

(c) Pricing Policy: The use of cost information for tactical pricing
correlates to a positive and satisfactory degree with the accuracy of cost
allocation to final products (r = 0.75, p < 0.05).

Tactical room pricing is positively and significantly correlated with
profit sensitivity analyses for the whole operation (r = 0.65, p < 0.05),
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rooms (r = 0.68, p < 0.05), restaurant (r = 0.88, p < 0.01), bar (r = 0.82, p <
0.01) and conference functions (r = 0.88, p < 0.05) (Figure 2).

Strategic rooms pricing has a positive and significant effect on the
application of PSA (r = 0.64, p < 0.05) and T.O. cost-profit analysis (r =
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0.64, p < 0.05). It also has an effect on the use of budgets for target set-
ting (r = 0.67, p < 0.05) and communication purposes (r = 0.74, p <
0.05), possibly reflecting one reason–budget use–why cost information
is referred to for strategic pricing (Table 7). If a hotel intends to use cost
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information for pricing, it will require a strong base of accurate cost al-
location to its products and services. The above findings indicate that
these hotels also use other more sophisticated techniques in order to
support pricing, such as PSA or TO profitability analysis.

(d) Budgeting approach and uses: The weighted average use of bud-
gets correlates positively and significantly with the weighted average fi-
nancial information (r = 0.75, p < 0.05), namely the information for
board (r = 0.64, p < 0.05); GM (r = 0.78, p < 0.01); hotel managers (r =
0.77, p < 0.05); marketing (r = 0.71, p < 0.05); and personnel depart-
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ments (r = 0.89, p < 0.01). A detailed analysis of these correlations can
be found in Table 8.

Budget approach correlates significantly and negatively with the use
of budget for target setting (r = �0.71, p < 0.05). This means that the
more cooperative budget targets are, the more likely it is that bud-
get will be used as a target setting tool. This finding backs up the
theory that cooperative procedures are a criterion for target accep-
tance by personnel. Budget approach also correlates significantly
and negatively (r = �0.70, p < 0.05) with gathered data for sales fore-
cast (r = �0.70, p < 0.05), while average budget use correlates posi-
tively with collected data for sales forecast (r = 0.81, p < 0.01) (Figure 3).

The extent to which CSFs are tracked has a positive and significant
correlation with the financial information provided both to general
managers (r = 0.75, p < 0.05) and the personnel department (r = 0.77, p <
0.05), while the degree to which critical performance indicators (CPI)
are applied is positively and significantly correlated with the financial
information provided to departmental managers (r = 0.66, p < 0.05) and
personnel department (r = 0.66, p < 0.05).

DISCUSSION AND CONCLUSIONS

Greek vs. International Practice

The costing system used by Greek hotels is of a different structure
than that encountered in international practice, reflecting differences
between the internationally dominant USALI system and the Greek Na-
tional System of Accounts (GNSA) employed in Greece. While both
systems analyse their reports at departmental level, a closer look reveals
certain differences in their philosophy. USALI is based on responsibil-
ity accounting principles, rather than on the allocation of uncontrollable
costs, and promotes flexibility with regard to indirect costs in hotel ac-
counts. It seems that the industry’s high contribution margins have led
to this choice. On the other hand, GNSA adopts an approach that is
closer to full costing, at least as far as production costs are concerned.
Thus, indirect and uncontrollable costs are allocated first to departments
and subsequently to hotel products and services. While it is obvious that
GNSA more closely reflects the operation of manufacturing companies,
we should bear in mind that USALI has also been criticized for this defi-
ciency (Harris & Brander Brown, 1998), and for allowing flexible allo-
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cation for many cost items (Geller & Schmidgall, 1980; Schmidgall &
Malk, 1992; Potter and Schmidgall, 1999).

One major divergence from international practise is the extensive use
of cost information for pricing. While the costing system that allocates
more cost elements (e.g. uncontrollable) to departments and products
has an influence, we believe that the main reason is the extensive use of
TO as a distribution channel. All the hotels in the study distributed a
considerable proportion of their capacity via this channel. Room sales
are usually subject to a one-time negotiation, thus fixing service prices
for the whole of the following season and leaving small margins (heavy
discounting). The above results confirmed our belief that lower contri-
bution margins would lead to some alterations in MA techniques used
by Greek hotels. We also believe that hotels outside Greece that make
extensive use of T.O. as the main distribution channel also use MA for
pricing, though this remains to be proved.
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In contrast to international practice, the use of flexible budgets is the
rule in the Greek hotel industry. Seasonality may be the reason for this,
as it forces hotels to construct budgets several months before their oper-
ational opening, which usually occurs in April. Given that tourism de-
mand is liable to fluctuating account of unpredictable factors, a standard
budget with a four-month gap before the first arrival cannot be consid-
ered a reliable tool. This is another point that could be tested outside
Greece. On the other hand, the proportion of hotels using long-term
budgets is lower in Greece than elsewhere. It has also been found that
Greek hotels do not make extensive use of financial performance mea-
sures. Furthermore, managers’ bonuses are primarily based on quality
standards. While the above finding is consistent with recent research
evidence, we should not rule out the possibility that this is due to the
costing systems adopted, which lead to the allocation of many uncon-
trollable costs, and thus make it difficult to measure financial perfor-
mance by managers and departments. Finally, our research has revealed
that benchmarking practices are rarely employed in Greek hotels.

Impact of Size and Sales Mix/Structure

The number of rooms and employees–which constitute measures of
size–have a positive impact on the number of operational departments
analysed for their contribution margins. Hotels with a high sales vol-
ume are more sensitive to accurate calculation of PSAs and thus make
more extensive use of cost information for pricing all hotel services
(rooms, food and beverage, and convention). It is obvious that higher
sales volumes increase the impact of changes in contribution margins
on profitability.

Highly interesting correlations include those revealing the impact of
departmental sales share (i.e. Sales Mix) on MA practice, particularly
when room and non-room sales are compared. If the room sales share is
significant, then less financial information is provided for management
use, influence on budgeting is more limited and less extensive use of
budgets is made, particularly with regard to target setting, control and
performance measurement. Finally, hotels examine the factors that
influence sales forecasts to a lesser extent.

In contrast, as the share of non-room sales increases, more financial
information flows through to managers. The latter then have a greater
ability to influence budget targets and make use of them for target and
control purposes, while factors influencing sales volume are more
closely examined for sales forecasts.
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One may thus conclude that the more hotels rely on room sales, the
less financial information is required to support their operations and de-
cision-making. In contrast, increases in the share of non-room sales
leads to greater complexity in hotel operations. As a result, more de-
tailed financial information is needed and used by all management lev-
els. Budgets are of greater importance than in the past, and are used for a
variety of purposes. Moreover, increased complexity of operations ren-
ders centralized management difficult. The result is that managers have
a greater influence on budget targets setting, and staff empowerment is
increased.

Correlations Between Management Accounting Techniques

The extent to which cost information is employed for tactical pricing
influences some characteristics of MA systems, particularly with regard
to the accuracy of cost allocation to final products/services. PSAs are
techniques related to cost information for pricing. Hotels making exten-
sive use of cost information for tactical room pricing do the same for
strategic room pricing. Extensive cost information for the latter is sup-
ported by TO profitability analysis and hotel PSA. Moreover, the bud-
get is used for target setting and communication purposes, apparently so
as to represent strategic prices. When the budget approach tends to be
cooperative in terms of greater manager influence, the budget is used
more extensively for target setting and sales forecasts.

The determination of CSFs is related to the extent of financial infor-
mation provided to general management and the personnel department,
while CPI is connected with the information provided to departmental
managers and personnel department. The link between Human Re-
sources Management and hotel CSFs was firstly suggested by Geller in
1985 (1985a, 1985b and 1985c), followed by Jones (1995). In our opin-
ion, this link reflects the significance of human resources in general
hotel management.

LIMITATIONS AND RECOMMENDATIONS
FOR FUTURE RESEARCH

Some limitations of the study should be addressed. First, it should be
noted that the above findings reflect a somewhat homogenous sample,
consisting of four or five star hotels with a minimum capacity of 150
rooms. Second, it is likely that the sample only includes financially
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healthy hotels, since they judge their own performance as satisfactory.
Third, the hotels surveyed distribute a large share of their capacity
through TO, although this limitation is not of major importance if we
consider the structural features of Greek tourism.

Further research is needed in order to explore, support and generalize
the above findings. Given that the research sample is rather limited,
comparable conclusions should be confirmed in a larger sample. We
would suggest that future studies should cover as many aspects and di-
mensions of MA practice as possible. A more detailed investigation is
necessary in order to acquire a deeper knowledge of the various issues.
A case study approach could contribute to a better understanding of par-
ticular MA practices in the Greek hospitality industry, such as the ex-
tensive use of cost information for pricing. The same research approach
could also be implemented in order to explore the differences between
city and resort hotels in the field under consideration, i.e. the use of MA
tools and techniques.

Another interesting and valuable research path would involve com-
parative analysis between Mediterranean countries with similar fea-
tures in their hospitality industry on the one hand, and countries with a
different hotel structure on the other. The first study could address the
practices used to support MA when the main hospitality market is lei-
sure/vacation holidays. The second would reveal any differences at
MA level. Finally, further research should be carried out in order to
gain a better understanding of the effect of operational and organiza-
tional features, such as departmental sales share, on the techniques used
to support management decision-making. In this field, it appears that or-
ganizational theory offers a more suitable research approach.
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