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Financial Management in the
Hospitality Industry

�

Print Area 32x48 pica
Trim Area 7.25x9.5

The significance of a man is not in what he attains but in what he longs
to attain.

Kahlil Gibran

�������

��������	 
���
�����

After studying this chapter, you will be able to

� Understand the meaning and importance of financial management in
the context of hospitality operations

� Understand the goal of the firm and the constraints in relation to the
goal

� Examine the position of financial management in the organization
chart of a hospitality firm

� Explore the relationship between finance, micro/macro economics,
and accounting

Success at Hilton Hotels Corporation

Hilton Hotels Corporation is a leading global hospitality company, with more
than 2800 hotels and 4,90,000 hotel rooms in more than 80 countries across
the globe. The company offers great choices to its customers, whether travel-
ling for business or leisure. Hilton guests and customers can choose from
four-star city centre hotels (more 1000-plus room hotels than any hotel, in-
cluding the Waldorf=Astoria, the Palmer House, and the Hilton San Francisco);
convention properties (more than any other company); mid-priced focused
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service hotels (the Hilton Garden Inn and the Hampton Inn); long-term ex-
tended stay hotels (the Homewood Suites by Hilton); destination resorts on
the beach and/or golf course (including the famous Hilton Hawaiian Village
and Pointe Hilton Resorts in Phoenix); luxury leisure resorts in the
Waldorf=Astoria Collection (including The Grand Wailea, Arizona, Biltmore,
and La Quinta Resort and Spa); airport hotels (nearly 40 in such cities as
Chicago, Los Angeles, Atlanta, Miami, New York, and Dallas-Ft Worth); vacation
ownership (in such locations as Orlando, Miami, and Las Vegas), or conference
centres.

The Hilton Hotel Corporation example is that of resounding success of a
large global hotel chain. The growth of its business can be attributed to the
efficient allocation of resources available to the corporation. Finance is a term
used to describe all the monetary resources available to an organization. The
focus, however, is on the management aspect of finance. Therefore, financial
management deals with the acquisition, management, and financing of re-
sources for corporations by means of money, but with due regard for prices in
external economic markets.

Effective management of finance is pivotal to the success of hotel
companies, and with rapid globalization the role of finance managers is
getting more complex. Modern finance managers are expected to play a more
dynamic role than that of just raising funds and managing cash flows of the
corporation. Managers at various levels of the organization have to be well
versed with the subject matter of financial management. Finance is the
common thread that runs through all the departments and units of an
organization. Majority of managers appreciate financial expertise, and do not
consider it as an impediment in their areas.
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We are building a culture at IHG that’s focused on producing strong returns for
our owners while creating shared social benefits in the communities we are part
of.

Andrew Cosslett, Chief Executive, Intercontinental Hotels Group

My personal commitment over the next few years will be on building sustainable
value for our shareholders. I believe the key to long-term value building is
growth: growth in investments, growth in earnings; and growth in the return on
capital employed.

Capt. C.P. Krishnan Nair, Chairman, Hotel Leela Ventures Ltd

Source: Annual Report, 2005–2006.
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Table 1.1 EPS of top three Indian hotel companies

2005 (Rs) 2006 (Rs)

Indian Hotels Co. Ltd 20.06 31.47
Hotel Leela Ventures 6.59 9.69
East India Hotels Ltd 5.58 36.04

(���	��� ����� �	���� ��� ��	�� ������� �	��� ����� �
� ��� ���� �	��

���
������
�	���$�����	����1�3%�

Ten ways to increase shareholder wealth

• Do not manage earnings or provide earnings guidance.
• Make strategic decisions that maximize expected value, even at the expense

of lowering short-term earnings.
• Make acquisitions that maximize expected value, even at the expense of

lowering near-term earnings.
• Carry only those assets that maximize value.
• Return cash to shareholders when there are no credible value-creating

opportunities to invest in the business.
• Reward CEOs and other senior executives for delivering superior long-term

returns.
• Reward operating-unit executives for adding superior multi-year value.
• Reward middle managers and frontline employees for delivering superior

performance on the key value drivers that they influence directly.
• Require senior executives to bear the risks of ownership just as sharehold-

ers do.
• Provide investors with value-relevant information.

Source: Rappaport A. (2006), ‘Ten ways to create shareholder value’, Harvard Business Review.
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Table 1.2 Rising room rates

12-month
2001–02 02–03 03–04 04–05 05–06 growth* Growth**

(Rs) (Rs) (Rs) (Rs) (Rs) (%) (%)
Overall 3467 3269 3569 4299 5318 23.7 5.8
average
Five-star 4668 4335 4686 5606 7099 26.6 5.9
deluxe
Five-star 3277 3114 3372 3897 5019 28.8 7.2
Four-star 2368 2246 2580 3088 3799 23.0 10.4
Three-star 1696 1669 1670 1830 2044 11.7 5.4

*Growth in 2005–06 (in absolute terms) expressed as percentage of the figure
for 2004–05. **Compounded.
Source: HVS International.
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Endangered species: Whose social responsibility?

Industrial fishing has wiped out almost 90 per cent of the large predatory
fish. Most of the world’s oceans are facing the problem of overfishing.
Surprisingly, majority of the world’s fishing fleet is found in Asian waters.
Many restaurants, especially in some of the Asian countries like Indonesia,
attract divers searching for lobsters, the last remaining valuable species.
Biologists are concerned about popular increase in taste for the fancy, novel,
coral reef fish in mainland China. Experts believe that in the wake of massive
and hi-tech slaughtering the fish do not stand a chance of survival. This
problem can be resolved to some extent by ensuring that countries limit
export quotas, create protected areas and encourage consumers to select less
endangered species. Legislations will certainly benefit the process of
developing marine ecosystems but the fundamental reform that must precede
is a change in people’s mind. Only when fish are seen as creatures deserving
protection that the depletion of the world’s ocean will cease.

Source: National Geographic, April (2007), nationalgeographic.com.
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Fig. 1.1 Financial management in a hospitality organization chart
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CASE STUDY

GOLDIE’S PALACE

Goldie Singh is in the business of hotels since 1980. He opened a 50-room hotel
property, Goldie’s Palace, in Mumbai after graduating from a well-known hotel
management school in India. The hotel is known for its excellent service, and the
restaurant Café Gold is the talk of the town due to the food served. Though the
restaurant serves a spread of multi-cuisine fare, it is renowned for the Indian
regional variety on the card. The popular items were a result of Goldie’s extensive
research on Indian cuisine. The restaurant has been rated as numero uno by food
critics and gourmets of Mumbai. Goldie’s business has flourished in the recent years
and he wants to benefit from the business opportunities. The hotel has forty-two
employees, including Goldie and his daughter Lovely, to take care of the rooms and
the food and beverage activities as well. The list of clientele is elaborate and draws
from major cities and towns of India. Some of the guests have been staying with the
hotel since its inception. Goldie’s pleasant approach to his guests has played a vital
role in the success of his business.

Lovely has recently graduated from an international hospitality school and her
father has provided her with an option of working in his hotel. Goldie feels that she
will be able to provide financial management expertise and international hospitality
perspective to the business. Lovely is inclined towards the family business due to
the challenges and opportunities involved. Goldie is conservative, while his daugh-
ter is aggressive and wants to achieve success at the earliest. Goldie had struggled
very hard to establish a business whereas his daughter will inherit a successful
business. He feels that his daughter should learn the nuances of managing the busi-
ness with him before she is capable of managing things on her own. Lovely desires to
expand the business and even wants to incorporate a company at a later stage.
Though Goldie has complete confidence in his daughter’s ability and is intrigued by
her ideas, he is concerned about the changes in the operations after expansion.
Goldie has been always committed to social and environmental cause. He introduced
environment-friendly amenities in the rooms and abandoned Shark fin soup on the
menu (after he read about numerous sharks being killed for fins) even though the
revenue generated from the sales was substantial. The guests are also advised to
conserve water and contribute towards a healthy environment. Goldie is apprehen-
sive of the fact that incorporation would bring in outside shareholders, who may
force him to compromise on the social, ethical, and environmental practices of the
business.
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Goldie and Lovely decide to discuss all the issues concerning their future course
of action. Lovely is organized and has outlined a series of questions for them to
address.

1. What are the important financial management decisions taken in the hospital-
ity industry today?

2. What should be the primary goal of the firm?
3. What is the meaning of shareholder wealth maximization?
4. Will Goldie’s commitment for social and environmental issues be an impeding

factor for the growth of his business?
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