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Professional Certificate in Cost Control in Hospitality and Hotel Management (Sri Lanka)

Hospitality Accounting Systems

General Ledger is the central repository where every financial transaction of a hotel or resort is recorded. It
contains a series of accounts that are grouped by type, such as assets, liabilities, equity, revenue, and
expenses. For example, when a guest checks out and pays the bill, the cash account is debited and the
revenue account is credited, and both entries are posted to the General Ledger. The integrity of the General
Ledger is essential because all other financial reports, such as the profit and loss statement and the balance
sheet, are derived from it.

Chart of Accounts is a systematic list of all accounts used in the General Ledger. It provides a coding
structure that enables consistent classification of transactions. In hospitality, the Chart of Accounts often
includes separate codes for room revenue, food and beverage (F&B) revenue, banquets, spa services, and
other ancillary income streams. A typical code might be “4010 – Room Revenue” or “5020 – Kitchen
Supplies”. Proper design of the Chart of Accounts allows managers to drill down quickly into specific cost
centers and identify profit drivers.

Sub‑ledger (or subsidiary ledger) contains detailed information that supports the summary balances in the
General Ledger. Common sub‑ledgers in hotels include the Accounts Receivable ledger, which tracks
individual guest folios, and the Accounts Payable ledger, which records vendor invoices. For instance, the
Accounts Receivable sub‑ledger will show that Guest A owes $200 for a room stay, while Guest B owes $350
for a banquet event. Reconciliation of sub‑ledger totals with the General Ledger ensures accuracy and
prevents discrepancies.

Accounts Receivable (A/R) represents money owed to the hotel by guests, corporate clients, travel agencies,
and other customers. Effective A/R management involves daily posting of folio balances, timely invoicing,
and systematic follow‑up on overdue accounts. A common metric is the Days Sales Outstanding (DSO),
which measures the average number of days it takes to collect payment. A high DSO may indicate
weaknesses in credit control or billing processes.

Accounts Payable (A/P) records the hotel’s obligations to suppliers, contractors, and service providers. A
robust A/P function ensures that invoices are matched with purchase orders and receiving reports before
payment is authorized. This three‑way match reduces the risk of overpayment or duplicate payments. The
Days Payable Outstanding (DPO) metric helps managers balance cash flow by extending payment terms
without damaging supplier relationships.

Cash Management encompasses all activities related to the handling, recording, and safeguarding of cash.
In a hotel, cash may be received at the front desk, through bar transactions, or via direct deposits from
corporate accounts. Cash reconciliation involves comparing cash on hand with cash receipts recorded in the
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system, and investigating any variances. Effective cash management minimizes the risk of theft and ensures
sufficient liquidity for day‑to‑day operations.

Revenue Management is the practice of maximizing income through strategic pricing and inventory control.
While revenue management is often viewed through the lens of room pricing, it also applies to F&B outlets,
conference facilities, and spa services. By analyzing demand patterns, competitor rates, and booking lead
times, the revenue manager can adjust rates dynamically to achieve optimal occupancy and average daily
rate (ADR).

Cost of Goods Sold (COGS) for a hotel primarily refers to the cost of food, beverages, and other
consumables sold to guests. COGS is calculated by adding the opening inventory to purchases during the
period, then subtracting the closing inventory. For example, if a kitchen starts the month with $5,000 of
inventory, purchases $20,000 of supplies, and ends with $4,000 of inventory, the COGS equals $21,000. This
figure is a key component of the food cost percentage.

Food Cost Percentage is a critical performance indicator for the F&B department. It is computed as (COGS ÷
Food Revenue) × 100. If the month’s food revenue is $50,000 and COGS is $21,000, the food cost
percentage is 42%. Management typically sets target ranges (e.g., 28‑32%) and investigates variances
through inventory checks, portion control analysis, and waste tracking.

Labor Cost includes wages, salaries, overtime, benefits, and payroll taxes associated with all employees. In
hospitality, labor cost is often expressed as a percentage of total revenue. For example, if total labor
expense is $30,000 and total revenue is $150,000, the labor cost ratio is 20%. Managers monitor this ratio to
ensure staffing levels align with demand while maintaining service standards.

Operating Expense (OPEX) comprises all costs incurred in the day‑to‑day running of the property, excluding
COGS and capital expenditures. Typical operating expenses include utilities, marketing, maintenance,
administration, and insurance. Accurate classification of OPEX is essential for budgeting and for calculating
the gross operating profit (GOP).

Fixed Cost refers to expenses that remain constant regardless of occupancy or sales volume, such as
property taxes, insurance premiums, and lease payments. Understanding fixed costs helps managers assess
the break‑even point, because these costs must be covered before any profit can be realized.

Variable Cost fluctuates in direct proportion to the level of activity. In a hotel, variable costs include
housekeeping supplies, guest amenities, and certain utilities that increase with higher occupancy. By
monitoring variable cost percentages, managers can identify opportunities to improve efficiency during
peak periods.

Break‑Even Analysis determines the occupancy level or sales volume at which total revenue equals total
costs, resulting in zero profit. The break‑even point can be calculated using the formula: Fixed Costs ÷
(Revenue per Room – Variable Cost per Room). For example, with fixed costs of $100,000, an average room
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rate of $150, and a variable cost per room of $30, the break‑even occupancy would be 100,000 ÷ (150 – 30)
= 833 rooms. Knowing the break‑even point assists in setting realistic sales targets.

Contribution Margin is the amount remaining after variable costs are deducted from revenue. It contributes
toward covering fixed costs and generating profit. In the hotel example above, each occupied room
contributes $120 ($150 – $30) toward fixed costs. Managers use contribution margin analysis to prioritize
high‑margin segments, such as premium rooms or banquet sales.

Profit and Loss Statement (also called the Income Statement) summarizes revenues, expenses, and net profit
for a specific period. It is structured into sections: total revenue, less COGS to derive gross profit; then
operating expenses to calculate operating profit; finally, non‑operating items such as interest and taxes to
determine net profit. The Profit and Loss Statement is a primary tool for cost control because it highlights
where expenses deviate from budget.

Balance Sheet provides a snapshot of the hotel’s financial position at a point in time. It lists assets (cash,
receivables, inventory, fixed assets), liabilities (payables, accrued expenses, debt), and equity (owner’s
capital, retained earnings). The Balance Sheet is useful for assessing liquidity, solvency, and capital structure.

Cash Flow Statement tracks the inflow and outflow of cash across operating, investing, and financing
activities. In hospitality, cash flow from operations is a critical indicator of the property’s ability to meet
short‑term obligations. Positive operating cash flow suggests that the hotel’s core business is generating
sufficient cash, even if net profit appears low due to non‑cash items like depreciation.

Depreciation allocates the cost of a fixed asset over its useful life. Hotels often use the straight‑line method,
where the asset’s cost is divided equally over the estimated number of years. For example, a $120,000 HVAC
system with a 10‑year useful life would incur $12,000 of depreciation expense annually. Depreciation
reduces taxable income but does not affect cash flow.

Amortization is similar to depreciation but applies to intangible assets such as franchise fees, software
licenses, or goodwill. If a franchise fee of $60,000 is amortized over five years, the annual amortization
expense is $12,000. Accurate amortization ensures that the financial statements reflect the consumption of
intangible assets over time.

Inventory Management in hotels focuses on controlling food, beverage, linen, and housekeeping supplies.
Effective inventory management involves regular physical counts, cycle counting, and the use of perpetual
inventory systems that update balances in real time. The goal is to maintain sufficient stock to meet guest
demand while minimizing waste and carrying costs.

FIFO (First‑In, First‑Out) is an inventory valuation method where the oldest items are assumed to be sold
first. In a kitchen, using FIFO helps ensure that perishable goods are rotated, reducing spoilage. The cost of
goods sold is calculated using the cost of the earliest purchases, which can affect profit margins when
purchase prices fluctuate.
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LIFO (Last‑In, First‑Out) assumes the most recent purchases are sold first. While less common in hospitality
due to food safety concerns, LIFO may be used for non‑perishable inventory such as cleaning chemicals.
LIFO can result in lower taxable income during periods of rising prices because the higher recent costs are
matched against revenue.

Perpetual Inventory continuously updates inventory balances after each transaction, as opposed to periodic
physical counts. Modern property management systems (PMS) and point‑of‑sale (POS) terminals
automatically reduce inventory quantities when sales are recorded. Perpetual inventory provides real‑time
visibility, enabling quicker response to shortages.

Par Level is the minimum quantity of an item that must be on hand to support normal operations. For
example, a restaurant may set a par level of 10 bottles of a specific wine. When inventory falls below the par
level, a reorder is triggered. Maintaining appropriate par levels prevents stockouts while avoiding excess.

Standard Cost is a pre‑determined cost for each item, used as a benchmark for performance evaluation. In a
hotel kitchen, the standard cost for a chicken breast may be $2.50. Actual cost is then compared to the
standard cost, and any variance is investigated. Standard costing simplifies budgeting and variance analysis.

Variance Analysis examines the differences between actual and budgeted figures. Variances can be
favorable (actual cost lower than budget) or unfavorable (actual cost higher). For example, an unfavorable
food cost variance of 5% may indicate over‑portioning, waste, or price inflation. Managers use variance
analysis to pinpoint root causes and implement corrective actions.

Budgeting is the process of preparing financial plans that outline expected revenues and expenses for a
future period, typically a fiscal year. In hospitality, budgets are often prepared by department (rooms, F&B,
spa) and then consolidated. A well‑structured budget serves as a baseline against which actual performance
is measured.

Forecasting involves projecting future financial results based on historical data, market trends, and
upcoming events. Forecasts are updated regularly (monthly or quarterly) to reflect changing conditions. For
instance, a hotel may forecast higher occupancy during a local festival, adjusting staffing and inventory
accordingly.

Rolling Forecast extends the forecasting horizon continuously by adding a new period as the most recent
period is completed. This approach provides more up‑to‑date information and allows managers to respond
quickly to market shifts. Rolling forecasts are increasingly popular in dynamic hospitality environments.

Zero‑Based Budgeting requires each expense to be justified from scratch for every budgeting cycle, rather
than basing it on the previous year’s figures. This method encourages cost‑conscious thinking and can
uncover hidden inefficiencies. However, it is time‑intensive and may be challenging for large hotels with
many line items.
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Activity‑Based Costing (ABC) allocates overhead costs to specific activities that drive those costs. For
example, the cost of laundry services may be assigned based on the number of linens processed, while the
cost of housekeeping may be allocated based on room cleanings. ABC provides a more accurate picture of
true product cost, supporting better pricing decisions.

Cost Allocation distributes shared expenses across multiple cost centers or departments. Utilities, for
instance, may be allocated to rooms, F&B, and conference facilities based on square footage or usage
meters. Precise cost allocation ensures each department bears its fair share of overhead, facilitating
accountability.

Overhead refers to indirect costs that cannot be directly traced to a single revenue‑generating activity. In a
hotel, overhead includes administrative salaries, property management fees, and corporate support services.
Overhead is typically allocated using a predetermined rate, such as a percentage of total labor cost.

Direct Costs are expenses that can be directly linked to a specific revenue stream, such as the cost of
ingredients for a restaurant dish or the wages of front‑desk staff for room sales. Direct costs are easier to
track and are essential for calculating gross margins for each department.

Indirect Costs are costs that support multiple functions and cannot be directly assigned to a single product
or service. Examples include general utilities, insurance, and corporate overhead. Indirect costs are allocated
using cost drivers to ensure a fair distribution across departments.

Gross Operating Profit (GOP) is a key performance indicator in hospitality that measures profitability before
deducting fixed charges such as interest, taxes, and depreciation. GOP = Total Revenue – (COGS + Labor +
Operating Expenses). A high GOP indicates efficient cost control and strong operational performance.

Net Operating Income (NOI) further subtracts fixed charges and taxes from GOP, providing a clearer picture
of the bottom line. NOI is often used by investors to assess the profitability of a property independent of
financing structure.

RevPAR (Revenue per Available Room) is calculated as (Total Room Revenue ÷ Number of Available Rooms)
or alternatively as ADR × Occupancy Rate. RevPAR combines occupancy and average rate into a single
metric, allowing hotels to compare performance across periods and competitors.

ADR (Average Daily Rate) is the average price paid per occupied room. ADR = Total Room Revenue ÷
Number of Rooms Sold. Monitoring ADR helps revenue managers understand pricing effectiveness and
market positioning.

Occupancy Rate measures the proportion of rooms sold during a given period. Occupancy Rate = (Rooms
Sold ÷ Rooms Available) × 100. High occupancy with low ADR may indicate discounting, while low
occupancy with high ADR may suggest a premium positioning.

Guest Ledger is the detailed account of a specific guest’s charges, payments, and adjustments. It is often
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referred to as a folio. The guest ledger consolidates room charges, F&B tabs, telephone calls, and
miscellaneous expenses. Accurate posting to the guest ledger is crucial for timely billing and cash collection.

Folio is the printed or electronic statement provided to a guest at checkout, summarizing all charges
incurred. The folio must be reconciled with the General Ledger to ensure that revenue is recorded correctly
and that no unauthorized charges exist.

Housekeeping Ledger tracks costs related to room cleaning, linen replacement, and guest amenity supplies.
By monitoring the housekeeping ledger, managers can evaluate labor efficiency, supply usage, and the
impact of turnover rates on cost.

F&B Ledger records all food and beverage related revenues and expenses, including sales, COGS, labor, and
operating costs. Segregating the F&B ledger from the overall General Ledger enables more precise analysis
of restaurant profitability.

Departmental Accounting involves maintaining separate sets of books for each major department (rooms,
F&B, spa, etc.). This approach facilitates performance evaluation, variance analysis, and accountability for
departmental managers.

Cost Center is an organizational unit for which costs are accumulated, but which does not directly generate
revenue. An example is the housekeeping department, which incurs labor and supply costs but does not
produce sales. Cost centers are evaluated on cost efficiency and adherence to budget.

Profit Center both incurs costs and generates revenue, allowing its profitability to be measured directly. The
restaurant in a hotel is a profit center because it sells meals and incurs COGS and labor expenses. Managers
of profit centers are often held accountable for both revenue growth and cost containment.

Internal Controls are policies and procedures designed to safeguard assets, ensure accurate financial
reporting, and promote operational efficiency. In hospitality, internal controls may include segregation of
duties, authorization limits, and periodic audits.

Segregation of Duties separates responsibilities among different employees to reduce the risk of fraud. For
example, one employee may be authorized to approve purchase orders, another to receive goods, and a
third to process payments. Proper segregation makes it difficult for a single individual to both commit and
conceal errors.

Audit Trail is a chronological record that documents the creation, modification, and deletion of financial
data. Modern PMS and POS systems generate audit trails automatically, providing evidence for compliance
checks and investigations.

Reconciliation is the process of comparing two sets of records to ensure they agree. Common
reconciliations include matching the cash receipts from the POS with the cash balance on the General
Ledger, and aligning the Accounts Receivable sub‑ledger with the General Ledger balance. Reconciliation is
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performed regularly to detect and correct errors promptly.

Trial Balance is a report that lists the balances of all General Ledger accounts at a specific point in time. The
total debits should equal total credits. A trial balance is the first step in preparing financial statements and
helps identify posting errors.

Accrual Accounting records revenues when earned and expenses when incurred, regardless of when cash is
received or paid. This method provides a more accurate picture of financial performance, especially for
hotels where many transactions involve credit arrangements. For instance, a banquet booked for next
month is recorded as revenue now, while the associated expenses are accrued in the same period.

Cash Basis Accounting recognizes revenue only when cash is received and expenses only when cash is paid.
Small boutique hotels sometimes use cash basis accounting due to its simplicity, but it can distort
profitability, especially when large amounts are tied up in receivables or prepaid expenses.

Prepaid Expenses are payments made in advance for goods or services that will be consumed in future
periods, such as insurance premiums or bulk supply contracts. Prepaid expenses are initially recorded as
assets and then expensed over the benefit period through amortization.

Deferred Revenue represents cash received before the related service is delivered, such as advance deposits
for conference bookings. Deferred revenue is recorded as a liability until the event occurs, at which point it
is recognized as revenue.

Taxation in Sri Lanka includes Value Added Tax (VAT), Service Tax, and possibly Goods and Services Tax (GST)
depending on the jurisdiction. Hotels must collect VAT on room sales and certain ancillary services, then
remit the tax to the Revenue Department. Accurate tax accounting prevents penalties and ensures
compliance.

VAT (Value Added Tax) is a consumption tax levied on the value added at each stage of production or
distribution. In the hospitality sector, VAT is typically charged on room rates, restaurant sales, and other
taxable services. Hotels must maintain separate VAT accounts to track taxable sales, input tax credits, and
liabilities.

Payroll encompasses the calculation and disbursement of employee wages, salaries, overtime, and statutory
contributions. Payroll processing must integrate with the General Ledger to ensure labor costs are reflected
accurately. Errors in payroll can lead to legal exposure and affect labor cost ratios.

Employee Benefits include health insurance, pension contributions, and other non‑wage compensations.
These benefits are recorded as expenses and partially as liabilities until they are vested. Proper accounting
for benefits is essential for accurate labor cost reporting.

Compensation refers to the total monetary and non‑monetary rewards given to employees. Compensation
planning must align with budgeted labor costs, market rates, and performance goals. Over‑compensation

Read online: https://certificates.gsbf.co.uk/guides/4766505/hospitality-
accounting-systems

Greenwich School of Business and Finance · 22 Jun 2026



G U I D E

can erode profitability, while under‑compensation may affect staff morale and service quality.

Overtime is additional pay for work beyond regular hours. Overtime rates are often higher (e.g., 1.5× base
rate) and can significantly impact labor cost percentages during peak seasons. Monitoring overtime trends
helps managers schedule staff efficiently and control costs.

Shift Differentials are extra pay rates for working undesirable shifts, such as night or weekend shifts. These
differentials increase labor expense and must be factored into budgeting and cost analysis.

Cost of Sales is another term for COGS, emphasizing the relationship between cost and revenue generation.
In the hospitality context, cost of sales is most relevant to the F&B department, but the concept also applies
to retail outlets within the hotel.

Gross Margin is calculated as (Revenue – COGS) ÷ Revenue × 100. It indicates the profitability of core
operations before accounting for labor and overhead. A high gross margin suggests efficient procurement
and pricing.

Net Margin is the percentage of net profit relative to total revenue. Net Margin = (Net Profit ÷ Total
Revenue) × 100. It reflects overall profitability after all expenses, taxes, and interest have been accounted
for.

KPI (Key Performance Indicator) is a quantifiable measure used to evaluate the success of an organization in
achieving its objectives. In hospitality cost control, common KPIs include RevPAR, ADR, Occupancy Rate,
Food Cost Percentage, Labor Cost Ratio, and GOP Percentage.

Financial Ratio analysis involves calculating relationships between different financial statement items to
assess performance, liquidity, and solvency. Ratios such as Current Ratio, Quick Ratio, Debt‑to‑Equity, and
Return on Assets provide insights into the financial health of the hotel.

Return on Investment (ROI) measures the profitability of an investment relative to its cost. ROI = (Net Profit
from Investment ÷ Investment Cost) × 100. For a hotel, ROI may be calculated for capital projects such as a
new spa facility or a renovation of guest rooms.

Payback Period is the time required for an investment to generate cash flows sufficient to recover the initial
outlay. Shorter payback periods are generally preferred, especially in a competitive hospitality market.

Capital Expenditure (CapEx) refers to funds used to acquire or improve long‑term assets, such as building
extensions, major equipment, or technology upgrades. CapEx is capitalized on the balance sheet and
depreciated over the asset’s useful life.

Operating Expenditure (OpEx) includes all costs necessary to maintain day‑to‑day operations, such as
utilities, salaries, and consumables. OpEx is expensed in the period incurred and directly impacts
profitability.

Read online: https://certificates.gsbf.co.uk/guides/4766505/hospitality-
accounting-systems

Greenwich School of Business and Finance · 22 Jun 2026



G U I D E

Capitalization is the accounting process of recording an expense as an asset on the balance sheet rather
than as an immediate expense. Capitalization is appropriate for costs that provide future economic benefits,
such as major renovations.

Write‑off occurs when an asset’s value is reduced to zero because it is no longer recoverable, such as
obsolete inventory. Write‑offs are recorded as expense items and reduce net profit.

Write‑down reduces the carrying amount of an asset to reflect a decline in value, but the asset still retains
some residual value. For example, a kitchen equipment set that is partially damaged may be written down
to its salvage value.

Impairment is a permanent reduction in the recoverable amount of an asset below its carrying amount.
Impairment testing is required for assets like goodwill or long‑term investments when market conditions
deteriorate.

Asset Management involves tracking, maintaining, and optimizing the use of fixed assets. An Asset Register
records each asset’s description, purchase date, cost, location, and depreciation schedule. Effective asset
management prolongs asset life and supports accurate financial reporting.

Fixed Asset Register is a detailed listing of all capitalized assets. The register includes asset identification
numbers, acquisition costs, useful lives, and accumulated depreciation. Regular physical verification of
assets ensures the register remains reliable.

Depreciation Methods include Straight‑Line, Reducing Balance, and Units‑of‑Production. Straight‑Line
spreads cost evenly over the asset’s life, while Reducing Balance accelerates depreciation by applying a
higher rate in early years. Units‑of‑Production bases depreciation on actual usage, useful for equipment like
laundry machines.

Cost of Capital is the required return that investors expect for providing funds to the hotel. It reflects the
risk profile of the investment and is used as a discount rate in net present value calculations for capital
projects.

Working Capital is the difference between current assets and current liabilities. Working Capital = Current
Assets – Current Liabilities. Positive working capital indicates that the hotel can meet short‑term obligations,
while negative working capital may signal liquidity problems.

Current Ratio measures liquidity by comparing current assets to current liabilities. Current Ratio = Current
Assets ÷ Current Liabilities. A ratio above 1.2 is generally considered healthy for hotels, though industry
benchmarks vary.

Quick Ratio (Acid‑Test Ratio) excludes inventory from current assets, providing a stricter liquidity measure.
Quick Ratio = (Current Assets – Inventory) ÷ Current Liabilities. Because inventory can be difficult to
liquidate quickly, the quick ratio offers a more conservative assessment.
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Debt‑to‑Equity Ratio evaluates the proportion of financing that comes from debt versus owners’ equity.
Debt‑to‑Equity = Total Debt ÷ Total Equity. A high ratio may indicate higher financial risk, especially if cash
flow is volatile.

Revenue Management System (RMS) is software that integrates with the PMS to forecast demand, set
dynamic rates, and allocate inventory across channels. RMS tools use algorithms to recommend optimal
pricing, helping hotels maximize RevPAR and overall profitability.

Property Management System (PMS) is the core operational platform that handles reservations, check‑in/
check‑out, billing, and guest profiles. Modern PMS solutions integrate seamlessly with accounting modules,
POS, and RMS, providing a unified data environment.

Point‑of‑Sale (POS) terminals are used in restaurants, bars, and retail outlets to capture sales transactions.
POS data is transmitted automatically to the General Ledger, reducing manual entry errors and ensuring
real‑time revenue tracking.

Enterprise Resource Planning (ERP) systems unify financial, human resources, procurement, and inventory
functions into a single platform. For large hotel chains, ERP facilitates consistent reporting across multiple
properties and supports consolidated financial statements.

Integration refers to the linking of disparate systems (PMS, POS, RMS, ERP) so that data flows automatically
between them. Integration reduces duplication, improves data accuracy, and speeds up closing cycles.
However, integration projects can be complex, requiring careful planning and testing.

Data Integrity is the accuracy, completeness, and consistency of data across all accounting and operational
systems. Maintaining data integrity involves validation rules, regular audits, and strict access controls. Poor
data integrity can lead to misleading reports and faulty decision‑making.

Manual Entry Errors occur when staff input incorrect figures into the accounting system, such as transposing
digits or selecting the wrong account code. To mitigate these errors, hotels implement automated posting,
drop‑down menus, and mandatory fields in the software.

Staff Training is essential for ensuring that employees understand how to use accounting software correctly,
follow internal controls, and recognize the importance of accurate data capture. Ongoing training programs
reduce the risk of errors and improve overall efficiency.

Compliance encompasses adherence to local tax regulations, financial reporting standards, and industry
best practices. In Sri Lanka, hospitality businesses must comply with the Companies Act, tax legislation, and
International Financial Reporting Standards (IFRS) if they are publicly listed.

Audit is an independent examination of financial records and internal controls. Internal audits focus on
process improvement, while external audits provide assurance to stakeholders. Audits often uncover
weaknesses in segregation of duties, documentation, or system configurations.
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Cost Control is the systematic approach to planning, monitoring, and reducing expenses while maintaining
service quality. Effective cost control relies on accurate accounting data, variance analysis, and proactive
management actions.

Benchmarking involves comparing a hotel’s performance metrics against industry standards or peer
properties. For instance, a hotel may benchmark its labor cost ratio against the average for similar‑size
properties in Sri Lanka to identify areas for improvement.

Profitability Analysis examines the contribution of each revenue stream to overall profit. Segmenting
revenue by room type, banquet function, or spa service allows managers to allocate resources to the most
lucrative areas.

Margin Management is the practice of setting target margins for each department and monitoring actual
performance. If a restaurant’s gross margin falls below the target, the manager may negotiate better
supplier terms or adjust menu pricing.

Cost Reduction Strategies include renegotiating supplier contracts, implementing energy‑saving initiatives,
optimizing staffing schedules, and reducing waste. Each strategy must be evaluated for its impact on guest
satisfaction and brand standards.

Revenue Leakage occurs when potential income is lost due to errors, fraud, or system gaps. Common
sources of leakage include unrecorded cash sales, complimentary upgrades not charged, and unbilled
incidental expenses. Robust controls and regular audits help detect and plug leakage points.

Cash Forecasting projects future cash inflows and outflows, enabling the finance team to anticipate cash
shortages and arrange short‑term financing if needed. Accurate cash forecasting relies on reliable data from
reservations, bookings, and accounts payable schedules.

Liquidity Management ensures that sufficient cash is available to meet operational needs, such as payroll,
vendor payments, and tax obligations. Techniques include maintaining a cash reserve, establishing revolving
credit lines, and optimizing the collection cycle.

Capital Planning involves evaluating long‑term investment opportunities, such as refurbishing guest rooms,
adding a rooftop bar, or installing energy‑efficient lighting. Capital planning integrates financial analysis,
market demand, and strategic objectives.

Financial Reporting provides stakeholders with insight into the hotel’s performance. Reports may be
prepared monthly, quarterly, or annually, and include the Income Statement, Balance Sheet, Cash Flow
Statement, and KPI dashboards.

Management Reporting focuses on internal decision‑making, delivering detailed variance reports,
departmental performance summaries, and operational metrics. Management reports are often tailored to
the needs of department heads, enabling timely corrective actions.
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Consolidated Reporting aggregates financial data from multiple properties into a single set of statements
for the corporate entity. Consolidation requires elimination of inter‑company transactions, such as internal
transfers of goods or services.

Inter‑Company Transactions occur when one property within a hotel group provides goods or services to
another. These transactions must be recorded in both entities’ books and eliminated during consolidation
to avoid double counting.

Cost Center Budgeting assigns a specific budget to each cost center, such as housekeeping or front office.
Cost center managers are responsible for staying within their budgets and are evaluated based on variance
analysis.

Profit Center Performance is measured by calculating profit (Revenue – Direct Costs – Allocated Overhead)
for each profit center. This analysis helps identify which outlets are generating the most value and where
resources should be focused.

Variance Attribution involves dissecting the reasons behind a variance, such as price variance (difference
between actual and standard cost) and usage variance (difference between actual quantity used and
standard quantity). For example, an unfavorable food cost variance may be broken down into a 2% price
variance and a 3% usage variance.

Standard Costing System sets predetermined costs for each item based on historical data, supplier quotes,
and expected usage. Actual costs are then compared to these standards, providing a basis for performance
evaluation.

Flexible Budgeting adjusts budgeted amounts based on actual activity levels, such as occupancy or number
of covers served. Flexible budgets allow for more accurate variance analysis because they reflect the true
scale of operations.

Rolling Forecast Model updates forecasts on a continuous basis, typically monthly, to reflect new
information and market changes. This dynamic approach helps hotels respond quickly to events like sudden
tourism spikes or unexpected downturns.

Performance Dashboards visually display key metrics, such as RevPAR, labor cost ratio, and occupancy, using
charts and gauges. Dashboards provide managers with at‑a‑glance insight and support rapid
decision‑making.

Scenario Planning evaluates the financial impact of different future conditions, such as a 10% decline in
tourism or a new competitor entering the market. Scenario analysis helps management prepare
contingency plans and allocate resources prudently.

Risk Management identifies potential threats to financial performance, such as currency fluctuations, natural
disasters, or regulatory changes. Mitigation strategies may include hedging, insurance, and diversified
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revenue streams.

Currency Exposure is a concern for hotels that receive payments in foreign currencies while incurring
expenses in the local currency. Accounting systems must capture exchange rates and calculate translation
gains or losses.

Foreign Exchange Gains/Losses arise when the value of foreign currency receipts changes between the
transaction date and the settlement date. These gains or losses are recorded in the financial statements and
can affect net profit.

Hotel Asset Valuation determines the market value of the property for purposes such as sale, refinancing, or
insurance. Valuation methods include income capitalization, comparable sales, and replacement cost
approaches.

Insurance Accounting records premiums paid as expenses and claims received as revenue. Proper
accounting for insurance ensures that potential recovery from losses is reflected accurately.

Environmental Accounting tracks costs associated with sustainability initiatives, such as energy‑saving
projects, waste reduction programs, and certifications. These costs may be capitalized if they extend the
useful life of assets.

Energy Management monitors utility consumption and identifies opportunities for cost savings. Energy data
can be integrated into the accounting system to allocate utility costs to specific departments based on
usage meters.

Waste Management records disposal costs and measures waste generated per occupied room. Reducing
waste not only lowers costs but also supports corporate social responsibility goals.

Technology Adoption in hospitality accounting includes cloud‑based solutions, mobile reporting, and
AI‑driven analytics. Cloud platforms enable real‑time access to financial data from multiple locations,
facilitating faster decision‑making.

Artificial Intelligence can be used to predict cost trends, detect anomalies, and automate routine tasks such
as invoice matching. AI‑enhanced analytics provide deeper insights into profitability drivers.

Business Intelligence tools aggregate data from various sources, allowing managers to create custom
reports, drill‑down into specific metrics, and visualize trends over time. BI dashboards are essential for
strategic planning.

Regulatory Reporting requires hotels to submit periodic filings to tax authorities, tourism boards, and labor
agencies. Accurate accounting records ensure compliance and avoid penalties.

Financial Controls include approval hierarchies, budget limits, and segregation of duties. Controls are
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documented in policies and reinforced through periodic testing.

Internal Audit Function provides independent assurance that
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