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Marking Criteria:
We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1.i Outline the basic principles of accounting.

To start with, accounting is a way of providing financial information to personnel involved in the operation of a business and essentially includes:

· Recording, classifying and summarizing transactions (such as sales, expenditure on capital assets, expenditure on stock and depreciation);
· Reporting the progress of the business on a regular basis (such as through monthly preparation of a Balance Sheet and Profit and Loss Statement);
· Using the resultant information to control efficiently the activities of the hotel (such as based on the revenue and expenses of a particular bar, is it profitable and sustainable over the longer term?  Would it be a more profitable use of the space by turning it into a shop or spa?); and
· Evaluating the performance of the business against owner’s expectations (such as rate of return on capital invested or merely the amount of profit generated against the overall level of investment in the hotel).

A hotel of size undertakes an enormous amount of business each day and every transaction must be recorded (e.g. on guest folios and front office ledgers) and so a major feature of an accounting system is to summarise these transactions and to provide a regular update on the businesses progress.  The recording stage is where most of the summarizing takes place and all transactions fit into five major categories:

· Assets, items of monetary value such as cash, stocks or inventory, furniture and fittings, real estate and equipment (Balance Sheet items);
· Liabilities, debts owed such as stock received on credit, advanced money received from guests to confirm reservations (Balance Sheet items);
· Owners’ equity or capital, the original investment by the owner(s) which increases if the hotel is profitable or decreases if it is not profitable.  Owners’ drawings decrease it e.g. dividend payments to shareholders.  It is a debt of the hotel to the owners (Balance Sheet item).  The formulae is: Assets – Liabilities = Owners’ Equity;
· Revenue, the way the hotel earns its profit (or loss) accommodation charges, and food and beverages sales for example (Profit and Loss Statement items); and
· Expenses, cost incurred by the hotel in earning revenue, wages, salaries, advertising, electricity, gas (Profit and Loss Statement items.  The formulae is: Revenue – Expenses = Profit (or Loss).

In accounting, it must be remembered that you are looking at the accounting records from the businesses or hotels perspective. A debit is an entry on the left side of an account that signifies an increase in the balance of an asset account and a decrease in the balance of a liability or owner's equity account. A credit is an entry on the right side of an account that decreases the balance of an asset account and increases the balance of a liability or owner's equity account. 

Thus in accounting records, assets or expenses increase on the debit side and decrease on the credit side.  This in my view this is the key principle and if remembered all accounting records make sense.

1.ii What is a guest ledger? Which type of information does it contain?

The Guest Ledger is the sum set of all folio accounts of registered, resident guests at the hotel.  The guest ledger tracks accounting activity within the hotel before and during a guest’s stay.  It tracks the debits and credits and is made up of accounts that “house” these debits and credits including the: house account; guest account; and master account.  Data from the guest ledger can be manipulated to provide an overview of all guest profiles with unpaid/unsettled balances on their accounts for example.

After a guest registers on checking in, a guest folio is opened in the guest’s name to record all the purchases which the guests makes at the hotel and any payments made in settling his or her account.  These financial transactions are recorded in guest ledger accounts to track guest account balances. As an aside, some of the accounts of the resident guests may be settled by their employer e.g. airlines, or other third parties such as a travel agency. In these circumstances, at the time of the guest’s check-out, the guest account is transferred from the guest ledger to city ledger.

Guest ledgers I have seen contain the following information.

	Room number
	Guest name
	Arrival date
	Departure date
	Persons
	Room charges
	Other charges
	Credit
	Balance
	Rate
	Method of payment
	Folio status

	410
	Ivan Witt
	1 Oct 16
	4 Oct 16
	4
	1,500
	150
	650
	1,000
	1,500
	CA
	open
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From the ledger, data can be manipulated to determine for example the total number of guests: present in the hotel; expected to check out on a given day; and anticipated guest revenue.

1.iii Which type of information is contained in a city ledger?

The city ledger also known as the non-guest ledger is a compilation of non-guest accounts. If a guest’s account is not settled in full by cash payment when the guest checks out from the hotel, the guest’s folio balance is transferred from the guest ledger to the city ledger, that is, from the front office to the back office, in the accounting division for collection. 

In addition to the above, the information contained in the city ledger may include: 

· accounts held by local businesses or corporate clients who are not resident in the hotel but who use the hotel’s facilities and services for entertainment or business meetings;
· Guests who walk out of the hotel without settling his or her account. In this scenario as the walkouts are no longer resident in the hotel the account is transferred to the city ledger ideally for subsequently settling or if not, until it is written off as a bad debt;
· Guests who have prepaid their bookings in order to secure the accommodation but for whatever reason have not arrived or checked in to the hotel.  The amount of the prepayment is recorded in the city ledger and the account will be closed pursuant to the booking terms and conditions;
· Credit card payment accounts;
· Direct billing accounts which is where the guest(s) account is be settled by a company often his or her employer e.g. airlines;
· Direct billing to travel agencies;
· Dishonoured cheques account; and
· Disputed bills account.

i. iv What are the typical transactions that businesses undertake?

As a starting proposition, a business transaction is essentially any agreement between two parties involving the payment or receipt of money in exchange for goods or services.  A business buying assets or supplies, paying for expenses and utilities, selling products or services, and paying employees engages in a business transaction each time. They are recorded in the records of the business and are ultimately summarized in its financial reports.  

Examples of business transactions include:

· Investment of cash or other assets by the owners;
· Withdrawal of cash or other assets by the owners, and distribution of dividends;
· Borrowing of cash from other entities for business use;
· Payment of borrowings;
· Sale of goods or services (either for cash or on credit or account);
· Collection of receivables from customers and other entities;
· Acquisition of assets or services (either for cash or on credit or account);
· Payment of accounts payables to suppliers or other entities; and
· Consumption or expiration of assets (such as use of office supplies and expiration of insurance, expiration of pre-rent and depreciation of equipment.

The purpose of accounting records is to accumulate and report on financial information about the performance, financial position, and cash flows of a business. This information is then used by management to reach decisions about how to manage the business, or invest in it, or lend money to it.  More broadly, this information is accumulated in accounting records with accounting transactions, which are recorded either through standardized business transactions such as customer invoicing or supplier invoices, or through more specialized transactions, in journal entries.

Once this financial information has been entered into the accounting records, it is usually compiled into financial statements, which include the following:

· Profit and loss statement;
· Balance sheet;
· Statement of cash flows;
· Statement of retained earnings; and
· Disclosures that accompany the financial statements – for example footnotes in the hotel’s annual report.

Management may then uses this information to generate reports for special purposes, such as determining the profit on sale of a product, or the revenues generated from a particular bar in a hotel.

1.v. Describe profit and loss accounts.

Before addressing what are profit and loss accounts, it needs to borne in mind that a profit and loss statement is a summary of a business’s income and expenses over a specific period.  It is usually prepared at regular intervals (usually monthly and at financial year end) to show the results of operations for a given period.  Investors in hotels like any other business, generally wish to increase his, her or its net investment over time.  To achieve this, the hotel must make a profit.  

A business determines its profitability (profit or loss) by preparing a profit or loss statement.  The periodic assessment of profitability is necessary so that the owner(s) of the business can have regular and comparative information on the progress of the business which can be compared against its budget plans for example.  

Profit and loss accounts can also be used to measure the financial performance of a 
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hotel’s various departments and to monitor and improve the daily operations of such departments. Financial performance can be measured by comparing actual monthly (or whatever period) operations to the budget established for the relevant period, to last year’s monthly performance, to the previous month’s performance and to the most recent forecast.

Management is or should be involved in all steps of profit and loss reporting and analysis of the accounts produced.  Hotel managers and their departmental managers operate the departments that provide the products and services to guests and customers that produce the revenue, incur expenses and ideally make the profit for a hotel.  Subsequently, managers must ensure that the numbers submitted to accounting are accurate and consistent so that the financial reports prepared by the accounting department can be relied upon.  The next application involves hotel managers reviewing, considering and analyzing and the accounts to determine how well hotel operations are meeting their goals and budgets.  This information is then used by hotel managers to implement any changes for improvement or corrections to solve problems.

The profit and loss statement feeds into the Balance Sheet and the Statement of Cash Flow.  A hotel’s Consolidated Profit and Loss Statement is a summary that lists the department totals for revenues, profits, and expenses. Examples of revenue accounts in hotels are the accommodation, restaurants, lounges, catering and banquets, the gift shop, and telephone, and depending upon the nature of the hotel, golf, spas, tennis, and other recreation facilities.  Expense accounts include supplies, wages and salaries, advertising, vehicle expenses, telephone, laundry, electricity, gas, water, rent, rates interest on loans, office supplies, cleaning and expenses.

Importantly, this material from the profit and loss accounts can be manipulated in order that management can make decisions based on accurate information as the relative financial contribution different departments in the hotel are making to its financial success.  

vi. What is petty cash? How is it recorded?

On occasions, it is more convenient to pay some items such as taxi fares, laundry and dry cleaning and other small items by cash from a separate petty cash float run by the cashier. 

The float would generally be reimbursed daily as it continues to decrease with every payment made.  The concept is if you start with say a daily balance of $500, at the end of the day, there should still be $500 however it will be made up of the remaining cash and vouchers accompanied with receipts to the value of $500.  

It is important for the control of the petty cash float that only authorized payments are made against receipts for any amount spent.   A further control would be that petty 
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cash payments are subject to an upper limit, that purchases cannot be split, and are only paid out after the voucher is counter signed by a member of the hotel’s management or authorized delegate.

Petty cash is accounted for in the hotel’s ledger and as an expense in the profit and loss report, unless and usually, it is used to buy an asset.

Vii  What is a balance sheet?

A balance sheet provides the ending balances in a company's asset, liability, and equity accounts as at the date of the report.  The information listed on the report must matches the formula of Total assets = Total liabilities + Equity.

The balance sheet is also known as the statement of financial position.  The most common use of the balance sheet is as the basis for ratio analysis to determine the liquidity of a business. Liquidity is essentially the ability to pay one's debts in a timely manner.  In Australia and I assume in most jurisdictions, it is an offence to trade whilst a business in insolvent and thus this is very important information for management to be aware of.

Generally a balance sheet includes some or all of the following items:

Assets                                                        Liabilities and Owners’ Equity

	Current Assets
	Current Liabilities

	
	

	Cash and cash equivalents 

	Trade and other payables

	Trade and other receivables
	Accrued expenses

	Investments
	Current tax liabilities

	Inventories
	Current portion of loans payable

	Assets held for sale
	Other financial liabilities

	:
	Liabilities held for sale

	
	

	Non-Current Assets
	Non-Current Liabilities:

	
	

	Property, plant, and equipment
	Loans payable

	Intangible assets
	Deferred tax liabilities

	Goodwill
	Other non-current liabilities

	Trade and other receivables
	

	Investments
	

	Inventories
	Equity:

	Assets held for sale
	

	
	Capital stock

	
	Additional paid-in capital

	
	Retained earnings

	
	Trade and other payables

	
	Accrued expenses

	
	Current tax liabilities



Within a balance sheet, the following item would be classified as current assets:

· Cash. This includes all liquid, short-term investments that are easily convertible into cash;
· Accounts receivable. This includes all trade receivables from say the city ledger, as well as all other types of receivables that should be collected within one year;
· Prepaid expenses. This includes any prepayment that is expected to be used within one year for insurance for example; and
· Inventory. This includes all stock of food and beverage items for example.

In general, any asset is classified as a current asset when there is a reasonable expectation that the asset will be consumed within the next year or within the operating cycle of the hotel.  All other assets are classified as non-current.

Within the balance sheet, the following should be classified as current liabilities:

· Payables. This is all trade payables related to the purchase of goods or services from suppliers;
· Accrued expenses. This is expenses incurred by the business, for which no supplier invoice has yet been received.  For example, beer stock from the brewery on 15 day credit terms;
· Short-term debt. This is loans for which payment is due within the next year.
· Unearned revenue. This is advance payments from guests say to confirm bookings that have not yet been earned by the hotel.

In general, a liability is classified as current when there is a reasonable expectation that the liability will come due within the next year or within the operating cycle of the hotel. All other liabilities are to be classified as non-current.

2. Discuss the different types of accounts that are dealt with at a hotel’s front desk.

By way of background, there are many financial transactions between a hotel and its guests and it is the front office personnel that carry out the management of these transactions through the hotel’s accounting system.  Upon registration of a guest, a folio is opened in the guest’s name to record all transactions essentially purchases he or she makes in the hotel.  Ideally, the guest folio should update in real time whenever the guest undertakes a transaction.  When the guest checks out of the hotel, the guest's folio is verified for any outstanding expenses and the final bill is presented to the guest for verification and settlement.
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The main objectives of the front office accounting system are to:

· handle the guest’s transactions in an easy and efficient way;
· identify revenues from different departments within the hotel;
· monitor the credit limit of the guest in accordance with the hotel’s credit policy;
· avoid the fraud by hotel staff; 
· maintain accurate data of guests’ transactions in the hotel;
· save time; and
· avoid losing revenue by not recovering it from guests prior to their departure.

There are broadly two types of accounts handled by the front desk; namely guest accounts and non-guest accounts.

A guest account is a detailed financial transaction record of events taking place between the hotel and the guest.  A hotel can also extend in-house limits to local people, councils and businesses for example, that is, non-guests. The front office will maintain non-guest accounts to keep track of such transactions. Additionally, non-guest accounts are established when guests fail to settle accounts at check-out time.

In relation to both types of accounts and to ensure proper accounting of all transactions in a hotel, the following documents are usually maintained: Folios; Vouchers; City Ledger; High Balance Report; and Guest Ledger.

Briefly, a Folio is a statement of all transactions affecting the balance of a single account.  On departure of a guest, the guest folio should have a $0 balance having been fully paid.  The correct way of maintaining folios starts with the correct posting, of all appropriate transactions on the correct folio. All folios have a unique serial number for internal control and storing purposes.  In the front office there are four common types of folios used:

· Guest folios: accounts assigned to individual persons or to guestrooms;
· Master Folios: accounts assigned to more than one person or guest room; usually reserved for guest groups;
· Non-Guest (or semi-permanent) folios: accounts assigned to non-guest businesses or agencies with hotel charge purchase privileges; and
· Employee Folios: accounts assigned to employees with charge purchase privileges.

Vouchers are documents that have the details of purchases made by a guest from any of the hotel’s outlets such as bars and restaurants. The voucher is the mechanism used to convey to the front desk the sale and they post the transaction in the guest’s folio.  Vouchers are usually signed by the guest and act as evidence of the purchase. There are many types of vouchers such as charge vouchers, correction vouchers, allowance vouchers, transfer vouchers and paid out vouchers.
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A Ledger is a record in which the accounts of both resident and non-resident guests are posted to and is a grouping of guest accounts. This ledger aids in preparing the Profit and Loss account and Balance Sheet of a hotel. The city ledger was discussed above in my answer at 1.iii.

The high balance report is made daily and contains all the guest accounts whose totals are near to or in excess of the credit limit of the hotel. Usually the night auditor and front desk personnel handle the high balance guest accounts. The night auditor will send a copy of the guest bill with a letter to the guest’s room requesting him or her to make a payment or to perhaps provide an alternative credit card to the front desk so that the hotel can continue to extend the credit to the guest.  In case if the guest fails to contact the reception, then the Lobby Manager might personally meet the guest to discuss settling the account. If the guest does not take appropriate action then the room of the guest could be double locked and his or her account frozen.  Hopefully this will facilitate a satisfactory and beneficial resolution for both parties.

The Guest Ledger is a type of ledger that has the accounts of all the guests residing in a hotel and was discussed fully in my answer to question 1.ii above. 

For completeness, the following are the records that are usually maintained by the front desk in terms of guest accounting:

· Daily Report; 
· Account Aging Report;
· Visitor’s Tabular Ledger; 
· High Balance Report;
· Vouchers; 
· Folios; 
· Ledgers; and
· Cash Receipts.

In summary, a guest account is a detailed financial transaction record for events between the hotel and the guest.  Non-guest accounts refer to those persons or entities which are not guests of the hotel but to whom credit facilities have been granted to or are those of former guests who have left the hotel and his or her account has not been fully settled.
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