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Financial objectives – Getting the sums right
Tourism businesses can set a range of financial objectives over a period of time which may relate to:
· Revenue – the amount of income received
· The total value of sales of products and services
· The costs of operating the business
· The profit or loss made by the business
· The wages and salaries paid to employees of the business
· Loans and other forms of finance to operate the business
Tourism businesses may set a range of financial targets depending on their scale and other factors.
Study the scenarios below.
Scenario 1
Asif runs Avon Lodge, a small hotel, as a sole trader.  In 2017 his total sales revenue (from people staying and eating in the hotel) was £400,000.  Asif has set himself an objective of increasing his revenue by 20% in 2018.


Activity 1

1. [bookmark: _GoBack]Calculate what Asif’s target revenue is for 2018.   

1.  Set out below is a table of revenue figures for Avon Lodge, in thousands of pounds up to the end of September 2018.

	Month
	Revenue

	January
	£24

	February
	£28

	March
	£34

	April
	£20

	May
	£42

	June
	£48

	July
	£40

	August
	£44

	September
	£40

	October
	

	November
	

	December
	

	Year
	



1. Put the figure you calculated for Asif’s revenue objective in the last box in the table.  

1. Calculate the total revenue for Asif’s hotel for 2018 up till the end of September.  

1. Do you think that Asif is likely to achieve his objective of increasing his revenue by 20%?  Yes or no?

1. Do you think that Asif is likely to match his revenue for 2017?  Yes or no?

1. Study the pattern of revenue for the nine months of the year up until the end of September. Think about what the revenue is likely to be for each of the last three months of the year to complete the table.

1. Calculate what is your suggested total revenue for the year by adding your suggested revenues for the last three months of the year to the totals already achieved.  

1. From looking at the pattern of monthly revenue figures, can you suggest why Asif is unlikely to meet his objective.
Scenario 2
Cuppa Coffee operates a chain of 240 small coffee shops throughout the UK.  On average, each shop employs 8 people and the average salary is £9,000 per year.



Activity 2
1. Calculate the average salary costs for each of Cuppa Coffee’s shops.  

1. Calculate the total salary cost of operating the 240 shops. 
 
1. The table below consists of financial objectives which may be set by Cuppa Coffee.  Calculate the answer to the question then click on the right-hand column to see if your answer is correct or wrong.

	Financial objective
	Your calculation
	Answer

	Cuppa Coffee sets an objective of giving all of its staff a 2% pay rise.  What would the average salary be with a 2% increase? 
	
	

	In addition to the 2% pay rise, Cuppa Coffee decides to offer a bonus scheme to its staff.  Each member of staff can earn an extra 10% (in addition to the 2% pay rise).  What will be the maximum amount any employee can earn?
	
	

	Cuppa Coffee decides to set a financial objective of reducing salary costs by employing one less person in each shop and not offering a pay rise.  What would the salary cost in each shop be?
	
	

	How much would Cuppa Coffee save if a financial objective of not offering a pay rise and employing one less staff member in each of its shops?  
	
	

	Cuppa Coffee decides not to offer a pay rise or bonus scheme, but instead decides to set a financial objective of saving £2,000,000 on its total salary bill.  Calculate how many shops will need to close to save this amount of money.
	
	


Scenario 3
Mike and Jemma Matthews run Eclipse Travel as a partnership.  They have no employees.  They cannot compete with major travel agents and online tour operators so the agency focuses on supplying one-off or bespoke packages to groups and businesses.  The agency earns money by charging a commission.  
Example:  
A company wants to send 6 employees to a conference for three days.
Cost of flights – £560 x 6 = £3360   Cost of accommodation – £425 x 6 = £2550
Transfers and additional costs – £85 x 6 = £510
Total costs = £6420
Plus 10% commission = £7062 charged to the company.
Mike and Jemma have calculated that the average package they sell is for £1,000.  This means that the average commission they earn is £100 on every package.
In 2017 total sales were £600,000, giving a total income of £60,000.   
Costs of rent on the shop, marketing, electricity, rates, etc. were £35,000.  
This left Mike and Jemma with a joint income of £25,000 and they struggled to pay their household bills.  They have considered a range of financial objectives which might make the business more profitable.  These are:
1. Increase income to £80,000 by charging a higher commission.
2. Reduce costs to £25,000 by not opening two days of the week.
3. Borrow £10,000 from a bank to develop a better website and repay the loan through increased sales.
Activity 3
Explain the advantages and disadvantages of each of the three financial objectives being considered by Mike and Jemma.
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