Hotel ABC

Internal, Operations & Statutory Audit Approach for Hotels / Restaurants
This audit program is intended for use in the operations and statutory audit of a hotel. It can be used for audit of hotels with annual turnover in the range of 1 to 10 crores.
Hotel business is characterized by:

· Uneven sales pattern; normally weekend sales will be higher than those on weekdays.
· Cost of input items like groceries and vegetables varies considerably on frequent basis.
· Non-predictability of daily business resulting in food wastages.
· There is high attrition rate for employees (waiters).

· Large number and value of transactions in cash.
These necessitate different audit approach to be adopted by auditors.
· Control over cash transactions and system implemented to ensure all customers are billed needs to be evaluated in detail.
· Monitoring mechanism over purchase of input material items, daily consumption and wastage needs to be analyzed.
· It is advisable to analyze movement in gross margin on monthly or even fortnightly basis.
For any hotel a strict control and continuous monitoring by the management over input material costs and daily wastages is required to maintain high gross margin. A gross margin report should be prepared weekly / fortnightly / monthly basis, based on volume of operations. Following format is suggested as an example for the report. Analyzing this repot will provide important areas of focus during audit.
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Few key points for consideration in analysis:
· Check how the gross margin has varied in the audit period
· Which input material items are showing consistent percentage against net sales

· Which input material items have higher percent variation i.e. high delta
· Closing stock is maintained at consistent level during all months

Ratio Analysis

Ratio analysis is an important analytical tool for reviewing financial data for any company. This ratio analysis technique holds more relevance in hotel industry due to its peculiar business model.

As such following key ratios need to be analyzed to evaluate financial results of hotel operations over a period.

1. Gross margin to sales

Gross margin = Sales – Direct Expenses

2. Consumption to sales

Consumption = Opening stock + Purchases + Direct expenses – closing stock of groceries

Consumption will focus only on the usage of groceries as part of hotel’s daily food serving cost. Direct expenses will include salaries of employees in kitchen department.
3. Net margin to sales

Net margin = Sales – (Direct + Indirect Expenses)

4. Sales value per employee
5. Percentage of daily wastage to sales value
6. Direct expenses to Indirect expenses ratio
7. Indirect expenses to sales

1.
Questionnaire for analysis of process of daily sales & collections and audit steps
	Sr. No.
	Question
	Response

	1.
	Which payment options are provided to the customers by hotel?

Normally sales will be realized in cash, credit / debit card payment or Sodexho passes.
	

	2.
	Does hotel prepares Daily Sales Statement showing sales bifurcated into above payment options?
A sample format of the same is attached below:


[image: image2.emf]Daily Sales  Report.xls


.
	

	3.
	Based on daily sales statement or entries in books prepare sales graph. 

For monthly audit, it is suggested to prepare daily sales amounts graph, for quarterly it can be weekly amounts and for the year it may be monthly. Graph will indicate movement in sales and also the average sales achieved during the period.
	

	4.
	Whether Daily Cash Reconciliation Statement showing opening balance, day’s cash collection, bank deposits, other payments and final closing balance is prepared?
	

	5.
	What is the minimum fixed cash balance maintained with cashier at all time?
	

	6.
	Whether minimum and maximum cash balance to be maintained at any time is specified by the management?
	

	7.
	Who is responsible for verifying physical cash balance and tallying it with cash reconciliation statement at the close of hotel?
	

	8.
	Whether physical cash verification is done at every cashier shift change?
	

	9.
	How the small differences in cash (excess / short) are accounted for?
	

	10.
	Document process description in brief from taking down order till collection of invoice.
	

	11.
	Which software is used to generate invoices?
	

	12.
	Who is responsible for entering new menu item or updating price of existing menu items in invoice system?
	

	13.
	Who is responsible for determining price of individual item in menu card?
	

	14.
	How often menu item prices are revised?
	

	15.
	What is the invoice series?
	

	16.
	Does adjustment to invoice is recorded on same copy manually or whether the incorrect invoice is cancelled and fresh invoice is raised?
	

	17.
	If the existing incorrect invoice is corrected manually, how invoice in the system is updated?
	

	18.
	Whether manual invoices are allowed under certain cases? If yes what is the control over such invoice books?
	

	19.
	Who is authorized to allow discount to customers and what is the limit set?
	

	20.
	How many carbon copies are made in waiter’s order book and how it is distributed?

Normally it should be at least in triplicate; one for kitchen, one to cashier for preparing invoice and one to be retained in the order book.
	

	21.
	What is the check procedure to ensure all menu items served to customer through multiple order slips are billed?
	

	22.
	Does any random checking of waiter order slip and actual invoice is done?
	

	23.
	Whether invoicing software can record customer payment option also? 

It may not be known at the time of raising invoice whether customer will pay through cash or card.  However facility to record mode of payment after payment is received will help in reconciliation of daily sales at close of business.
	

	24.
	Which reports can be extracted from the invoicing software?

For analysis and better control, menu item wise sales report showing quantity and sales value will be most useful.

Other reports can be day wise or month wise sales, item master list etc.
	

	25.
	Who is responsible for extracting the daily card collections report from card swiping machine?
	

	26.
	Which is the card collection bank has been tied up by the hotel?
	

	27.
	What is the percentage of fee charged by bank?
	

	28.
	What is the general time lag between date of card sales and actual credit in bank account?
	

	30.
	Who is responsible for regularly checking card sales effected and its actual credit in bank?
	

	31.
	What is the action taken if bank has not given credit within normal time for card sales?
	

	32.
	There are how many instances of delayed credit by bank?
	

	33.
	Ensure that for card sales, gross amount is booked as sales and bank commission / fee (based on value of invoice) is debited to the card collection charges account.
	

	34.
	Normally hotel should debit bank card collection account on the day sales are effected and credit sales account.

When bank credit the account, bank account is debited with actual amount, bank commission / fees account is debited and bank card collection account is credited.
	

	35.
	Who maintains Sodexho passes received from customers?
	

	36.
	What is the duration for realizing passes against cash and what is percentage of commission charged?
	

	37.
	Whether day’s cash collection is entirely deposited into the bank account?
Ensure that the cash collected in a day is deposited into the bank account at regular interval and large cash balance is not maintained frequently. Verify deposit slips and bank statement entry for cash deposit.
	

	38.
	Who is responsible for cash deposit in bank account?
	

	39.
	Whether any expenses are allowed from day’s cash collection?
	

	40.
	Whether cash insurance has been taken? If yes, what is the cash insurance value?
	

	41.
	Whether hotel sales attract VAT?
	

	42.
	Whether hotel has applied for composition scheme?
	

	43.
	If composition scheme is not applied, whether VAT credit from procurement is available and availed?
	

	44.
	VAT is charged at appropriate percentage in every invoice and VAT liability is recorded in books on daily basis?
	

	45.
	What is the basis for accounts department to record daily sales?
	

	46.
	Check daily sales entries passed in the books of accounts.
	

	47.
	Ensure that VAT liability is showing correct amount. Total liability to net sales percentage should match the applicable percentage applicable to hotel.
	

	48.
	On sample basis check whether actual credit for card sales is received in the bank account within specified days.
	

	49.
	Ensure that the bank credit matches with the day’s card sales less fixed percentage of bank fee.
	

	50.
	On sample basis vouch daily invoices and match total of invoices with daily sales statement and sales booking.
	

	51.
	Based on invoice sample, vouch invoices and corresponding waiter order notes to ensure that proper amount for menu order served to customers is charged to them.
	

	52.
	Where billing software is used, verify that latest approved prices for all menu card items are available in the invoice generation system and there is no manual intervention for pricing in invoicing system.
	

	
	
	


2.
Analysis of daily consumption / cost of menu items
	Sr. No.
	Question
	Response

	1.
	Which document is prepared for issues to be made to kitchen?
	

	2.
	Who is responsible for maintaining inventory?
	

	3.
	How the rate of issues is derived? (Method: FIFO, Average cost)
	

	4.
	What is the periodicity of verifying stock of input items by stores?
	

	5.
	Whether cost of individual menu item per dish served has been worked out?
	

	6.
	Whether quantitative details are also available in cost working?
E.g. Number of rice plates from 1 Kg. of rice.
	

	7.
	How often this cost is evaluated considering frequent changes in input groceries?
	

	8.
	What is the expected gross margin percentage fixed for various menu items?
	

	9.
	How the issues are monitored against actual requirements from kitchen?
	

	10.
	Whether Daily wastage report is prepared by kitchen manager on daily basis; showing excess quantity of food, reasons for the same and expected sales value for such quantity.
	

	11.
	Calculate wastage cost as a percent to daily consumption cost and to sales amount.
	

	12.
	Whether daily quantity requirement of major input items (major in terms of both quantity and value) have been worked out based on past month’s data?
	

	13.
	Prepare Consumption statement for daily issues for selected number of days. (quantity issued multiplied by weighted average rate)
Compare the consumption cost with particular day’s sales.
	

	
	
	


3.
Questionnaire for analysis of process of material purchases & vendor payments
	Sr. No.
	Question
	Response

	1.
	Whether Purchase order (PO) is raised for all grocery and other input material purchases?
	

	2.
	Who is preparing the PO and who is approving the same?
	

	3.
	Whether invoicing system also provides PO and other features? 
	

	4.
	Whether stores department has defined any minimum quantity for all types of input materials?
	

	5.
	How purchases are controlled considering that many items are perishable in nature?
	

	6.
	Whether purchase quantity or periodicity of purchase for few grocery items is fixed?
	

	7.
	Who takes delivery of groceries and who verifies it against PO?
	

	8.
	Which document is prepared at the time of receiving of groceries?
	

	9.
	Whether person receiving checks quantity as well as rate against PO?
	

	10.
	Whether any discount scheme is arranged with the suppliers based on volume of purchases?
	

	11.
	How the record of inventory of items as balance on hand, receipts, issues and closing balance as also price information is maintained? Is it excel based or any software is used?
	

	12.
	Whether all purchases attract VAT? What are the VAT percentages applicable in grocery purchases?
	

	13.
	Are there fixed vendors for individual items? What is the normal credit period available?
	

	14.
	Whether credit period is available from vendors?
	

	15.
	What is general time lag between receipt of groceries and invoice booking by accounts?
	

	16.
	Whether accounts department verifies PO and vendor invoice for quantity and rate?
	

	17.
	What is the amount fixed for stores petty cash balance towards cash purchases?
	

	18.
	Whether accounts department directly delivers cheque to vendor or hands it to stores after issuing?
	

	19.
	Check the entries for booking of supplier invoices in the books on accounts. Ensure correct account head has been used consistently.
	

	20.
	On sample basis check PO, GRN, invoice booking by accounts and final payments.
	

	21.
	Identify major items of grocery. Check purchase order periodicity, quantity of purchase at one time and price over a period of 3 months.
	

	22.
	Check if the vendors are being changed frequently for the above items of grocery. If so check whether there is major price deviation between these vendors.
	

	23.
	Check if the vendor invoices are getting booked within reasonable time from receipt date of grocery items.
	

	24.
	Where VAT credit is available, ensure that VAT on purchases is booked properly under ‘VAT receivable’ account.  Verify the set off entries for the same as per VAT returm.
	

	25.
	Ensure that payment to vendors is made on payment due date (according to the credit period available)
	

	26.
	Trace the cheques issued to vendors in the bank statement.
	

	
	
	


Other routine audit procedures:

Steps for analysis and verification of other expenses and related payments
1. Scrutinize other indirect expenses from trial balance 
2. Ensure that correct expense account head is debited.

3. Check applicability of TDS. Normally TDS sections applicable will be towards Advertising, Contract, Rent and Salary.
4. Ensure that TDS is deducted at appropriate rate – (Tax + Surcharge + PE Cess + SE Cess)
5. Verify the payment for such expenses. Check that most of the expenses are paid through bank payment.
6. For salary TDS, obtain pay structure details. Obtain investment declaration / proofs. Review the working of salary TDS and ensure that per month deduction is correct.

7. Ensure tax deducted is paid to the credit of government within the due date. Verify the challan details and payment entry from bank statement.

Steps for analysis and verification of set off and payment of VAT
1. Check VAT charged to customers through hotel invoices is booked as liability.
2. VAT on hotel sales is paid to government within due date.
3. Verify challan and payment entry from bank statement.
4. Verify the VAT return and check the working of set off when it is applicable.
Regular checks and balances
1. Obtain and verify monthly bank reconciliation statements.
2. Obtain account statements from major suppliers. Criteria for number of suppliers to be based on volume of transactions and value.
3. As all the sales are against cash, large amount of debtors are not expected. Only card sales amount from bank is to be received for last 2-3 working days of month / year.
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		Statement showing gross margin per month												Values are illustrative!

														Add rows for direct expenses as per requirement

		Particulars		Year to		Percent				Monthly break up

				date						Apr-08		May-08		Jun-08		Jul-08		Aug-08		Sep-08		Oct-08		Nov-08		Dec-08		Jan-09		Feb-09		Mar-09

		Income

		Cash Sales		8,388,776		--				585,009		998,030		861,477		591,598		698,956		603,384		618,013		614,313		873,728		781,570		544,687		618,013

		Card Sales		1,726,157		--				148,335		-		19,218		116,235		96,819		85,829		136,398		115,835		380,662		281,045		209,385		136,398

		Sodexo Passes		46,201		--				-		-		-		-		-		-		-		-		22,445		13,270		10,486		-

		Gross sales		10,161,133		108.00%				733,344		998,030		880,695		707,833		795,775		689,213		754,410		730,148		1,276,835		1,075,885		764,558		754,410

		Less: VAT @ 8%		752,676		8.00%				54,322		73,928		65,237		52,432		58,946		51,053		55,882		54,085		94,580		79,695		56,634		55,882

		Net Sales		9,408,457		100.00%				679,022		924,102		815,458		655,400		736,828		638,160		698,528		676,063		1,182,254		996,190		707,924		698,528

		Direct Expenses

		Bread and Bakery Exps.		35,131		0.37%				236		2,514		3,968		2,896		3,932		3,223		2,069		3,237		3,321		3,241		2,562		3,932

		Chicken Expenses		69,396		0.74%				-		-		-		-		-		-		-		2,067		30,764		20,667		15,898		-

		Colddrinks Expenses		47,703		0.51%				2,343		3,500		5,762		4,920		2,435		3,100		3,177		2,170		5,240		6,182		6,439		2,435

		Dairy Expenses		264,718		2.81%				17,293		37,192		25,277		19,872		23,661		19,820		13,129		20,868		26,340		20,846		16,758		23,661

		Egg Expenses		1,465		0.02%				-		-		-		-		-		-		-		-		318		613		533		-

		Fish Expenses		162,067		1.72%				-		-		-		-		-		-		-		3,992		73,917		54,424		29,733		-

		Fuel Expenses		57,040		0.61%				3,938		5,334		2,376		5,700		5,418		6,178		3,089		4,324		5,251		5,560		4,453		5,418

		Gas Expenses		782,664		8.32%				43,040		69,297		63,525		55,295		85,415		68,656		45,808		70,670		86,063		58,578		50,902		85,415

		Grossary Expenses		2,072,062		22.02%				55,632		166,365		142,290		140,024		159,642		162,722		144,829		143,468		277,080		318,572		233,154		128,284

		Ice Cream Expenses		59,599		0.63%				3,456		8,235		5,974		2,667		5,592		5,708		3,789		5,672		5,844		2,440		4,629		5,592

		IceCube Expenses		4,772		0.05%				344		830		505		162		267		444		200		258		536		520		439		267

		Milk Expenses		245,820		2.61%				14,720		19,680		17,480		16,000		18,609		18,400		29,689		18,578		25,811		25,933		22,311		18,609

		Mutton Expenses		107,238		1.14%				-		-		-		-		-		-		-		2,312		42,942		39,099		22,885		-

		Direct Salary Exps.		1,314,435		13.97%				91,806		105,489		104,553		96,922		97,676		99,788		105,302		98,345		124,311		143,128		149,440		97,676

		Vegetable Expenses		883,679		9.39%				46,230		102,962		66,362		50,752		77,045		65,532		54,538		75,425		112,747		87,315		67,724		77,045

		Water Expenses		120,457		1.28%				6,722		10,218		10,218		8,044		9,182		12,698		9,357		11,293		14,324		8,876		10,342		9,182

		Total		6,228,246		66.20%				285,761		531,616		448,291		403,255		488,874		466,268		414,977		462,679		834,810		795,996		638,203		457,515

		Inventory

		Add opening Stock		175,000		--				175,000		164,000		189,000		150,000		140,000		170,000		240,000		175,000		145,000		186,000		190,000		360,000

		Less Closing Stock		360,000		--				164,000		189,000		150,000		140,000		170,000		240,000		175,000		145,000		186,000		190,000		360,000		250,000

		Consumption / COGS		6,043,246						296,761		506,616		487,291		413,255		458,874		396,268		479,977		492,679		793,810		791,996		468,203		567,515

		Gross Margin		3,365,210		35.77%				382,261		417,485		328,167		242,146		277,955		241,891		218,551		183,383		388,444		204,194		239,721		131,012

		Gross Margin to Income		35.77%						56.30%		45.18%		40.24%		36.95%		37.72%		37.90%		31.29%		27.13%		32.86%		20.50%		33.86%		18.76%

		Increase / (Decrease)								--		(11.12%)		(4.93%)		(3.30%)		0.78%		0.18%		(6.62%)		(4.16%)		5.73%		(12.36%)		13.36%		(15.11%)

		Moving Average								56.30%		49.89%		46.64%		44.57%		43.25%		42.48%		40.96%		39.35%		38.26%		36.05%		35.87%		34.60%

		Decrease								--		(6.41%)		(3.25%)		(2.07%)		(1.32%)		(0.77%)		(1.52%)		(1.61%)		(1.10%)		(2.21%)		(0.18%)		(1.27%)

		Notes:

		1. Percent column indicates percent of respective item to net sales

		2. Amounts have been re-grouped into appropriate months where ever required. As such balances in this statement may not match with monthly balances in the books.

		3. Moving average percentage is calculated as total gross margin earned till respective month against the total net sales effected till that month.

		For example moving average for Jun-08 = (Gross earnings for Apr + May + Jun) / (Net sales for Apr + May + Jun) *100

		4. Month on month change in individual input items can be chacked by inserting percentage of expense to that month's net sales.
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		Bifurcated sales statement for the month of January 09

		Date		Floor wise sales										Gross Sales												VAT on sales												Basic Sales												Check				Card Commission						Bank credit						Remarks

				Ground		First		Second		Total				Cash		HDFC		HSBC		Sodexo		Total				Cash		HDFC		HSBC		Sodexo		Total				Cash		HDFC		HSBC		Sodexo		Total								HDFC		HSBC				HDFC		HSBC

		01-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		02-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		03-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		04-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		05-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		06-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		07-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		08-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		09-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		10-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		11-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		12-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		13-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		14-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		15-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		16-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		17-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		18-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		19-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		20-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		21-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		22-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		23-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		24-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		25-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		26-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		27-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		28-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		29-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		30-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		31-01-2009		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0

		Total		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-		-		-		-		-				-				- 0		- 0				- 0		- 0
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