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23 April 2019OPINION ARTICLE

Hospitality Financial
Leadership - Negative
Flow Thru
By David Lund, The Hotel Financial Coach

One of the most read articles I have

written is on the topic of �ow thru and

how to use it in your �nancial

statements. Understanding �ow thru is

not something that comes easily to most

people immediately, but once you look

at it and do the calculation it usually

clicks. Once it drops in place you have got it for good. To

take things one step further in this piece I am going to

discuss negative �ow thru. 

 

Negative �ow thru or retention is something that most

people in North America have not had to deal with very

much in the past decade. We have just crossed over a

massive stretch of growth in our industry that was marked

by 100 straight months of RevPAR growth. That's some

serious performance. With constant growth on revenues this

almost always means growth in pro�ts, not always, but let's
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say 95% of the time when revenues are up over the same

month or year-to-date to last year, GOP is up too. But what

happens when the tables are turned? What should happen

when revenues decrease compared to the same month last

year or YTD to last year? 

 

The basic and obvious answer to that question is nothing

good comes from a decrease in revenues in your hotel.

Many costs in your hotel are largely �xed. The biggest

variable expenses are payroll at around 50% of total

revenue according to a recent article by STR Trends, and it's

one area of the hotel that is not easily reduced. In many

hotels at the beginning of a period of declining occupancy

and/or rate, the negative �ow thru is very high. It's quite easy

for it to exceed negative 100%. If we don't react swiftly and if

we fail to take the necessary actions, we can easily spend

just as much on payroll and expenses before the decline

and this spells disaster for the bottom line.  

 

So how do we measure and calculate negative �ow? The

basic calculation is the same. What is the di�erence in this

month's or YTD revenues to last year and what's the

di�erence in GOP in the same period? Once we have this,

we need to divide the di�erence in GOP by the di�erence in

revenues. Like the example below.

In this example, we managed to "retain" just over 50% of the

lost revenues as the revenue and GOP go backward.

Another way to express this is we managed to save 50 cents

of every lost dollar in revenue. Depending on where we lost

the revenue, this will tell us how good a job we did.
WE USE COOKIES TO ENSURE YOU GET THE BEST EXPERIENCE

ON OUR WEBSITE
×

https://www.hospitalitynet.org/


4/27/2019 Hospitality Financial Leadership - Negative Flow Thru | By David Lund – Hospitality Net

https://www.hospitalitynet.org/opinion/4092993.html 3/7

In order to see where we lost the revenue, we need to do a

bit of analysis. The screenshot below is from my enhanced

�ow thru cheat sheet.

You can see from the cheat sheet where "things" (revenues

and pro�ts) went.

1. We can see the variance in room revenue and pro�t.

When looking at the variance we need to add context to

the di�erence. Where did the lost revenue go? In other

words, how much went to lost rate and how much of

the room revenue reduction can be attributed to a

decline in occupied rooms. The penny dropping here is

you seeing the makeup of the revenue. It's either and

always rate or occupancy. A negative result of a

decrease in rate has the strongest impact on pro�t

because we have little we can save when it happens.

Fewer occupied rooms are the area where we can have

and should see savings. Less labor, fewer amenities,

lower commission, reservation expenses, and laundry

costs to name a few.

2. The same volume and pricing relationship exists in

Food. What happened with the average customer cover
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and the number of covers? The other attribute to

consider is beverage revenue. It's di�erent than the

food because there is no volume number to analyze the

total revenue from one period to the other. Just the

straight drop in revenue. In either case, a drop in F&B

revenues is much easier to capture negative �ow

because we have a cost of sales (20/30% typically) and a

much higher payroll cost. Negative �ow in F&B is often

the saving grace when revenues in your hotel go

backward.

3. Minor operating departments and store rents both

make up part of the overall �ow thru analysis.

Depending upon the nature of your MOD's you should

be able to reel in savings when revenues drop. Cost of

sales and payroll savings are possible and need to be

closely scrutinized.

4. Non-operating departments, aka overheads, need to do

their part. One of the worst results possible is we take a

killing in rooms and F&B all the while we're spending

more in administration, sales and maintenance costs.

Every e�ort needs to be taken to throw the brakes on all

areas of the operation. The very notion that we can

spend our way out of the economic situation is a slim

bet at best.

5. Lastly, we need to be completely and unequivocally

focused on the biggest part of the pro�t equation when

revenues are on the decline - payroll. When revenues

are growing, we tend to add a little here and there. You

know everyone is so busy… but when the tide turns all

bets are o� and measuring and being focused on the

payroll is the biggest challenge you have and it's the

area that will provide the biggest relief. Use the tools

you have to measure and keep productivity targets in

line. Use your EFTE stats to add color to an otherwise

black and white picture. See my other articles on

creating and using your own productivity tools.

http://hotel�nancialcoach.com/hospitality-�nancial-
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leadership-creating-and-using-your-own-labor-

productivity-tools/

Here are some targets that are a reasonable measure to

strive for during a period of revenues reduction in your

hotel.

1. Rooms pro�t from a drop in rate - 85% retention

2. Rooms pro�t from a drop in occupancy - 85% retention

3. Food & Beverage pro�t from a drop in covers - 60%

retention

4. Food & Beverage pro�t from a drop in the average

cover - 30% retention

5. Food & Beverage pro�t from a drop in beverage sales -

50% retention

6. MOD pro�ts from a drop in MOD sales - analyze the

makeup of the mix of last revenues and where it comes

from; golf, spa and internet all behave very di�erently

7. Nod's - for every dollar lost on the top �nd 10% savings

in your Nod's. Using the above example, we need to �nd

$45,000. You're o� to a good start because credit card

commissions should help as well as any fees driven on

revenue.

8. Last and always your biggest card to pay is payroll. Look

to save 30% of lost revenues in reduced payroll. In this

case, you need to �nd $130K in savings.

9. Overall look to save or retain at least 50% of last

revenues.

To wrap things up - here are some saving ideas that might

help. Nothing is ever applicable to everything, but a good list

is always nice to have.

1. Don't wait for the sky to fall; do a sta�ng and expense

review today. After 10 years of growth, there is fat to be

trimmed everywhere. Get a fresh set of eyes to help you

see the opportunities.

2. Review all your contracts. If you're not in the habit of

canceling them and renegotiating annually make this
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your standard; keep your vendors on their toes.

3. Consider a hiring freeze today. Look to cross train

managers and line positions. One of the challenges we

face is the departmentalization that keeps us from

being more e�cient. Be creative and innovate.

4. Make sure all operating departments have approved

sta�ng guides and they utilize productivity standards in

their weekly scheduling.

5. Review all guest-facing expenses like amenities and

gifts. Don't be wasteful. The hotel business is a game of

inches. 50,000 rooms sold x $.25 is where it's at.

6. Make sure each department manager knows what's in

their expenses and that they have a plan each month.

Here is the recipe. http://hotel�nancialcoach.com/f-tar-

w-the-secret-recipe-for-creating-�nancial-leadership-in-

your-hotel/

7. Ask for help. Strength is not thinking you have all the

answers, it's the opposite. Asking for help to review your

operations is exactly what the smart managers are

going to do.

8. Last - remember every little bit counts, positive or

negative and it's all about what you're focusing on.

http://hotel�nancialcoach.com/1million/

To wrap this one up, remember three
things.

1. Downturns are just part of the job. It's been a long time

coming but it's nothing personal and in the long run,

you're going to be better because of it.

2. You cannot save your way to prosperity, but you can

always �nd more. Just know to never stop looking.

3. Most important - have a team that is behind you during

these challenging times. Treat them with the respect

they need to carry out the challenging work of managing
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