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ix

Managerial Accounting for the Hospitality Industry is a book that we the authors were 
 particularly excited and privileged to develop and to now revise for this new edition. We 
view it as an essential book not merely because the topic of managerial accounting is so 
important, but more critically because the success of hospitality students themselves is 
so important.

In addition to their “people skills,” all hospitality professionals must possess “numbers 
skills.” Hospitality is a business, and it has been said that accounting is the language of 
business. A clear understanding of that language simply must be acquired by all who wish 
to achieve their business’s financial and profit objectives. It is the goal of this book to 
provide each reader with that crucial understanding.

Together we have over 60 years experience teaching students who wish to make a 
professional career in the field of hospitality. During those years, at many institutions 
and at a variety of instructional levels, we have consistently found that the students we 
teach have had difficulty understanding and applying accounting concepts in general 
and managerial accounting concepts specifically. For many students, accounting – the 
language of business – was perceived as a foreign language and one that they did not easily 
grasp. Our personal experience, however, as well as our admiration for the abilities of 
our students, convinced us that the root cause of this situation rests more with the lack 
of appropriate instructional tools and techniques available to the instructors teaching 
these students than with the interest or capability of the students themselves.

Alternative managerial accounting texts present accounting as if their hospitality read-
ers wish to be accountants. Most simply do not. We recognize, significantly, that readers 
first, and foremost, desire to be hospitality managers. As such, they will legitimately want to 
know precisely how the accounting skills they will acquire by reading this book can help 
them better do their jobs. Through a myriad of practical hospitality examples such as this 
that clearly illustrate accounting concepts, this text shows managers exactly how to use 
accounting information to achieve their professional and personal goals.

New in the Second Edition

The first edition Managerial Accounting for the Hospitality Industry met with great success, and 
we are convinced this revised second edition is even better, in part due to the addition of 
these exciting new features:

NEW! Updated financial statements that incorporate changes in the Uniform System of 
Accounts for Restaurants (USAR) and the Uniform System of Accounts for the 
Lodging Industry (USALI). All financial statements in this revised version of the text 
have been reformatted to conform to the recommendations presented in the newly 
released 8th edition of the USAR and the 11th edition of the USALI.

NEW! Here’s How It’s Done “Here’s How It’s Done” is a new feature used to assist 
students in areas where math concepts may be challenging. Simple step‐by‐step 
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instructions on how frequently used calculations are made help readers see exactly 
how to apply mathematical procedures to areas of importance.

NEW! Consider the Cost Case Studies These new, real‐life scenarios, added to each 
chapter, allow readers to directly apply the concepts presented in the text to realistic 
challenges they will likely encounter as managers. Instructors can incorporate this 
new feature as in‐class discussions or as take‐home assignments.

NEW! Managerial Accounting Around the World The hospitality industry is increasingly 
globalized. This unique feature, presented in each chapter, illustrates the importance 
of understanding managerial accounting from a global perspective.

Special Areas of Emphasis in the Second Edition Our combined years of teach-
ing hospitality management at the undergraduate, graduate, and continuing professional 
education levels have helped enormously to shape this textbook’s original content and this 
revision. Specifically, the following became special areas of emphasis as we developed this 
new edition:

Simplification of Presentation The readers of our text have always been our primary 
focus, and we are delighted to find that, again and again, creative graphics and 
clearly written narrative help to enhance the book’s reader‐friendliness and, as a 
result, present complex ideas in easily understandable ways. We took special care in 
this edition to review each paragraph and sentence to ensure the content they  
contain was presented in the clearest possible manner.

“Test Your Skills” Expansion User feedback indicates that the end‐of‐chapter “Test Your 
Skills” feature is extremely popular. This feature is often used for in‐class assignments, 
class discussions, and homework assignments. As a result of this great interest, the 
number of Test Your Skills items presented in this edition has been doubled from the 
number included in the first edition.

To the Student

Learning managerial accounting by reading this book will be fun. That’s a promise from 
us to you. It is an easy promise to keep because working in the hospitality industry is fun. 
And it is challenging. Learning managerial accounting (accounting used by managers) 
will be exactly the same: fun and challenging. In this book, you will see how hospitality 
managers actually evaluate and apply accounting information.

If you work hard and do your best, you will find you do have the ability to master all of 
the information in this text. When you do, you will have gained an invaluable management 
tool that will enhance your company’s performance and, by doing so, advance your own 
hospitality career.

To the Instructor

Students who begin to learn managerial accounting, like those students seeking to acquire 
any new language, will encounter a new vocabulary, unique ways of thinking, and even new 
ways of applying what they have learned. In many ways, learning accounting, the language 
of business, is exactly like learning a foreign language.

As any adult who has tried knows well, learning a new language can be hard and the 
difficulty inherent in learning to speak it well is often underestimated by those who are 
already fluent in the language. The result, when applied to managerial accounting, is that 
knowledgeable and well‐intentioned teachers find too many of their students struggle, are 
left behind, and do not ultimately become fluent in the language.
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It was our goal to apply to managerial accounting the best foreign language instructional 
practices we could identify. As hospitality/culinary professionals, we were quite pleased to 
find that there are five clearly identifiable (and constant) ingredients in the standardized 
recipe for extremely successful foreign language instruction. The application of these same 
learning principles, so effective in teaching students other new languages, helps solve the 
real instructional dilemma faced by managerial accounting teachers and students in so 
many hospitality programs. The five key ingredients identified and enthusiastically incorpo-
rated in the development of this text are as follows:

1. An Early Start: Countries whose students are highly multilingual begin widespread 
or compulsory education in foreign languages by age 8. Applying this principle, we 
sought to develop an accounting text that could be used by students as they first 
enter their hospitality programs. Freshman in four‐year programs, first year com-
munity college students, entry‐level culinary arts students, and all those with little to 
no previous background in accounting will find the book immediately applicable 
and easy to understand. This is so because, uniquely, the book does not rely on any 
prerequisite accounting courses to fulfill its educational purpose.

2. Significant Student Interest: Some hospitality students see themselves more as people 
persons than numbers persons. That’s O.K. But learning accounting can be just as 
fun and exciting for people persons as it is for numbers persons. All hospitality stu-
dents, we believe, are keen to learn about their industry. This book harnesses that 
student interest by constant reference to how the accounting information they are 
learning applies directly to the fascinating field of hospitality management and the 
student’s own future success.

3. A Well‐Articulated Conceptual Framework: In the design of any successful instruc-
tional program, there are two key questions that must be painstakingly addressed. 
Simply put, these are:
• What must be taught?
• In what order shall it be taught

We were privileged to have the opportunity to access the best teaching practices 
and experiences of outstanding hospitality practitioners and educators nationally 
as we carefully constructed the book’s content and order of information. 
Experienced managerial accounting instructors will find all of the core topics they 
teach have been incorporated and in a manner they will find greatly aids their 
students’ comprehension and retention.

4. Ample Practice Time: Language instructors know that one of the best ways for their 
students to become fluent is to “practice” – A lot! In recognition of this fact, an 
extensive number of practice problems and illustrations were developed for this 
text. Thus, a great number of financial formulas and statements are presented in the 
text, precisely at the point where they are most meaningful.

This text goes further however. In many cases, an accounting problem is of a 
conceptual or theoretical nature. Instructors who assign these type questions will 
find they require students to critically apply accounting concepts they have 
learned, as well as their own values and beliefs, to solve important  business  
problems.

5. Effective Assessment Tools: The best educational programs carefully and accu-
rately measure student progress. The importance of student assessment goes far 
beyond the simple assignment of a grade at semester’s end. Identification of areas 
in which students may need further instruction, ease of administration, and exam 
quality were all factors meticulously incorporated into the extensive assessment 
tools developed for this book. The importance, to students as well as instructors, of 
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measurement and evaluation examinations, quizzes, and other tools that are  
perceived as both fair and error free is critical and what we strove for during the 
writing of this book.

It is our belief that the careful and consistent application of these five successful teach-
ing techniques, combined with accurate and up‐to‐date managerial accounting informa-
tion, unite to make this new version unsurpassed for making students of all abilities fluent 
in the fascinating and fun‐to‐learn language known as Managerial Accounting for the 
Hospitality Industry.

Text Content

This is a book about the theory and practice of managerial accounting techniques in the 
hospitality industry. In the usual introduction to an applied accounting text such as this, 
the authors will proudly say something along the lines of “this book is not based upon a bunch 
of ivory tower theories,” implying, of course, that the use of theory in teaching is somehow 
suspect. Typically, they then go on to describe their own book in terms such as “practical, 
real‐world, down‐to‐earth, and/or realistic.” We have found that it is a good idea to be 
suspect when such qualifiers are used. The famed management consultant Dr. W Edwards 
Deming was fond of saying: “No Theory, No Learning.” He was correct.

Deming knew well that the purpose of well‐developed theories is to explain, predict, or 
advise. The content of this book was carefully chosen to achieve these three goals. Thus, 
it is practical, because practicality enhances learning by allowing students to apply new 
information (accounting) in a setting interesting and familiar to them (hospitality). But 
it is also unabashedly theoretical because practical advancements in any endeavor result 
from carefully examining old theories and improving upon them (which, after all, is why 
the newest version of the Boeing 787 travels a good bit faster than the Wright Brother’s 
original aircraft). Thus, with the goal of effectively aiding in teaching the theory and the 
practice of managerial accounting, the authors created a manuscript with 12 chapters, 
divided among four major parts:

Part I: Accounting Fundamentals:

Part I introduces readers to the foundations of managerial accounting and contains the 
following chapters:

1. Hospitality Industry Accounting
2. Accounting Fundamentals Review

In this critical underpinning part, readers will learn about the different types of account-
ing used by those in business, why generally accepted accounting principles (GAAP) are 
applied and their own ethical responsibilities related to the reporting of financial 
information.

Part II: Financial Statements

Part II of the text examines in detail the three most important financial documents 
utilized by managerial accountants as well as how financial ratios are used to evaluate 
and analyze these documents. It contains the following four vital chapters:

3. The Income Statement
4. The Balance Sheet
5. The Statement of Cash Flows
6. Ratio Analysis
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In this part, readers are introduced to the key financial documents they will prepare 
and analyze. The chapter on ratio analysis teaches them the most up‐to‐date means of 
examining the information contained in these critical documents.

Part III: Management of Revenue and Expense

Part III of this text introduces readers to specific activities they will use to manage their 
revenues and expenses. The following chapters are included in this part:

7. Food and Beverage Pricing
8. Revenue Management for Hotels
9. Managerial Accounting for Costs

These chapters teach readers exactly how hospitality professionals use managerial tech-
niques to optimize their revenues and analyze their costs to maximize profitability.

Part IV: Accounting Information for Planning

In the concluding part of the text, readers are given the information needed to plan for 
the current and future success of their businesses. Chapters included in this part are 
as follows:

10. Forecasting in the Hospitality Industry
11. Budgeting and Internal Controls
12. Capital Investment, Leasing, and Taxation

This part contains a range of topics and information important to managerial account-
ants including forecasting restaurant and hotel revenues. In addition, the various types 
of budgets used by managerial accountants in hospitality are presented, as well as infor-
mation about the development and monitoring of these budgets. The text concludes 
with a chapter containing important information about capital budgeting, the compu-
tation of rates of investment returns, leasing, and taxation.

Text Features

From a reader’s perspective, the features of a textbook are often as important as its con-
tent. Thoughtfully designed textbook features make the content presented easy to read, 
easy to understand, and easy to retain. Readers will find that Managerial Accounting for the 
Hospitality Industry is especially reader‐friendly. The following strategically designed fea-
tures help readers learn the concepts of managerial accounting:

• Overview: Each chapter begins with a brief narrative overview. This is simply a quick 
and easy guide to the chapter’s contents. Overviews make it easy for readers to see 
what the chapter is about and what they will learn by reading it.

• Chapter Outline: The chapter outline at the beginning of each chapter shows the list-
ing for each topic in order of their introduction and provides a simple way to quickly 
find material within the chapter.

• Learning Outcomes: Each chapter utilizes this short feature to explain in concise and 
clear terms (and before any content is presented), exactly what a reader will be able 
to do when they have mastered the chapter’s content. This feature makes it easy for 
readers to see what the chapter is about and the skills they will obtain by reading it.

• Here’s How It’s Done: These special exercises provide scenarios that involve stepped 
out calculations using the formulas or concepts presented within each chapter to 
illustrate the various key accounting principles and the use of accounting formulas.
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• Fun on the Web!: The importance of the Internet as a learning tool cannot be 
 overlooked in any field of study. The student‐friendly Fun on the Web! feature identifies 
useful websites to visit and gives readers specific instructions about what they should 
do, consider, and learn when they visit each site.

• Managerial Accounting Around the World: More than ever before, students embarking 
on careers in the hospitality industry find that their management positions will take 
them to foreign countries and expose them to new customs and new ways of doing 
business. This feature introduces students to some of the managerial accounting–
related complexities they will discover as members of the increasingly globalized hos-
pitality industry.

• Consider the Cost: This new feature, included in each chapter, presents readers with 
brief scenarios/vignettes describing common challenges faced by managerial 
accountants in the hospitality industry, as well as thought‐provoking questions 
designed to make readers consider how these issues can best be addressed.

• Apply What You Have Learned: Each chapter contains a chapter ending, “true‐to‐life” 
mini‐case study, designed to make readers think about how they would personally use 
the information they have learned to respond to managerial accounting–related chal-
lenges they may encounter in their careers. Thought‐provoking questions are 
included at the end of this feature to assist students in considering the solutions they 
would implement when addressing the issues raised in the case study.

• Key Terms and Concepts: As is true with many areas of specialization within hospital-
ity management, managerial accountants certainly speak their own language. Readers 
often need help in remembering key vocabulary terms and concepts they should have 
mastered after reading a section of a book. Thus, Key Terms and Concepts are listed at 
the conclusion of each chapter (and in the order in which they were presented) to 
provide a valuable study aid.

• Test Your Skills: This capstone feature consists of accounting “word problems” to be 
solved using the information and skills learned in the chapter. It is included in each 
chapter and allows readers the chance to apply and practice, in a variety of hospitality 
settings, the concepts they have now mastered. Requiring, in nearly all cases, multiple 
calculations to complete the problem set, this feature also provides valuable opportuni-
ties to learn about creative ways hospitality professionals utilize managerial accounting to 
address operational problems. All Test Your Skills problems are designed to be answered 
using Excel spreadsheets and these are included on the text’s companion website.

Instructor and Student Resources

To help instructors effectively manage their time and to enhance student learning oppor-
tunities, several significant educational tools have been developed specifically for this text. 
An Instructor’s Manual, a Student Study Guide, and a Companion Website are all provided 
to assist instructors and students in the teaching and learning process.

Instructor’s Manual. As an aid to instructors, an Instructor’s Manual has been  developed 
for this text. The manual includes for each chapter:
• PowerPoint slides
• Suggested answers for “Consider the Cost”
• Suggested answers for “Apply What You Have Learned”
• Answers to chapter‐ending “Test Your Skills” problems
• A Test Bank including exam questions and answers keyed to chapter learning 

objectives
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Companion Website. This segment of Wiley’s website devoted entirely to this book 
(www.wiley.com/college/dopson) includes very important resources for instructors’ 
use to enhance student learning. These are given as follows:

PowerPoint slides. These easy‐to‐read teaching aids are excellent tools for instructors 
presenting their lectures via computer or for those who wish to download the 650+ 
slides and present them as overhead transparencies.

Consider the Cost suggested answers. Instructors will be able to access suggested 
answers to the “Consider the Cost” scenarios located in each chapter within the 
password‐protected Instructor’s companion website.

Apply What You Have Learned suggested answers. Instructors will be able to access sug-
gested answers to the “Apply What You Have Learned” mini‐cases at the end of each 
chapter within the password‐protected Instructor’s companion website.

Test Your Skills spreadsheet answers and formulas. Instructors will be able to access 
answers and formulas to the “Test Your Skills” spreadsheet exercises at the end of each 
chapter within the password‐protected portion of the Instructor’s companion website.

Test Bank. Instructors utilizing the book’s companion website will find a password‐
protected bank of multiple choice exam questions that identify the learning objec-
tive addressed by each question as well as the questions’ correct answers.

Instructor’s Manual. Instructors can access a password‐protected electronic version of 
the Instructor’s Manual on the Instructor’s companion website.

Frequently Used Formulas for Managing Operations. Students can print the formulas, 
making them more “mobile” for studying than in the book. Students absolutely love 
this feature.
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Hospitality Industry Accounting

CHAPTER 1

Overview
Hospitality is one of the world’s most exciting and rewarding industries. 

When you choose it for your career, you will be able to choose from 

a wide variety of employers, locations, and daily job activities that 

can lead to your professional success and personal satisfaction. 

In this chapter, you will review some important ways in which the 

hospitality industry is unique. You will also learn the definition of 

accounting and how accounting helps managers like you use 

financial information to make good decisions. As you learn that there 

are several specialty areas (called branches) within accounting, 

it will be clear to you why knowing about hospitality managerial 

accounting, the specialty area of accounting examined in this text, 

will help you improve the operating effectiveness of any restaurant, 

hotel, club, bar, or institutional facility you manage. Finally, you will 

learn about some of the important ethical responsibilities you  

will assume when you apply managerial accounting principles to 

the hospitality operations you are responsible for managing.

Unique Aspects of the Hospitality Industry
Learning Outcome 1: Describe the primary purpose of accounting in the 
hospitality industry.

If you are reading this book for a class, to improve your business skills, or simply to 
better understand managerial accounting, you probably are familiar with the term 
hospitality. Hospitality can be defined as the friendly and charitable reception and 
entertainment of guests or strangers. Hospitality also refers to a specific segment of 
the travel and tourism industry.

The question of precisely which specific businesses should, or should not, be included 
as part of the hospitality segment of the travel and tourism industry is subject to honest 
difference of opinion and diverse perspective. As a result, the colleges and universities 
that offer educational programs preparing students for careers in the  hospitality 
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 industry may elect to call the programs Hospitality Management, 
Culinary Arts Management, Hotel and Restaurant Manage
ment, Travel and Tourism Management, Restaurant Manage
ment, Hotel Management, Institu tional Management, or any of 
a number of similar name variations. The difficulty with pre
cisely classifying who is, or is not, a member of the hospitality 
industry becomes clearer when you realize that for most indus
try observers, each of the 10 following individuals would be con
sidered professional hospitality managers:

While each of the industry subsegments these managers work in is very different 
and can be classified in very different ways (e.g., profit vs. nonprofit, or corporate 
vs. privately owned), one good way to classify them is by their emphasis on either 
lodging accommodations or food and beverage (F&B) services.

According to the U.S. Commerce department, 
more than 25 subsectors make up the travel 
and tourism industry. The three sectors of 
accommodations, lodging, food service, and 
air travel, account for more than 50% of the 
industry’s total sales. Accommodations is the 
largest of the three subsectors and accounts for 
19% of total travel industry output. Food services 
is the second largest and accounts for more 

than 16% of travel and tourism‐related output, 
while air travel accounts for nearly 16%. To learn 
more about the size and economic impact of 
the travel and tourism industry, go to

http://selectusa.commerce.gov/
industry‐snapshots

When you arrive at the site, choose “Travel, 
Tourism and Hospitality.”

Fun on the Web!

Hospitality 
Manager Job Title

Sofianna Director of food services for a 5000‐student public 
school district

Alberto Managing Director of a 750‐room resort hotel

Samantha Regional manager of a 500‐unit Quick Service 
Restaurant (QSR) chain with responsibility for the 
30 units in her assigned territory

Carl General manager of a 75‐room limited service, 
all‐suite hotel near a city’s airport

Bethie Manager of a 800‐member country club offering 
dining services, swimming pool, and an 18‐hole 
golf course

Trahill Director of sales and marketing for a 2000‐room 
casino hotel

Jackson Food and beverage director for the Student 
Union of a 30,000‐student university

Amanda Dietary services director at a 500‐bed hospital

Nuntima Front office manager at a 350‐room full‐service hotel

Eddie Chef/owner of “Chez Edward,” an exclusive and 
upscale 60‐seat restaurant emphasizing locally 
sourced ingredients

At the conclusion of this chapter, you 
will be able to:
• Describe the primary 

purpose of accounting in the 
hospitality industry.

• List and summarize the purpose 
of each of the five branches of 
accounting.

• Explain why  managerial 
 accounting in the hospitality 
industry is different from 
 managerial accounting used  
in other industries.

• Identify the specific Uniform 
Systems of Accounts appropriate 
for the hospitality business 
you manage.

• Summarize your  ethical 
 responsibilities as a 
 managerial accountant in the 
 hospitality industry.

LEARNING OUTCOMES

http://selectusa.commerce.gov/industry-snapshots
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The authors not only recognize the potential over simplification of such a classifi
cation but also believe that it is the act of providing away‐from‐home lodging and 
meals (in a variety of settings), which most distinguishes those considered to be work
ing in the hospitality industry.

When hospitality is defined as the lodging and food services industries, it can 
include a variety of managers in related fields. These fields include clubs, resorts, 
casinos, cruise ships, theme parks; the recreation and leisure market such as arenas, 
stadiums, amphitheaters, civic centers, and other recreational facilities; the conven
tion center market; the education market such as colleges, universities, and elemen
tary and secondary school nutrition programs; the business dining market such as 
corporate cafeterias, office complexes, and manufacturing plants; the healthcare 
market such as long‐term care facilities and hospitals; and the corrections market 
such as juvenile detention centers, jails, and prisons.

When all of the different segments of the hospitality industry are included, it is 
easy to see that there are literally hundreds of specialized management positions 
available. The number of opportunities offered by the hospitality industry is signifi
cant, as are the opportunities for those managers who understand and can utilize 
their hospitality accounting skills.

With such a diverse hospitality management audience, the challenge of creating 
a “hospitality managerial accounting” text such as this one is daunting. But as you 
will discover as you read this book, the authors have created a managerial account
ing text that can be of maximum help to the widest possible range of hospitality  
managers.

The Purpose of Accounting  
in the Hospitality Industry
Some hospitality students believe that learning accounting is very difficult. It will not 
be difficult for you. The term accounting originated from an old Middle French word 
(acompter), which itself originated from Latin (ad + compter) meaning “to count.” As 
a result, you already have years of experience as an accountant (a counter)! A more 
detailed definition of accounting would be the process of recording financial trans
actions, summarizing them, and then accurately reporting them. As a result, a good 
definition for an accountant is simply a person skilled in the recording and report
ing of financial transactions.

Just as you learned in elementary school about the rule that says 2 + 2 always 
equals 4, accountants in business have developed their own specialized rules and 
procedures that govern counting, recording, and summarizing financial transactions 
as well as analyzing and reporting them. This book will explain many of the account
ing rules and procedures that are frequently utilized by professional hospitality  
managers.

In the business world, as well as in many other fields, accounting is used to report 
(account for) an organization’s money and other valuable property. Accounting is uti
lized by all managers in business and especially by those in the hospitality industry. In 
fact, in almost every hospitality job, accounting is important. Accounting in the hospital
ity industry is utilized every time a guest purchases food, beverages, or a hotel guest room.

Accounting in business occurs even before a hospitality facility ever opens. This is 
so because businesspersons estimate their costs before they decide to build their 
facilities and often seek loans from banks to help them. Those banks will assuredly 
want to know about the proposed business’s estimated financial performance before 
they decide to lend it money.
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Accurate accounting is important to many other individuals in the hospitality 
industry. The owners of a restaurant or hotel will certainly want to monitor their 
business’s financial condition. These owners may be one or more individuals, part
nerships, or small or very large corporations, but they all care about the perfor
mance of their investments. Investors in the hospitality industry generally want to 
put their money in businesses that will conserve or increase their wealth. To moni
tor whether their investments are good ones, investors will always seek out and rely 
upon accurate financial information. When it is done properly, the accounting pro
cess provides that important information.

Accounting is actually quite a large field of study. To understand why accounting 
plays such a significant role in business, consider just a few examples of the type of 
basic and important questions the discipline of accounting can readily answer for 
hospitality managers:

1. What was the total sales level achieved by our business last month?
2. What was our most popular menu item? What was our least popular one?
3. What was the average selling price of our hotel rooms last week? Was it higher 

or lower than our competitors?
4. Are we more or less profitable this month than last month?
5. What is our company realistically worth if we were to sell it today?

The above are just a few of the many questions hospitality managers can utilize 
accounting to answer; however, it is important to understand that accounting is not 
the same as management.

Accounting is a tool used by good managers. To understand why you, as a talented 
hospitality manager, will play a more important decision‐making role in your busi
ness than will the field of accounting, consider these examples of the type of ques
tions that cannot be best answered by using accounting information alone.

1. Should I select Jackie or Samuel as the person assigned to train our new dining 
room wait staff?

2. Should the portion size of fish used to make our signature “Blackened Trout” 
be 8 ounces or 11 ounces?

3. Would our country club members prefer to have an increase in the number of 
inexpensive or of higher‐quality (but more costly) wines when we create the 
club’s new wine list?

4. Our hotel swimming pool currently closes at 10:00 p.m. Would our guests be 
happier if the pool were to remain open 24 hours per day instead? Would that 
increase the number of times they returned to stay with us? By how many?

5. Would our new 500‐room resort be more successful if it were built in Punta 
Cana in the Dominican Republic, or is the future of the Riviera Maya near the 
city of Tulum in Mexico likely to become, in the long term, a more profitable 
tourist destination for us?

Notice that in each of these questions, the best decision requires that you utilize 
your own experience and judgment of what is “right” for your guests, your business, 
your employees, and yourself.

As a result, while accounting alone could not make the decisions called for in the 
questions above, when properly used, it can help you make better decisions about 
these types of issues than those that would be made by managers who do not under
stand how accounting could help them. The purpose of this book is to teach you how 
to use accounting techniques as well as your own education, experience, values, and 
goals to make the very best management decisions possible for yourself and the busi
nesses you are responsible for managing.



Branches of Accounting  5 

Branches of Accounting
Learning Outcome 2: List and summarize the purpose of each of the five branches of 
accounting.

Proper accounting includes both recording financial information and also accurately 
reporting it. Some accountants are skilled at one or both of these processes. Most of 
those who work as accountants recognize that there are actually very specialized fields 
or branches of accounting. While some of these branches do overlap, they include

• Financial accounting
• Cost accounting
• Tax accounting
• Auditing
• Managerial accounting

Most hospitality managers are not accountants, but the function of the accounting 
work performed in each of these branches is important for them to understand.

Financial Accounting

In nearly all cases, a business essentially consists of the buying and selling of goods 
and/or services. In the hospitality industry, the items sold by businesses are typically 
food, beverages, and hotel rooms. Depending upon the specific area within hospital
ity, however, a wide variety of other products and items such as spa services or activi
ties like golf, gaming, and entertainment may be sold to guests.

Business accountants who specialize in financial accounting are skilled at record
ing, summarizing, and reporting financial transactions. Financial transactions 
include revenue; the term used to indicate the money you take in when your business 
makes a sale, expense; the cost of the items required to operate your business; and 
profit, the amount of money that remains after all your expenses have been paid.

These transactions can be used to develop the following profit‐producing formula:

Assets Liabilities Owners equity= + ’

In this book, you will discover that the work of financial accountants can be extremely 
helpful to professional hospitality managers, and as a result, in later chapters, we will 
examine, in detail, how these accountants do some of the important parts of their jobs.

To better understand how financial accounting can help hospitality managers, 
consider the case of Faye Richards. She is interested in buying her own small pizza 
shop. The shop would be located in a strip shopping center and would sell primarily 

Revenue Expenses Profit– =

Financial accounting also includes accounting for assets, which are the items 
owned by a business, and liabilities, the amounts the business owes to others. Finally, 
financial accountants record and report information about owners’ equity, the 
amount remaining in a business after subtracting its liabilities from its assets.

These transactions can be used to develop the following equation, which is so 
important and is known as the basic accounting equation, or the balance sheet equa
tion (see Chapter 4).
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pizzas, hot subs, and soft drinks. Some of the many financial considerations Faye 
would have as she tries to determine whether buying and operating the shop is a 
good idea would be

1. How much revenue do pizza shops like this typically achieve on an average 
day? An average month?

2. What do pizza shops normally spend to properly staff their stores?
3. How much should I spend on the equipment I need to buy to make the food 

I will sell?
4. Given the size and location of my store, what is a reasonable price to expect to 

pay for obtaining insurance for my business?
5. How much money am I likely to make for myself during the first year I own the 

store? How much in future years?

Faye can get important information from her financial accountant, but she will 
also need managerial skills and her own intuition and talents to provide answers to 
these and other business questions she must address.

Cost Accounting

Cost accounting is the branch of accounting that is concerned with classifying, 
recording, and reporting a business’s expenses or costs. Because all businesses seek 
to control their costs and not waste money, those who operate businesses are very 
concerned about where they spend their money. For cost accountants, a cost or 
expense is most often defined as “the time or resources expended by a business.”

To better understand why cost accounting is so important, consider Mike Edgar, 
the manager of a private country club. Reporting to Mike, among others, are those 
individuals responsible for the operation of the club’s golf course, pro shop, swim
ming pools, and F&B services. Each of these major areas will expend money to 
achieve the goals set for them by Mike and the club’s members.

It is very unlikely that that Mike could know, on a daily basis, about all the pur
chases his staff will make. Mike will, however, be responsible to the club’s members 
for the money they have spent. Because this is true, it will be important for Mike to 
have a reliable system in place that allows him to fully understand what has been 
purchased, who purchased it, and the reason for the purchase.

Cost accountants determine costs by departments, business function or area of 
responsibility, and the products and services sold by the business. They create systems 
to classify costs and report them in ways that are most useful to those who need to 
know about how a business spends its money.

Some of the kinds of questions that cost accountants could help Mike answer 
include the following:

1. How much does it cost the club to host one member who is playing golf?
2. What were the total costs of utilities (water, electricity, and natural gas) incurred 

by the country club last month?
3. Did it cost more this year to fertilize the golf course than it did last year?
4. Are all country club managers accounting for the cost of the meals eaten dur

ing work hours by their departmental staff in the same manner?
5. Does it cost more money to operate our country club than other clubs of the 

same size and type?

The work of cost accountants is critical for hospitality managers who seek to fully 
understand the costs of operating their businesses. As a result, throughout this text, 
we will utilize many of the techniques that have been developed by these accounting 
specialists.
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Tax Accounting

A tax is simply a charge levied by a governmental unit on income, consumption, 
wealth, or other basis. In the United States, governmental units that can assess taxes 
include townships, cities, counties, states, and various agencies of the federal govern
ment. Nearly all businesses are subject to paying some taxes.

Tax accounting is the branch of accounting that concerns itself with the proper 
and timely filing of tax payments, forms, or other required documents with the gov
ernmental units that assess taxes. Professional tax accounting techniques and prac
tices ensure that businesses properly fulfill their legitimate tax obligations.

In the hospitality industry, managers are required to implement systems that will 
carefully record any taxes that will be owed by their businesses. Consider, for exam
ple, Latisha Brown, the general manager of a 220‐room full‐service hotel located in 
her state’s capital and very near the airport. The work of tax accountants could help 
Latisha ensure that she has the systems in place to

1. Record the occupancy tax her hotel must pay. This tax, which is the money 
paid to a local taxing authority based upon the amount of revenue a hotel 
achieves when selling its guest rooms, is typically due and payable each month 
for the room revenue the hotel achieved in the prior month.

2. Maintain records of the total taxable revenue achieved by the hotel and collect 
all money required to pay the state or local sales tax that will be due as a result 
of realizing those sales.

3. Address specific tax‐related questions such as, “Is the hotel required to collect 
and pay occupancy tax on those guests who were assessed a no‐show charge 
because they failed to arrive at the hotel when they had a confirmed reservation?”

4. Monitor changing laws to ensure that all payroll tax due on those individuals 
employed by Latisha are properly recorded and submitted.

As you can see from these very few examples, the work of tax accountants is criti
cally important to hospitality managers. Throughout this text, we will often examine 
how the specific actions taken by hospitality managers will affect the amount of taxes 
that must be paid by the businesses they manage.

Auditing

An audit is an independent verification of financial records. An auditor is an individ
ual or group of individuals that completes the verification. As you have seen, the 
accurate reporting of financial transactions is important to many different entities 

The control of costs is important to every 
business and especially so in the restaurant 
business. Professionals working in the F&B 
industry have a variety of tools available to them 
to help manage their costs. One of the very best 
is the textbook Food and Beverage Cost Control 
written by the same author team that produced 
this book.

You can review the table of contents of this 
extremely popular book by going to

www.wiley.com

When you arrive at the Wiley website, select 
“Culinary & Hospitality” and then choose 
“Accounting” to select and examine this book’s 
most recent edition.

Fun on the Web!

http://www.wiley.com
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including managers, owners, investors, and taxing authorities. The auditing branch of 
accounting is chiefly concerned with the accuracy and truthfulness of financial 
reports. It is also concerned with safeguarding the assets of a business from those 
unscrupulous individuals who would seek to defraud or otherwise take unfair advan
tage of it. Properly performed, the auditing branch of accounting is designed to point 
out accounting weaknesses and irregularities and thus help prevent accounting fraud.

In part because of the potential damage that could be done by unscrupulous cor
porate managers, the U.S. Congress passed the Sarbanes–Oxley Act (SOX). 
Technically known as the Public Company Accounting Reform and Investor 
Protection Act, the law provides criminal penalties for those who are found to have 
committed accounting fraud. Sarbanes–Oxley covers a whole range of corporate gov
ernance issues including the regulation of auditors assigned the task of verifying a 
company’s financial health. Ultimately, Congress determined that a company’s 
implementation of proper accounting techniques was not merely good business, it 
would be the law and violators would be subject to fines or even prison terms.

Not surprisingly, as a result of SOX, the role of the auditor responsible for con
ducting an audit, or review, of the accounting methods and techniques used by a 
company has become increasingly important. Individuals who are directly employed 
by a company to examine the company’s own accounting procedures are called 
internal auditors. They can play a valuable role in assessment because they usually 
understand the company’s business so well. External auditors are individuals or firms 
who are hired specifically to give an independent (external) assessment of a compa
ny’s compliance with standardized accounting practices.

In the hospitality industry, managers of smaller restaurants, clubs, and lodging 
facilities most often serve as their own in‐house auditors. If the facility they manage 
is part of a larger company or chain of units, their company may also employ in‐
house auditors. In larger hotels, the controller, who is the person responsible for 
managing the hotel’s accounting processes, may serve as the auditor, or, in very large 
properties, full‐time individuals specifically to act as the property’s in‐house auditors 
are employed.

Auditors not only help ensure honesty in financial reporting, but they also play an 
important role in devising the systems and procedures needed to help ensure the 
protection and safeguarding of business assets. As a result, hospitality managers use 
auditors and auditing techniques to address many internal questions, a few of which 
are as follows:

1. Are all purchases we make supported by the presence of a legitimate invoice 
before we process payment for it?

2. Are any guest adjustments from their initial bill supported by written docu
mentation explaining why the bill was adjusted?

The 2002 SOX became law to help rebuild 
public confidence in the way corporate America 
governs its business activities. The act has far‐
reaching implications for the tourism, hospitality, 
and leisure industry. To examine an overview of its 
provisions, go to

www.sec.gov/about/laws.shtml

When you arrive at the site, choose 
“Sarbanes–Oxley Act of 2002.”

Fun on the Web!
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3. Is all the revenue reported as achieved by the business fully documented and 
reconciled (compared and matched) to bank statements that list actual depos
its made into the businesses bank accounts?

4. Are wages paid to all employees supported by a written and verifiable record 
of hours worked?

The best auditors help ensure that financial records are accurate. They also 
assist managers in reducing waste and preventing fraud. In this text, the proce
dures, techniques, and strategies developed by this important branch of account
ing will often be utilized to help you learn to become the best hospitality manager 
you can be.

Managerial Accounting

Managerial accounting is the primary topic of this book as well as the final branch 
of accounting we will examine. To clearly understand the purpose of managerial 
accounting, assume that Karen Gomez is the person responsible for providing in‐
flight meals to international travelers on flights from New York to Paris. She 
 manages a large commercial kitchen located near the John F. Kennedy Airport. 
Karen’s clients are the airlines who count on her company to provide those who 
have chosen to fly with them tasty and nutritious meals at a per‐meal price the 
airlines find affordable.

One of Karen’s clients wishes to add a new flight beginning next month. The even
ing flights will carry an average of 500 travelers, each of whom will be offered one of 
two in‐flight meal choices for dinner. The client would like to provide each flier with 
a choice of a beef or a chicken entrée. To ensure that the maximum number of fliers 
can receive their first choice, should Karen’s company plan to provide each flight 
with 500 beef and 500 chicken entrées? The answer, most certainly, is no.

To prepare 1000 meals (500 of each type) would indeed ensure that each traveler 
would always receive his or her first meal choice, but it would also result in the pro
duction of 500 wasted meals (the 500 meals not selected) on each flight. Clearly, it 
would be difficult for Karen to provide the airline with cost‐effective per‐meal pricing 
when that many meals would inevitably be wasted.

The more cost‐effective approach would be to accurately forecast the number of 
beef and chicken entrées that would likely be selected by each group of passengers 
and then produce that number. The problem, of course, is in knowing the optimum 
number of each meal type that should be produced. If Karen had carefully and con
sistently recorded previous meal‐related transactions (entrées chosen by fliers on 
previous flights), she would be in a much better position to use this information to 
estimate the actual number of each entrée type the new passengers would likely 
select. If she had done so, she would be using managerial accounting. Managerial 
accounting is simply the system of recording and analyzing transactions for the pur
pose of making management decisions of precisely this kind.

Because it consists of utilizing accounting information (historical records in this 
specific case) to make informed management decisions, managerial accounting is 
one of the most exciting of the accounting branches. Its proper use requires skill, 
insight, experience, and intuition. These are the same characteristics possessed by 
the best hospitality managers. As a result, excellent hospitality managers most often 
become excellent managerial accountants.

The branches of accounting we have reviewed and the main purpose of each are 
summarized in Figure 1.1.




