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Many companies — from Wyndham to small boutique hotels — are looking 
for ways to finance each employee’s career growth without digging deep 
into the business’ budget. One option in this technology age is to initiate 

more web-based, informal training during employees’ downtime. It’s a very wise 
investment, but the problem is the time and money spent developing the program 
and extending the time to recoup the investment.

Each day, you hear of companies that are struggling to keep their employees 
satisfied while surviving in this downturn of the economy. Companies are expe-
riencing financial difficulties due to poor business choices and many others are 
shifting their focus on newer/reduced marketing plans. This creates a whirlwind of 
questions: Will I be able to change my focus without spending additional money? 
Will I need to reduce my employee base? How can I provide career growth for my 
employees in the present economy?

One option is for companies, from big to small, to look for grant opportunities 
in order to solve these issues. Federal and state governments set aside money from 
corporate tax dollars and other sources to fund training conducted by employers. 
The intent of the grants is to create a better-skilled workforce and to have more 
productive and profitable companies. In addition to offsetting the cost of training 
programs and creating the training materials, these grants give you a chance to 
keep your employees at the top of their field.

Alternative Funds for Training

Vincent Esterly is lead business analyst for the Wyndham Hotel Group based in Parsippany, N.J.

By Vincent Esterly

Seek out available 
grant opportunities 
to supplement 
employee training

Human Resources
Skill Development
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 In some instances, the classical con-
cept of training (i.e., formal classroom-
led instruction) is not the only type of 
training that is reimbursable. Employ-
ees learning new skills or upgrading 
present skills while on the job can 
be considered training. The hiring of 
new employees is another example, as 
they require a training period before 
an acceptable level of proficiency is 
achieved. These are just a few types of 
the wide variety of training concepts for 
which money is available. 

 
Unique State Programs
Unique state programs allow you to 
realize income with no strings at-
tached and without deviating from your 
company’s day-to-day activities. An ex-
ample is receiving grant money to pay 
for the onsite training for a new PMS or 
POS. You may need to pay the vendor 
upfront; however, the grant money will 
arrive as reimbursement for the services 
rendered.

What are the multiple types of grants 
you can apply for? A variety of differ-
ent grants are available depending on 
the state government or federal agency. 
As I am based in New Jersey, I have 
listed the following as an example:

NJ Customized Training Grant. New 
Jersey Workforce commission provides 
funding for customized skill training 
through a dedicated assessment.  

New Employee Incentive Program 
(BEIP). BEIP offers ongoing grant mon-
ies for 10 years to start-up, expanding 
or relocating businesses. 

New Hire Incentive. This grant gives 
businesses that have been operating 
at least two years in the state a $3,000 
grant for creating a full-time job with 
health benefits that is retained at least 
a year. 

I have applied for these New Jersey 
grants for each of our business units. 
The funding has helped with training 
our employees in new systems and 
technology while offsetting the cost for 
us. There are numerous grants avail-
able, depending on the state you operate 
in. For a list of grants available in dif-
ferent states visit www.objectdiscovery.
com/solutions/funding/index.html.

How to Apply and Maintain
How do you apply for these grants? 
Many of these grants can be found 
through your state workforce commis-
sion web site. Also, many vendors who 
provide training for skill development 
can help you get started with the ap-
plication process for the grants. 

What is involved? The paperwork 
that is involved ranges from as simple 
as providing financial information about 
your company for the past few years to 
needing a tax clearance certificate from 
the state. It all depends on the specific 
grant you are seeking. In my experi-
ence, I have gotten assistance by an 
external training vendor since the ven-
dor is an expert on what is acceptable in 
writing the grant. Or if you are serious 
about regularly applying for grants, 
consider taking a grant-writing course, 
which are offered at many colleges and 
universities.

 What do you need to do to maintain 
the grant? To maintain the grant, you 
need to retain the estimated number 
of active employees specified in each 
grant you acquire. You must also 
provide notices of newly hired employ-
ees or training completion. When you 
apply, include about 90 percent of the 
workforce to anticipate some yearly 
turnover.

Restrictions on these grants may in-
clude terms such as the company must 
stay in the state for a minimum of two 

years or keep the percentage of work-
force specified employed. In addition 
state grants require that the employee(s) 
be paid while attending any type of skill 
development training with these grants. 
This shouldn’t be an issue, because 
a majority of training is usually done 
in-house by internal staff or external 
vendors. 

Resources
There are many resources for research-
ing these types of grants. Most of the 
grants can be accessed through exter-
nal vendors such as National Training 
Associates, Object Discovery and New 
Horizons. Such companies have worked 
on these grants in many different states 
for many years. When I’ve worked 
on applying for grants, I found that 
working with external vendors helps 
coordinate and structure the paperwork 
in a fashion expected by the states, 
increasing our chances for getting the 
grant. The guidance has also helped me 
structure our infrastructure in a way that 
increases our chances for future grants. 

I have worked on some of these 
grants for years. But, when I joined 
Wyndham, the first grant I applied for 
was the New Jersey Customized Train-
ing Grant. Receiving it was a big win 
for the company and its employees. 
Since then we’ve made this a priority, 
because the assistance helps us build 
our employees’ futures.   

Finding Grants: Where and How 

Many grants are found through your state workforce commission web 
site. Also, training vendors who provide skill development can help you get 
started with the application process for the grants. 

For a list of grants available in different states:  
www.objectdiscovery.com/solutions/funding/index.html

Training skill companies offer application assistance:
National Training Associates — www.ntainc.net
Object Discovery — objectdiscovery.com
New Horizons — www.newhorizons.com

TIP: Take a grant-writing course at a local college or university to help you 
with the process. This skill will help you navigate the application process.

Funding Skill Development

http://www.objectdiscovery
http://www.objectdiscovery.com/solutions/funding/index.html
http://www.ntainc.net
http://www.newhorizons.com
www.objectdiscovery.com
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Pressure to upgrade computers, telephone systems and 
other equipment has not abated as banks tighten credit 
requirements. The answer for many companies is to 

lease rather than buy new equipment, but this option car-
ries its own pitfalls. Unlike common loan document forms, 
equipment leases contain traps for the unwary and even 
the most experienced corporate lawyers rarely if ever have 
experience in leasing issues.

This article highlights only a few of the many negotiating 
points and traps common to lessor-drafted lease documents.

“Hell or High Water” Clause. Virtually all leases contain 
a provision similar to the following: 

“This is a non-cancellable net lease and the lessee 
shall not be entitled to any abatement or reduction of 
payments due hereunder for any reason. The lessee 
agrees to make the payments due hereunder to the les-
sor or its assignee regardless of any existing or future 
set-off or claim which may be asserted by the lessee.” 

Even if the equipment does not work, the lessee must pay 
the rent. Banks and other “finance” lessors correctly argue 
that they merely provide financing. If the lessor is also the 
vendor or its subsidiary, the language is obviously unfair. 

Experience dictates that any attempt to substantially revise 
or delete the clause is likely to be a waste of time. Vendors 
are likely to borrow against the lease from third parties who 
rely on the clause to ensure they will receive rents. The more 
productive tactic is to coordinate the lease and purchase 
agreement so that the vendor must repurchase the equipment 
from the lessor if the equipment does not perform properly, 
releasing the lessee from its obligations under the lease.

Commencement and End Term. A lease should only com-
mence when the lessee determines that the equipment is in 
acceptable condition and working order. Many leases provide 
that the lease commences when the lessor or the vendor deter-
mines that the equipment is installed and operable. Once the 
lease commences, the “hell or high water clause” takes effect. 

As to the end of term, consider this language, “. . . the 
Lease Term . . . will begin and continue throughout the 
Initial Term and thereafter until terminated by either party 
upon 90 days’ written notice.” 

What this means is that the lease is automatically re-
newed at no change in the stated rental, unless the lessee 
notifies the lessor of its desire to return the equipment or 
negotiate an extension or purchase. 

LOOK BEFORE 
YOU LEASE
An Examination of Common 
Computer Lease Provisions

Automatic renewals can simply extend the term until the 
lessee realizes that it is continuing to pay rent on the same 
basis as for new equipment and demands a reduction to cur-
rent value for used equipment. In other cases, the language is 
much more onerous: 	

“Not less than 270 nor more than 365 days before 
the end of the Lease Term, the Lessee shall notify 
the Lessor in writing of the Lessee’s election to (a) 
purchase the Equipment for its Fair Market Value, 
(b) extend the Lease Term for 12 months or (c) return 
the Equipment. If the Lessee fails to deliver notice as 
required by the immediately-preceding sentence, the 
Lessee will be deemed to have elected option (b).” 	

Under this language, the lessee will be required to re-
lease the equipment for an additional year unless it delivers a 
notice as much as a year before the end of the term. 

Return of Equipment. Sophisticated lessors know that their 
ability to realize on the residual value of equipment is largely 
dependent on the terms of the return provision. Draconian 
return requirements can be used to force the lessee to exercise 
its purchase “option” and buy obsolete or depreciated equip-
ment at a premium. Beware requirements that the lessee (1) 
have the equipment certified by the manufacturer or another 
party unless this can be pre-arranged so that the manufacturer 
will continue to maintain it in the hands of the new owner or 
second lessee, (2) have the equipment already fully de-in-
stalled, crated and prepared for shipping on the last day of the 
lease, (3) pay the costs of movement of the equipment to any 
location chosen by the lessor, or (4) satisfy vague or subjec-
tive standards maintenance standards on return.	

Leasing is good business for many equipment users. It 
provides a source of capital not otherwise available to many 
businesses. Careful review of the lease document, however, 
is a prerequisite to making use of this availability.  

Barry Marks is the founding shareholder of the law firm Marks & Weinberg, P.C. He is also a member of the Global Alliance of Hospitality Attorneys. 
He may be reached at bmarks@marksweinberg.com. This information provided is general and educational and not legal advice. For additional 
information, please visit www.hospitalitylawyer.com.

By Barry Marks

Legal Issues
Contracts

mailto:bmarks@marksweinberg.com
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Club financial executives were recently surveyed regarding the balance sheet 
numbers for the beginning and end of 2008 and a few operating numbers for 
the entire year. As part of this research, club executives were also requested 

to provide limited details of their labor costs during their busy season. Why would 
one want to concentrate on a labor cost analysis? To begin, labor cost constitutes 
the highest operating expense in any hospitality establishment. Labor cost is not 
only wages and salary, but also all benefits including vacation, health insurance, 
taxes and the like. In the hotel industry, labor cost can be over 40 percent of rev-
enue (hotelonline.com). The same can be found in the club industry where labor 
cost averages at 50 percent and some even record a higher percentage (Boothe, 
2002; Schmidgall, Damitio, and Kasavana, 2001). According to PKF in its 2009 
North American edition of Clubs in Town & Country covering 2008, payroll and 
related expenses were 53 percent and 52 percent of total revenues for country and 
city clubs. In times of trouble, the first instinct to stay in the black financially, is to 
cut cost. And, with labor cost being the highest line item, it often is the first target 
of cost savings (Salmore, 2009). 

Of the 130 respondents, 113 (87 percent) hold the title of controller, CFO or 
director of finance of their club. Other respondents included assistant controllers, 
general managers and accountants. Therefore, it appears all respondents were 
knowledgeable regarding the questions asked.

These financial executives were employed by a variety of club types. Most 
common were 58 percent with country clubs, 15 percent with golf clubs and 12 
percent with city clubs. The number of members varied from less than 300 to 
over 2,000. The clubs with 300 – 500 member clubs constituted 24 percent of the 
sample, followed by the 1,001 – 1,500 members category at 20 percent, 501 – 750 
members at 19 percent, and finally 751 – 1,000 numbers at 14 percent.

A review of club labor 
costs during slow and 
busy months

Agnes DeFranco, Ed.D., CHAE, CHE, is a professor and the assistant vice president for undergraduate studies at the Conrad N. Hilton College of Hotel & Restau-
rant Management, University of Houston. DeFranco was the 2006 – 2007 HFTP Global President and a 2009 Paragon Award recipient. Raymond S. Schmidgall, 
Ph.D., CPA, CHAE, is the Hilton Hotels Professor at The School of Hospitality Business at Michigan State University. He is also a member of the Communications 
Editorial Advisory Council and a 2002 HFTP Paragon Award recipient.

By Agnes DeFranco, 
Ed.D., CHAE and 

Raymond S. Schmidgall, 
Ph.D., CPA, CHAE

Going With the Flow
Industry Research

Club Finances
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The location of clubs does affect 
its volume of business. Therefore, 
when the question is asked as to which 
months were busiest, respondents were 
also asked the location of the club 
within North America. The club regions 
are normally divided into East, Central 
and West in other research performed 
on clubs for geographical analysis, 
therefore, we also adopted this categori-
zation. Sixty percent of the clubs are lo-
cated in the East, 23 percent are located 
in the Central U.S., and the remaining 
17 percent in the West. 

Busy Months
The busiest time of the year varied by 
club and by its U.S. location. In ag-
gregate, 14 percent of the respondents 
indicated June, July and August were 
the busiest followed by 9 percent whose 
busy season stretched one month on 
each side of the three summer months, 
that is May – September. Another 
8 percent indicated the busiest sea-
son was November – April. This last 
response most likely represents clubs 
in the South and Southwestern parts of 
the U.S., while the first two responses 
above are most likely from clubs in the 
northern part of the country. We ana-
lyzed all responses and found that 55 
percent of all respondents included both 
June and July among the busiest time. 

This was followed by August (42 per-
cent), May (34 percent), December (34 
percent) and September (32 percent). 
All other months were mentioned by 
less than 30 percent of the respondents. 
The three months that were least busy 
among respondents were October (20 
percent) and both January and March 
listed by 21 percent of the respondents. 
Only nine respondents mentioned 
their busiest time of the year to be one 
month and eight respondents mentioned 
two months. Nearly 50 percent of the 
respondents indicated the busiest time 
covered four or more months.

Number of Employees
Financial executives were asked what 
were the number of full-time employ-
ees including both salaried and hourly 
and what were the number of seasonal 
employees during the busiest month 
of the year. Further, they were queried 
regarding the monthly labor costs for 
each category during the busiest month. 

The median averages and numbers 
at both the 25th and 75th percentiles 
are shown in Exhibit 1. The average 
number of full-time employees across 
clubs of all respondents was 77. The 
breakdown was 17 salaried and 60 
hourly. The median number of seasonal 
employees totaled 46 resulting in a total 
of 123 employees during the busiest 

month of the year for the average club. 
Seasonal employees constituted 37 per-
cent of the total number of employees 
at the average club.

The number of employees and 
the breakdown at the 25th and 75th 
percentiles are also shown in Exhibit 1. 
Across each type of employee category 
there are considerable differences in the 
number of employees employed. The 
average (median) club has 17 salaried 
personnel or 14 percent of the total 
number of employees during their busi-
est month while at the 25th percentile 
the club had 11 salaried employees 
which is 18 percent of the total work 
force. At the 75th percentile 25 salaried 
employees constituted only 12 percent. 
These results are not surprising, but 
reflect economies of scale.

Monthly Labor Costs
Respondents provided monthly total 
labor costs for all full-time employees 
and seasonal employees. Further, they 
supplied the breakdown of the full-time 
employee’s labor costs for salaried and 
hourly employees. The median aver-
age, 25th percentile and 75th percentile 
labor costs for types of employees are 
shown in Exhibit 2.

The median total labor costs during 
the busiest month of the year totaled 
$318,736. The difference in the total 

Exhibit 2. Total Monthly Labor Costs During Busy Season
Types of Employees 25th Percentile Median 75th Percentile

$ % $ % $ %
All full-time employees:
   Full-time salary $72,752 46 $106,374 33 $151,689 31
   Full-time hourly 72,145 45 147,962 47 209,057 42
Seasonal employees: 15,013     9 64,400 20 133,800 27
All employees $159,910 100 $318,736 100 $495,546 100

Exhibit 1. Number of Club Employees During Busy Season
Types of Employees 25th Percentile Median 75th Percentile
All full-time employees:
   Full-time salary 11 17 25
   Full-time hourly 29 60 105
Seasonal employees: 22 46 82
Total employees 62 123 212

Club Finances
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labor costs between the 25th and 75th 
percentiles was $335,636. In general, 
the number of employees and the 
corresponding labor costs are greatest 
for full-time hourly employees. The 
median total labor costs were $147,962 
for the hourly employees compared to 
$106,374 for salaried personnel and to 
$64,400 for seasonal employees. Simi-
lar numbers are shown for the 25th and 
75th percentiles for the various types of 
employees in Exhibit 2.

The labor costs for each category as 
a percentage of the total club labor costs 
for the busiest month are also shown 
in Exhibit 2. Across the three levels of 
total labor costs (25th, median and 75th) 
the percentage for salaried personnel de-
creases from 46 percent to 33 percent to 
31 percent. The percentage or the hourly 
workers across the three levels var-
ies from 42 percent to 47 percent. The 
biggest change across the three levels 
is with the seasonal employees which 
varies from 9 percent (25th percentile) 
to 27 percent (75th percentile).

The average monthly total labor cost 
for salaried employees is approximated 
by dividing the number of employees 
(17) in Exhibit 1 by the total salaries 
($106,374) in Exhibit 2. The average 
monthly labor cost for salaried employ-
ees is $6,257. The comparable numbers 
for full-time hourly employees and sea-
sonal employees are $2,466 and $1,400.

Summary
The two busiest months are June and 
July. The median number of full-time 
employees during the busiest month 
for these clubs total 77 which includes 
17 salaried employees and 60 hourly 
employees. Further, the average club 
employs 46 seasonal workers during 
their busiest month. The average total 
labor cost equals $318,736 during the 
busiest month of the year.

It is undeniable that good labor cost 
management can yield more profit for 
clubs. In times of economic downturn, 
profits is what sustain the operations of 
a club in terms of repairs and improve-
ment. Assessing members for improve-
ments in clubs is neither a popular nor 
prudent option. Thus, any costs saved 
would provide the funds needed. So, 

what might be some implications for 
club management? There are certain 
steps that management can adopt. These 
are not new. However, especially when 
we are busy, we tend to spend our time 
“putting out fires” and let good planning 
go by the wayside. Therefore, in months 
like October and November when we 
are performing our annual budgets, it 
is also a good time also to plan for the 
busy months and communicate such 
plans with the supervisors and the em-
ployees. Instead of labor cost control, 
turn this into a labor cost communica-
tion plan with the “Five Ps.”

1. Plan, plan, plan. Planning is the 
key and always plan ahead. You know 
your business already. You know when 
you may need more help and when you 
may not need them. Begin planning for 
those summer months and start lining 
up the extra workers needed. Have a 
policy that management and salaried 
employees may not be able to take 
vacation in the busy months so you 
will have all hands on deck to serve the 
members. With proper planning, you 
will not be caught short with no time to 
react to bring in the proper personnel 
and will be forced to pay overtime. Ev-
erything does not need to be a “crisis” 
with proper planning.

2. Partner with seasonal labor 
sources. Keep a list of potential sea-
sonal help. Begin interviewing them 
early. Some staffing services will have 
trained employees already and you also 
do not need to pay benefits on these 
staff members. Partner with high school 
and colleges, especially those with 
hospitality programs where students can 
also gain internship experience when 
they work for your clubs. This is a win-
win situation.

3. Prospect your benefits. There are 
many levels of benefits that you would 
like to offer employees and there are 
also many companies who provide such 
benefits at different price points. Care-
fully research all your options and pros-
pects such benefits packages. Determine 
the list of the most important benefits 
for your employees. Then shop around 
and get the best price for such benefits. 
If you provide good benefits, you will 
be able to attract and retain a better pool 

of employees. Better employees bring 
increased efficiency which in turn will 
lower your labor cost.

4. Perform a technology audit. From 
time clocks to scheduling modules to 
help you plan your labor resources, there 
is plenty of technology in the market. 
Although most of them would be more 
cost beneficial for the bigger clubs, yet 
there may be some systems or software 
that can be useful for the smaller clubs 
as well. Be in touch with your technol-
ogy vendors who may have a product for 
you to help manage your labor costs. 

5. Prepare your employees. The best 
way to build a team is to include all 
employees on the team. Before the busy 
months, communicate your plan to your 
employees. Let them know if you are 
planning to have them work some over-
time or that you will be bringing in sea-
sonal workers. Similar to your salaried 
employees, let your hourly employees 
know that vacation during months will 
not be approved unless there are special 
circumstance. Any experience employee 
not on the job will need to be replaced 
by a less experienced colleague and 
efficiency may suffer, which in turn will 
lead to higher labor cost. Also, solicit 
efficiency ideas from your employees 
so they can help to prepare themselves 
with you to tackle the busy months. 
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As we peek our heads out of the trenches from our latest battle with a tough 
economy, business professionals like us will probably emerge with tales 
of sacrifice and hard-won successes. While much of the talk will focus on 

lessons-learned via mistakes, I instead present you with a story that helped my club 
reduce its deficit, lower its dues and modernize our services. 

I started at Middle Bay Country Club on November 1, 2006. I was immediately 
presented with a financial problem that quickly needed a solution. The fiscal year 
had just ended with a $300,000 deficit. The costs were imbalanced, with 68 percent 
spent on food costs and 32 percent on labor costs. As the new general manager, I 
was directed to improve spending, and my first move was to ask department heads 
to show me the work schedules before posting them to the employees. I don’t 
automatically think that overtime is bad; I just wanted each department head to 
prove to me it was necessary. The idea was to retrain managers to frequently adjust 
schedules based on current operational needs versus following the historical ways 
of doing things. This small move helped us finesse the schedule management, and 
over a three year period, we reduced payroll cost to 19 percent, 3 percent below the 
industry average of similar clubs. 

At the same time, we reduced food costs by rewriting the menus, eliminating 
items with the highest waste factors. We also established strict control procedures 
for all deliveries and installed cameras throughout the building to deter theft.

Cutting Dues 30 Percent
This was the start of my efforts to provide a fresh perspective to the way we man-
aged the club. I tend to view a country club as a business and pay close attention to 
trends and what is sought after by our evolving membership. The biggest chal-

How I was able to cut 
the club’s deficit and 
reduce member dues

By Frank Benzakour

Frank Benzakour, CCM is the general manager at the Middle Bay Country Club. He can be reached at fbenzakour@middlebaycc.com.

Creative 
Trimming

Club Finances
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The author and the club’s controller, Daphne Mullaly, CPA, 
devised a plan to cut the club’s dues by 30 percent.

lenges facing club managers these 
days are not from the operation 
itself, but from balancing the inter-
est of members who still picture the 
country club of 25 to 30 years ago, 
and the younger generation. The 
reality is that the modern member-
ship is looking for a club that offers 
a family-friendly, environmentally-
responsible, relaxing environment. 
They now seek a club with less tra-
ditional rules, a relaxed dress code, 
and kid — even pet — friendly 
areas. Gone are the days where we 
can depend on revenue from high-
priced, fine dining. It was time to 
start adapting to this new model. 

The Middle Bay Country Club 
is a golf-centric club in Oceanside, 
N.Y. While the club prides itself on its communal strengths, it 
largely revolves around the golf season, which runs from May 
1 – October 31. But, in our region, there are more than 80 
golf clubs (private and high-end daily fee) within a 20 miles 
radius, and all of us are competing for the same members. In 
order to remain attractive, I wanted to increase the perceived 
value by reducing the dues and become more appealing to a 
larger part of the Nassau County community. In July of 2008, 
I sat down with the club’s executive committee to propose a 
new business plan that cut members’ dues by 30 percent. 

We realized it would take time to work out the details 
before committing to the plan. So after the meeting, I worked 
with the club’s controller, Daphne Mullaly, CPA, devising 
budget after budget, imagining every scenario possible with 
all the contingencies to create what we believe now is a fine-
tuned product. Our planning devised a strategy where we 
would run a 100 percent full-service country club with abso-
lutely nothing held back within our busy period. However, 

we would achieve savings outside 
the “golf season” from different 
areas such as payroll, utilities, cost 
of goods sold and reduced waste. 

Now we have a small reduction 
in certain services from Novem-
ber 1 to April 30 — such as once 
a month dinners versus twice a 
week — allowing us to offer a 30 
percent reduction in dues, with no 
assessment. With the impact of the 
financial collapse this past year, 
our members were ecstatic to hear 
they could save 30 percent on their 
dues (going down to $14,000 from 
$20,000) by just giving up dinners 
in the winter. When the executive 
committee announced this new 
plan at a membership meeting in 

June, the whole room applauded. 
From a management perspective though, the cut in dinners 

was more than fewer evening’s out. It meant we could save 
costs on valets, phone operators, cooks, wait staff, bartenders, 
cleaning crew, security personnel, entertainment, utilities, 
cost of goods, waste, etc. At the end of the day, if you can 
deliver 90 percent of what it was, with a 30 percent reduction 
in dues, most people will jump on it. 

Since then, I was astonished at how much the club saves 
by making these small adjustments to the winter hours of op-
eration. Most budget deficits incur in the period of November 
thru March where the income is very low and the expenses 
are maintained at almost summer levels. 

I believe in these tough economic times, every club leader 
could find growth by constantly tweaking their product 
and fine-tuning their services. It is just a matter of will. I’m 
pleased to announce that this year; we have had the lowest 
attrition rate and have added 21 new members to date. 

Budget Planning
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Food and Beverage

Cost Control

Generally, the break-even approach first determines the gross revenue needed 
to produce no profit and no loss. However since a company’s goal is to 
make profit let’s use the standard calculation with a profit margin of five 

percent rather than zero. Let’s use the steak house example from Part I (August/
September 2009 The Bottomline, p. 25) when the contribution margin for the menu 
was 68 percent at zero profit. In effect, the desired 5 percent profit acts like a vari-
able cost, so we must adjust the contribution margin (CM) percentage accordingly: 
68 percent – 5 percent = 63 percent. Now we can calculate the desired 5 percent 
profit margin using the percent of revenue approach as follows: 

Break-even =
FC

=
$5,000

= $7,936.51 or 317 covers at the $25 price
CM% 63%

 Since this is well below the steak house’s capacity, the manager should asses 
the market and make a judgment based on the probability of steak sales.

When Management Has a “Dollar Profit Objective?”
If the management wants a fixed dollar profit of $5,000 per month we treat the 
profit as a fixed cost, so we must add it to the fixed cost established for the steak 
house: $5,000 + $5,000 = $10,000. We can now calculate the fixed dollar profit 
volume using the per cover approach as follows: 

Break-even =
FC

=
$10,000

= 588.24 covers or ($14,706 revenue)
CM $17

Note that this is still below capacity and the manager must again estimate the 
likelihood of selling this many steaks.

Establishing the “Selling Price”
Assume that variable costs for producing the steak are $8 per and the fixed cost 
is $5,000. In this case add the known sales volume of 500 covers and the desired 
profit of $7,000 per month. What in these circumstances must the selling price be?

CM =
FC

=
$5,000 + $7,000

=
$12,000

= $24
B (Volume) 500 $500 covers

The price must equal variable costs plus fixed costs: $8 + $24 = $32. Now you 
can compare this $32 selling price to the existing local competitors’ prices to deter-
mine if the steak house has a good chance of selling at that price or if the specifica-
tions must be altered to achieve a more competitive price. It should be noted that 
this approach also works well for vendor bidding for the best product price.

Clement Ojugo is the author of Practical Food and Beverage Cost Control. He is currently the regional 
financial controller for Delaware North Companies, Parks and Resorts. Ojugo taught at San Francisco 
State University and Monterey Peninsula College.

By Clement Ojugo

Part II in a series of columns by 
the author of Practical  Food and 
Beverage Cost Control. 

Use break-even 
analysis to determine 
when a project 
is a reasonable 
or worthwhile 
undertaking 

Establishing 
The Selling 
Price
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Making “Advertising Decisions”
Advertising is typically a fixed cost. Any added fixed costs 
raise a restaurant’s break-even point and thus require added 
revenue (or lowered variable costs) to pay for them. The 
money for fixed costs comes from the contribution margin. 
In the steak house example, the CM percentage is 68. Thus, 
$1.47 additional dollars of revenue are required to cover 
each additional dollar of fixed cost: $1.00 divided by 68 
percent = $1.47. If the steak house project’s CM percentage 
were 50, it would take $2 to cover each additional fixed cost 
dollar. So, if the restaurant is considering a $500 expenditure 
for advertising, it needs $1.47 x $500, or $735, in extra sales 
to cover the advertising costs. Remember that when saving 
money, there is a cost in producing sales. The manager must 
know how much the restaurant must take in to justify the ad-
vertising expense. This approach provides a built-in standard 
for judging the results of advertising. If after an appropriate 
period, added sales are not enough to justify the cost of the 
advertisement, the effort must be adjusted.

Advantages/Disadvantages of Break-even Analysis
The major problem with “break-even analysis” is that no 
restaurant exists in a vacuum. There are competitors for the 
restaurant’s funds and resources in almost every case. For 
example, in the case of the steak house, the vacant space 
could be leased to another company to generate income 
or the funds could be used for a different, less expensive 
cuisine. We must therefore consider not only the value of an 
individual concept, but also how it compares to other uses of 
the funds and facilities. 

Break-even analysis does not permit proper examination 
of cash flows. Basic financial theory says that the appro-
priate way to make investment or capital decisions is to 
consider the value of a proposed project’s anticipated cash 
flows. While a complete discussion of cash flow is beyond 
the scope of this article, the following comment will help 
management consider the alternatives.

If the discounted value of the cash flows exceeds the re-
quired investment outlay in cash, then the project is accept-
able. To understand the meaning of discounted value of cash 
flow, take the following example: A dollar received today is 
more valuable than a dollar received a year from now. The 
“cost of opportunity of money” dictates that money in the 
bank generates interest, and a year from now will be worth 
more than the original dollar. Due to the effect of inflation 
today’s dollar is worth more than dollar than tomorrow’s.  

A manager must weigh cash flows that are received at 
different times so that they can be compared. And if the 
restaurant’s bank pays 5 percent interest, then a deposit of 
$1,000 today will be worth $1,050 one year from now. This 
can be expressed as follows: F1 = P(1 + r), where F1 = the 
balance at the end of one period, P = the amount invested 
now, and r = the rate of interest per period. If the invest-
ment made now by management is $1,000 in a savings 
account, that earns 5 percent interest, then P = $1,000 and 

r = .05. Under these conditions, F1 = $1,050, the amount to 
be received in one year. The $1,000 present outlay is called 
the present value of the $1,050 amount to be received in one 
year. It is also known as the discounted value of the future 
$1,050 receipt. What if the $1,050 is left in the bank for a 
second year? In that case, by the end of the second year the 
original $1,000 deposit will have grown to $1,102.50. This is 
how it was derived: Fn = P(1 + r)n, where n = 2 years and the 
interest rate is 5 percent per year. 

The reason greater interest is earned in the second year 
is due to the “compounding” effect of interest accumulated.  
Thus, the $50 interest earned during the first year has been 
left in the account and added to the original $1,000 deposit 
when computing interest for the second year. In this case, the 
compounding is annual. The more frequently compounding 
is done, the more rapidly the balance will grow. 

The manager can view the investment in two ways. He or 
she can view it either in terms of its future value or in terms 
of its present value. We have seen from our computations 
above that if we know the present value of the sum (such 
as our $1,000 deposit), the future value in n years can be 
computed by using the above equation. But what if the tables 
are reversed, and we know the future value of some amount 
but we do not know its present value? For example, assume 
that the owner of the vacant restaurant space and equipment 
entered into a leased contract that he would receive $50,000 
two years from now. But what is the sum’s present value? 
What is it worth right now? The present value of the sum to 
be received in the future can be computed as follows:

=
Fn

=
$50,000

=
$50,000

= $45,351.47
(1 + r)2 (1 + .05)2 1.1025

As shown by the computation above, the present value 
of a $50,000 amount to be received by the owner two years 
from now is $45,351.47, if the interest rate is 5 percent. In 
effect, $45,351.47 received right now is equal to $50,000 re-
ceived two years from now if the rate of return is 5 percent. 
The process of finding the present value of a future cash 
flow, which the owner just completed, is called discounting. 
The owner has discounted the $50,000 to its present value of 
$45,351.47. The 5 percent interest that we have used to find 
this present value is called the discount rate.  	

Break-even analysis permits us to estimate an unknown 
factor in making project decisions. In deciding whether to 
go ahead on a project or skip it, there are always variables to 
be considered: demand, costs, price and other factors such 
as expertise and space constraints. When most expenses can 
be determined, only two missing variables remain: profit (or 
cash flow) and demand. Demand is usually difficult to esti-
mate correctly. By deciding that profit must at least be zero, 
the break-even point, you can determine the demand you 
must have to make the project a reasonable or worthwhile 
undertaking. If you can estimate whether the demand will 
exceed that break-even point, you are making a much more 
informed decision about how to proceed. 


