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Preface

Goals and

Twenty years have passed between the submission of the manuscript for
the first edition of this book and this edition. Much has happened in
the interim. The reception and adoption of the book have been most
gratifying. The developments and changes in the food management field
have been most amazing and rapid. Fifteen years elapsed (admittedly too
long) between the first and second editions, but only four between the
second and third.

Coverage

The original goal of the book was to have a text for a course in cost
control that I developed at Penn State. But as the book began to be used
elsewhere, in general foodservice management and specialized foodser-
vice financial management and accounting courses, the goals have ex-
panded along with the content. Controlling and Analyzing Costs in Foodser-
vice Operations provides a strong basis for foodservice management based
on the concept of costs. In doing so, it covers personnel, accounting,
marketing, forecasting, financing, menu pricing, and property manage-
ment as they affect costs.

As is pointed out in the first chapter, a foodservice commercial opera-
tion can make more money only by increasing sales or reducing costs.
Increasing sales is often very difficult, but controlling costs is usually very
feasible. Lowering costs through better control can often help increase
sales through better pricing or values. An institution that does not have
to produce a profit has more resources available to clients and employees
through better cost control.

New in the Third Edition

The third edition continues the format of the second edition in dividing
the book into three sections. The first section covers control as a manage-
ment function, management information systems, forecasting, and menu
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pricing and control. The second section covers labor, food, and beverage
control and property management; cost management; and controls. The
third section is devoted to control through financial means, such as
internal control, cost accounting systems, financial statements and their
analyses, budgetary control, and cost—volume—profit analysis. Although
the various chapters present an integrated whole, each chapter is free-
standing, and different instructors may use different sequences in their
classes.

The third edition stresses the importance of the contribution ratio
and how management decisions should be based on their effect on the
operation’s contribution margin. From the first chapter, the student is
made aware of the relationship between costs, volume, and profits.

The third edition also has a greatly expanded emphasis on the role
of computers in foodservice management and control. Although many
new computer printouts are offered, the book stresses that knowing
the underlying necessity and reasons for a computer printout is more
important than just knowing about a printout.

In this revision there is a general updating and upgrading of material
throughout the book. Areas where significant new material has been
added include food management information systems, total quality man-
agement (TQM), indirect payroll costs (especially in health costs), insur-
ance costs, preventive maintenance in property management costs, using
new approaches to cut production costs (such as cook/chill or kitchenless
kitchens), comparative and vertical (common-size) analysis in financial
statements, menu engineering, capacity management of the food delivery
system (flexible capacity strategy and smoothing demand strategy) in
forecasting, and dram shop liability in beverage-cost control.
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California; Susan K. Smith, R. D., of Cleveland Range Inc.; and last but
not least Jerry M. Stein, formerly of USDA and now a consultant to the
industry. We are grateful for their continuing support.

A work such as this requires support from one’s family, and apprecia-
tion must go to my wife, Josephine; Fred’s wife, Kristen Cyphers



PREFACE

vii

DeMicco; and his four young daughters, Courtney, Kyleigh, Lauren, and
Kendra.

Bonnie Henninger deserves much credit for typing and preparing
the manuscript.

Finally, I would like to thank the following people for reviewing
the manuscript: Cheri Suttle, Virginia Polytechnic Institute and State
University; Janet W. Gloeckner, Colorado State University; and John R.
Dienhart, Kansas State University.

JaMEs KEISER
FRrREDERICK J. DEMIcco



Brief Contents

PART 1
INTRODUCTION 1

Chapter 1 The Function of Control and Cost Control 3
Chapter 2 Management Information Systems 27
Chapter 3 Forecasting 55

Chapter 4 Menu Pricing and Control 69

PART II
LABOR, FOOD, AND BEVERAGE CONTROL AND
PROPERTY MANAGEMENT 101

The Problem of Labor Costs 103

Analyzing Labor Costs 117

Chapter Staffing and Scheduling 143

Chapter Other Factors That Influence Labor Costs 159

Chapter 9 Food-Cost Control 199

Chapter 10 Food Purchasing 205

Chapter 11 Receiving 235

Chapter 12 Food Storage Management, Issuing, and Inventory
Control 249

Chapter 13 Preparation and Portion Control 275

Chapter 14 Beverage Control 295

Chapter 15 Some Aspects of Property Management 319

Chapter
Chapter

g Ot

PART III
FINANCIAL CONTROL AND ANALYSIS 343

Chapter 16 Internal Control 345

Chapter 17 Food-Cost Accounting Systems 373

Chapter 18 Financial Statements and Their Analysis 399

Chapter 19 Budgetary Control 429

Chapter 20 Capital Budgeting: Management Decisions in Acquiring
New Equipment 455

Chapter 21 Cost—Volume—Profit Analysis (Break-Even Analysis) 483

Chapter 22 Cost Analysis of a Foodservice Operation 491

Glossary 503
Index 518

ix



Contents

Preface
Brief Contents

PART 1
INTRODUCTION

The Function of Control and Cost Control

Types of Control 4

Importance of Cost Control 5

Cost Control as a Management Function 6
Cost—Volume—Profit Relationship 8
Contribution Margin 9

Traditional Control Theory 12

Prime Costs 14

Behavioristic Approach to Control 14
Costs 16

Absentee Ownership or Management 17
Relationship with Quality Control 17
Total Quality Management 18
Cost—Benefit Relationships 20
Uncontrollable Costs 21

Managerial Concern 21

Percentage Systems 21

Financial Control 22

Summary 23

Key Terms 24

Review Questions 25

Problem 25

Management Information Systems

Elements of an MIS 28

Complaints and Misconceptions about an MIS 30
Electronic Spreadsheets 32

Foodservice Management Information System 33
Computer Applications in Foodservice Cost Control
Menu Planning Module 36

ix

27

xi



xii

CONTENTS

Sales-Analysis Module 39
Purchasing Module 39

Inventory Module 41
Food-Production Module 43
Recipe Costing 45

Production Scheduling 45
Postcost Module 45

Labor-Cost Module 47
Backoffice~Accounting—General Ledger Functions 47
Point-of-Sale (POS) Registers 49
Nutritional Analysis 49

Other Foodservice Computer Applications 50
Catering 50

Privilege Control Systems 50
General Software Applications 51
The Total System 51

Data Input and Transmission 52
Summary 52

Key Terms 53

Review Questions 53

Problems 53

Forecasting 55

Total Covers to Be Served 57

Forecasting Menu Item Quantities 58

Computerized Forecasting 60

Capacity Management of the Foodservice Delivery
System 60

Running Out of an Item 64

Quantitative Methods in Forecasting 64

Summary 67

Key Terms 67

Review Questions 67

Problems 68

Menu Pricing and Control 69

Menu Planning 70

Contribution to Overhead and Profit 73

Menu Pricing Factors 74

Menu Pricing Methods 77

Quantitative or Rational Approaches to Menu Pricing 78
Labor-Cost Calculations 84



CONTENTS

xiii

Energy-Cost Calculations 88

Measuring Menu Effectiveness 88

Menu Profitability and Popularity Comparisons 89
Summary 97

Key Terms 97

Review Questions 97

Problems 98

PART II

LABOR, FOOD, AND BEVERAGE CONTROL
AND PROPERTY MANAGEMENT 101
The Problem of Labor Costs 103

Unique Foodservice Labor-Cost Problems 105
Payroll Determinants 105

Actual Labor Costs 106

Productivity 107

Kitchen versus Factory 108

Cost-Solving Approaches 109

Employee Morale 110

Management and Productivity 111

A System for Employee Control and Productivity 111
Summary 114

Key Terms 114

Review Questions 114

Project 115

Analyzing Labor Costs 117

Labor Cost as a Percentage of Sales 119

Work Production Standards 121

Determining Work Production Standards 122
Using Work Production Standards in Scheduling 123
Examples of Typical Analyses of Payroll 124

Bar Charts 129

Computerized Technology for Labor Records 136
Summary 138

Key Terms 138

Review Questions 138

Problems 139



xiv

CONTENTS

7 Staffing and Scheduling

Staffing 144

Staff Equivalents 146

Part-Time Workers 147

The Importance of Scheduling 147
Difficulties in Foodservice Scheduling 147
The Scheduling Process 148

Types of Schedules 149
Scheduling Patterns 150

Activity Patterns 151

Scheduling Guides 151
Computerized Scheduling 154
Summary 156

Key Terms 156

Review Questions 156

Problem 156

Other Factors That Influence Labor Costs

Job Evaluation 161

Absenteeism 167

Turnover 171

Overtime Control 174

Safety and Accident Prevention 175

A Formal Safety Program 177

Wellness Programs 179

Evaluating Corporate Wellness Investment 180

Levels of Wellness Programs 182

Control Reports 187

Fringe Benefits 189

Medical Benefits 193

Deferred Compensation and Retirement Plans
(Pensions) 193

Profit Sharing 194

Summary 195

Key Terms 196

Review Questions 196

Problems 196

Project 197

Food-Cost Control

Purchasing 201
Receiving 201
Storing 201

143

159

199



CONTENTS

10

11

Portion Control 202
Serving Control 202
Summary 203

Key Terms 203
Review Questions 203

Food Purchasing

Changes in Food Purchasing 207
One-Stop Purchasing 208

Who Should Purchase? 210
Purchase Quantities 211

Economic Order Quantities 213
The Best Cost 214

Purchasing Methods 214

Contract Purchasing 216

Purchase Size Determination 217
Steward’s Market Order Sheet 217
Standard Specifications 221
Bargains and Overbuying 222
Yield Factors (AP and EP Costs) 223
Forecasting Food Needs 224
Standing Orders 225

Salespeople’s Visits 225

Written Purchase Orders 226
Can-Cutting Tests 226

Trade Credit and Payment Policies 226
Cost of Deliveries 228

Ethics in Purchasing 229
Procurement Planning 229

Value Analysis 230

Summary 231

Key Terms 232

Review Questions 232

Problems 232

Receiving

Functions of Receiving 236

Essentials for Effective Receiving 237
The Receiving Clerk’s Daily Report 239
A Daily List of Deliveries 239

Dating Perishables and Groceries 242
Meat Tagging 242

Pricing Merchandise 243

Xv

205

235



xvi

12

13

CONTENTS

Invoice Stamps 243
Blind Receiving 244
Credit Memorandums 244
Collusion 245

Some Receiving Pitfalls 245
Receiving Procedures 246
Computerization 247
Summary 247

Key Terms 247

Review Questions 248
Problem 248

Food Storage Management, Issuing, and
Inventory Control 249

Food Storage Management 250
The Storeroom (Dry Storage) 251
Refrigerated Storage 256

Frozen Food Storage 259

Issuing 260

Computerized Issuing 264
Inventory Control 264

Physical Inventory 265

Inventory Turnover 270
Perpetual Inventory 270
Computerized Inventory Control 271
Summary 273

Key Terms 273

Review Questions 273

Problems 274

Preparation and Portion Control 275

Forecasting 276

Food Production Sheet 276
Factory Production Techniques 285
Cook/Chill Systems 286
Kitchenless Kitchens 288
Ingredient Rooms 289
Portion Control 291
Summary 294

Key Terms 294

Review Questions 294
Problem 294



CONTENTS

14

15

16

Beverage Control

Defrauding an Operation 297

General Beverage Control Practices 298
Beverage Purchasing 300

Receiving 301

Beverage Storage 302

Inventorying 304

Issuing 306

Pricing 307

Beverage Cost-Control Systems 308
Integrated Beverage Control Systems 312
Dispensing Drinks 314

Dram Shop Liability 315

Summary 315

Key Terms 316

Review Questions 316

Problems 317

Some Aspects of Property Management

Energy Management 320
Measurements of Heating Energy 321
Electrical Rates 321

Comparing Gas and Electric Rates 322
Sensible and Latent Heat 323
Controlling Kitchen Fuel Costs 323
Climate Control (HVAC) 328

Water 330

Energy Committees 331

Preventive Maintenance 332

Risk Management 334

Summary 338

Key Terms 339

Review Questions 339

Problems 340

PART III

FINANCIAL CONTROL AND ANALYSIS

Internal Control

Accounting Definition 346
Security 349
Employee Theft 351

xvii

295

319

343

345



xviii

17

18

CONTENTS

Patron Theft 353

The Cashier 354

Robbery and Burglary 355

Key and Lock Control 356
White-Collar Crime 357

Theft Investigations 359

Cash Registers 360
Point-of-Sale (POS) Systems 360
POS Configurations 362
Prechecking Systems 363
Restaurant Guest Check Control 364
Guest Check Handling 368
Summary 369

Key Terms 370

Review Questions 370

Problems 371

Project 371

Food-Cost Accounting Systems

Food-Cost Accounting Functions 374

Cost of Food for Employee Meals 378
Percentage Control Systems 380

Summary of Food Cost and Sales 383

Sales Mix 385

Standard-Cost Systems 385
Precost—Precontrol Accounting Systems 390

Steps in a Computerized Precost—Precontrol System 391

A Standard Food-Cost Accounting Application 393
Summary 394

Key Terms 394

Review Questions 394

Problems 395

Financial Statements and Their Analysis

Financial Statements 401
Analyzing Financial Statements 409
Types of Financial Analysis 409
Analyzing Sales 416

Analyzing Expenses 419

Analyzing Cost Percentages 419
Profitability Ratios 423

Summary 424

Key Terms 425

373

399



CONTENTS

19

20

21

xix

Review Questions 425
Problems 425

Budgetary Control 429

What Is a Budget? 430

Advantages of Budgets 431

Disadvantages of Budgets 432

Factors to Consider in Budget Preparation 432
Adding Flexibility to the Budget 439
Institutional Budgeting 443

Summary 452

Key Terms 453

Review Questions 453

Problems 453

Capital Budgeting: Management Decisions
in Acquiring New Equipment 455

Capital Budgeting 456
Economy Study 457
Anticipated Pay-Back Period 460
Anticipated Rate of Return 461
Cost Categories 462

Time Value of Money 463

Tax Considerations 465

Net Present Value Method 466
Internal Rate of Return 471
Borrowing 475

Leasing 476

Summary 478

Key Terms 478

Review Questions 479
Problems 479

Cost—Volume—Profit Analysis
(Break-Even Analysis) 483

Preparing a Break-Even Chart 484
Disadvantages of Break-Even Analysis 488
Contribution Margin 489

Summary 490

Key Term 490

Review Questions 490

Problem 490



