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Vacancy is an issue faced by most hotel companies. For reasons such as competition, location,
seasonality and/or lack of branding, many hotels operate at less than full occupancy during peak
seasons. Vacancies also exist because some hotels choose to leave rooms vacant based on the
premise that an empty room is better than a full room sold at a reduced rate.
This notion may stem from the fear that if some rooms are sold at a discount in the short term,
then all rooms will need to be sold at a discount in the long term. Hoteliers may also be reluctant
to partner with wholesale travel companies or tour operators out of fear of losing some control.
Regardless of the reason, the end result is the same; should these rooms remain vacant
indefinitely, a hotel may be limiting its income generation and market penetration. With less
income and a smaller market, hotels may suffer from the following:
•
•
•
•
•

a perpetual loss of income;
an inability to meet the cash flow demands of the business;
an inability to meet refurbishment costs to remain competitive;
a greater need to reserve funds for capital programs; and
an increase in costs to develop new markets.

Based on these issues, it would appear that additional room revenues, even at discounted rates,
are beneficial to the bottom line.
Room Departmental Revenues and Costs
An increase in occupancy will have a direct impact on room departmental revenues as well as
costs. Typical room costs range between 20 and 30 per cent of room revenue, which leaves 70 to
80 per cent of the additional revenue available for contribution towards other departmental costs,
undistributed costs and fixed costs.
Other Departmental Revenues and Costs
An increase in occupancy will also provide additional revenue to other departments such as food
and beverage, telephone and laundry. However, this increased occupancy will also lead to an
increase in departmental costs. Departmental costs are also often expressed as a percentage of the
associated revenue. Although these costs will be higher, the departmental profits will be higher
in absolute terms.
Additional Costs
Undistributed costs are typically a function of total revenues and, as such, they will increase with
additional room revenue. Fixed costs, on the other hand, tend not to fluctuate with rooms sold
and will therefore not increase with additional room revenue.
The following table illustrates how a 20 per cent increase in the occupancy rate will increase
revenues, revenue per available room and income before fixed expenses. This example reflects a

hotel with 100 rooms, 50 per cent occupancy and a $90.00 average daily room rate.

On the one hand, by selling an additional 10 rooms at one-half the regular room rate:
• RevPar increases by 10 per cent;
• total revenue increases by 16 per cent;
• departmental income increases by 14 per cent; and
• income available to cover fixed expenses increases by 12 per cent.
On the other hand, this increased occupancy also causes:
• the average daily room rate to decline by eight per cent;
• departmental costs to increase by 17 per cent; and
• undistributed operational expenses to increase by 15 per cent.
Although there are several potential benefits associated with achieving higher occupancies - such
as increased RevPar, revenues, cash flows, profits and market penetration - there are potential
downsides as well.
As illustrated, there will be a reduction in the average daily room rate as well as increases in
departmental costs and undistributed operating expenses. Additionally, there will be a breakeven

point when the discounting of room rates is no longer profitable. Provided that hoteliers
understand and consider these issues in the context of their operations, then the additional
income from increasing occupancy can contribute to keeping a hotel competitive by providing
extra funds for refurbishment, capital programs and marketing. So, vacancy does not necessarily
have to leave you with an empty feeling or an empty pocket, if this vacancy is turned into profits.
This example does not represent an actual hotel and only reflects one possible solution. We
recommend that any hotel contemplating a solution to a vacancy issue or other operational
concerns perform a more detailed analysis, including sensitivities and breakeven, to ensure the
optimal solution is achieved. Assistance from a hospitality industry specialist should also be
considered.
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PricewaterhouseCoopers LLP (www.pwcglobal.com) offers a wide range of hospitality expertise globally through
our Real Estate and Hospitality & Leisure Practices, which are the largest dedicated consulting groups of their kind
in these industries. We specialize in providing professional services to owners and operators of real estate, hotels
and resorts. There is also a company offering specific solutions to vacancy by way of private capital and travel
management programs. This company is known as CTEX Group (www.ctex.com), with offices in Toronto, New
York, London and Barbados.

