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ABSTRACT

Profitability analysis is a tool which enables tlisers to evaluate
company’s performance. Customer profitability asayidea is to figure out the
customer service activities and cost drivers t@mheine the profitability of each
customer or group of customers. The use of custopnefitability analysis
appears as a powerful tool to allow managemenbtwsider the cost and profit
from a customer perspective. The information isliapple in decision-making
process to support long and short-term customateeldecision. The research is
accomplished by using a case study over the da2d@®. Under activity based
costing approach, the cost-to-serve for each cumtosegment has already
identified. Based on its revenue and cost levelesaustomer types are found,
individual segment and group segment as an oppstiticustomer who needs a
low cost-to-serve and company segment classifiegchgever customer who has
the highest income but also requires the highest-toeserve. The result allows
the hotel management to identify the non-value dddetivity and which
customer segment requires the high customer cestrice, so that the
management can set the strategy to manage thamdsimprove its competitive

advantage.

Keywords: customer profitability analysis, activity-based costing, value added,

non-value added, competitive advantage



CHAPTER |
INTRODUCTION

1.1Background

Profitability analysis is a tool which enables ters to evaluate
company’s performance. It is used to estimate hbéhreturn and risk
characteristic of a company. It also allows us tstimuish between
performance primarily attributed to operating dexis and those that are
tied to financing and investing decisions (Wild02{.

Customer profitability analysis idea is to figuratahe customer
service activities and cost drivers to determine phofitability of each
customer or group of customers. The customer sergre means all
activities to complete the sale and to satisfyditomers’ demand.

Using customer profitability analysis will bring gsiificant
advantage towards the company. Management will ody receive
information about their revenue but also measurethdr their key
customer is as profitable as expected or in conttesrease a significant
portion of company’s value. Thus, the customer ifability analysis is
critical to the company since it enables the mamege to re-evaluate the
customers and take a strategic decision over whigdtomer segment
should be kept and improved, or even eliminatedvpmwc.com, 2009).

As profitability analysis can be applied to mangas of industry,
hotel sector exists within a tight competitive metrkin order to improve

its financial performance, hotel industry segmentieeir customers by



expanding multiple product features and servicaweSit offers services,
the existence of this business depends on the nuofilits customers. The
more customers it has, the higher the revenue. biader, the main goal
of the hotel is to attract more guess to use tkeivice. The use of
customer profitability analysis in hotel industrylivinelp the management
to identify which customer contributes a higherame and which brings
loss to company.

Along with the effort in determining the most ptafle customers,
hotel industry is the best area to do a researohtatustomer profitability
analysis because hotel management has segmentetisners based on
the various services. It means each customer arpgod customer will
contribute different amount of profit.

Pangeran Beach Hotel, as one of the most favooitel focated in
Padang, offers different services toward its custemThe various type of
service offered by Pangeran Beach Hotel is theoreagy author would
be likely to do a research in the company. The icapbn of customer
profitability analysis in this company can perfgcteflect the group of
customers who contribute a higher income to thepaom.

Since its income contributed mainly by its custandPangeran
Beach Hotel's management focuses most at custorsatisfaction. The
management purpose is the satisfied customers spitad a positive
word-of-mouth, and recruit new customers, whichrelase customer

acquisition cost. Moreover, management believest thastomers’



satisfaction can reduce the risk associated witeh chow from its
customers.

In order to maximize its profit, cost to serve cusérs is also a
main consideration of a company. To determine thet of serving
customers and set the basis for evaluating thatabdity, there are two
approaches that can be applied; traditional metiod activity based
costing method. Under traditional method, manageérassumes the cost
used is equal that is why in term of hotel indugtey cost-to-serve to the
customer is the same. Activity based costing treass with different way
as the traditional does. Under this method the iscs$signed based on the
service offered. Activity based costing simply po®s useful information
for pricing its services and identifying activiti®ghere the costs can be
reduced or value added.

The use of customer profitability analysis in hotelustry appears
as a powerful tool to allow management to consttier cost and profit
from a customer perspective. This information ipligable in decision-
making process to support long and short-term custaelated decision.
It simply is a key to improve hotel operating penfiance.

For above reasons, the author would like to do résearch
entitled:

“Customer Profitability Analysis Using Activity Based Costing
Approach to Improve The Company’s CompetitivenessA Case Study

of Pangeran Beach Hotel”



1.2 Problem Definition

Based on the background above, the proposed isane be

formulated as follow:

1.2.1 What are the activities related to customers?

1.2.2 Which customer segment contributes a significantomme;
individual, group or company customers?

1.2.3 How could customer profitability analysis be usedirhprove the

company’s competitiveness?

1.3Research Objective
The purposes of this paper are:

1.3.1. To identify the activities conducted by the hotdlieh are related
to customers

1.3.2. To define the most profitable customer segment betwseveral
types of customers

1.3.3. To show how the customer profitability analysis Idomprove the

company’s competitiveness



1.4 Research Benefit
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Describes the implication of profitability analysising activity
based costing to current hotel industry.

Allows management of hotel to calculate and underbt
profitability at the individual customer and sewitevel and to
analyze the revenue and cost driver

Provides the revolutionary insight over companyfue

Shows some of the customer segments which were dfoun
unprofitable

Allows other parties to do similar research sinbe tresearch
relating to profitability analysis in service conmpaes particularly
in hotel industry is still limited

Defines which customer contributes a higher incobstween
various types of customers

Improves the understanding of hotel market segraedtcustomer

profitability



CHAPTER I
RESEARCH METHODOLOGY

3.1 Research Method
The research is accomplished by using acase suahtloe data of
2009 since the new data of 2010 has not been @mebgrthe management
of hotel. This type of research is chosen becauseables the description
of specific problem and the action to solve it. STlpproach includes
cyclical process in which the researcher startd whie initial analysis,
fact-finding, observation through planning, actoatand evaluation, and
back to fact-finding and repeat the process again.
3.2 Scope of the Resear ch
3.2.1 The research focuses only on room service
3.2.2 The cost used is limited to cost related to custometivity
excluded room cost such as depreciation of buildimdj facilities
3.2.3 This research focuses on the customer profitabditgr type of
customers of Pangeran Beach Hotel, those are:ithdily group
and company customers.
3.2.4 The data used for this research is internal dateotsl for 2009
3.3 Research Variable and M easur ement
3.3.1 Customer cost: is measured through ABC
3.3.2 Customer revenue:is measured by room revenue it B@Sed on

customer segment

Customer profitability = customer revenue — custoowmst



CHAPTER YV
CONCLUSON

5.1 Conclusion

Based on the research conducted, there are seagraities to
customer identified in Pangeran Beach Hotel. Thavsewelcoming guest
activity which handles all administration proce$sgoests, guest service
activitywhich is aimed to maximize the customerisfattion, room
maintenance activity included cleaning up the rowhile the room
booked or after the check-out process, and bilfintjvity which is used
for billing customer with indirect payment.

All customer segment; individual, group and compangtomer,
contributed significant income to the hotel witle ttelative profitability up
to 70%. Each customer segment then classified sateeral types of
customer; company segment as achiever which cotésthigh amount of
revenue and needs high cost-to-serve, individudl gnoup segment as
opportunistic customer having low revenue as welba cost.

The customer profitability analysis using activitgsed costing in
Pangeran Beach Hotel has successfully examineatubtmer cost-to-
serve for each customer segment. The result allbevdotel management
to identify the non-value added activity and whichstomer segment
requires the high customer cost-to-serve, so tl@atmanagement can set

the strategy to manage the cost and improve itgetitive advantage.



5.2 Resear ch Limitation

In doing this research, there are several limitetithat prevented

the perfection of the result:

5.2.1. The cost used in this research is provided by theagement of
hotel without further inspection for the reliabyliof the data

5.2.2. The calculation of salaries and uniform cost tavéets is based
on the estimation since the actual rate of emplay®et obtained

5.2.3. Since the hotel has not adopted the activity bassting approach

yet, it will reduce the accuracy of customer padiitity analysis

5.3 Recommendation
5.3.1 The hotel management should make a new stratedgwer the
customer cost-to-serve in order to maximize thdifro
5.3.2 The next research should be conducted in other aniep which
have various market segments so the result of mesto

profitability analysis can be clearly seen.
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