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Abstract 
In the current global economic climate, companies are being forced to look at efficiencies in 
order to remain in business and sustain themselves longitudinally. With business competitors 
maximising efficiencies, thereby reducing their prices, businesses that avoid such endeavours 
typically lose customers, become bankrupt, and are often forced to close. This study centres 
around the debate as to whether the increase proposed by Eskom in 2013/2014 of 16% is 
warranted and aims to quantify the actual cost of the difference between the proposed 16% 
and the 8% typical electricity increase over the next five years on the profitability of hotels. 
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INTRODUCTION 
Due to financial constraints that many South African companies are experiencing as a result 
of the 2008 global recession, which has had lingering consequences, companies are cutting 
back on unnecessary expenses in order to try to maintain profitability levels. 
 
This research aims to assess the impact of the electricity increases over the next five years at 
the level authorised by the National Energy Regulator of South Africa (NERSA) as well as 
the level requested by Eskom in 2013, and determine at each increase level if the increase 
will have any serious repercussions on the profitability of hotels in the three and four star 
sector in KwaZulu-Natal over the next five years. 
 
In order to determine historic average profitability (2009 to 2013), the historic profitability is 
calculated, split between the revenue and expense sectors, and this calculation is utilised as a 
base for forecasting revenue and expenses over the next five years without a change in 
electricity levels. The historic revenue and historic expenses set the trend for the forecast over 
the next five years. The electricity variable at the two levels is then be introduced, which then 
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determines if there is likely to be a drastic change at each expense level, leading to a 
reduction in profit (Schroeder, Goldstein and Rungtusanatham, 2011). 
Due to the fact that electricity costs account for a large part of hotel expenses, had Eskom 
been granted a 16% increase it would have had a huge impact on the hospitality industry’s 
profitability. Even though the 8% increase has been approved at this stage, Eskom remains 
adamant that they require the 16% in order to “keep the lights on”. The fact remains at this 
stage that the power grid is under stress, and without more revenue for Eskom, the projected 
plans to stabilise the grid may not be financially viable for them, unless more income is 
attained. It is, therefore, entirely feasible that in the next few years a sizable increase in 
electricity tariffs will be approved. 
The objectives of the study are: 

 To calculate the average profitability from 2009 until 2013 in order to determine 
the profitability trend and to utilise the historic data to forecast the profitability 
for the next five years; 

 Using the historic trend from 2009 to 2013 as a baseline, to determine the 
forecasted average profitability of Hotels for the next five years at the approved 
8% Eskom increase as well as at the 16%; 

 To determine whether the average profitability at the 8% level as well as the 16% 
level for the next five years will be significantly different to the historic 
profitability. 

 
For the purpose of establishing the forecasted profitability for the next five years, the 
assumption is made that revenue increases remain proportionate to the period between 2009 
and 2013 (as calculated based on historic data), expenses (excluding electricity usage) remain 
in line with the current CPI of 6% and the average profitability from 2009 to 2013 equates to 
the expectations of the shareholders. 
 
Utilising five historic years of profitability as the baseline trend is a feasible period to use, 
since the period prior to the 2008 global recession would abnormally distort the revenues. As 
the global recession brought about major changes in the hospitality industry, profitability 
during this period should not be utilised as that data would abnormally distort forecasting. 
 
LITERATURE REVIEW 
 
The implications of exorbitant price increases on shareholders, individuals and businesses are 
discussed, as well as touching on long-term implications for the country as a whole. The 
comments and expected consequences of high electricity price increases are noted from 
various parties in the business community as well as labour unions. 
 
Business Reports and Articles 
The following articles relate to the period prior to NERSA’s rejection of the 16% increase 
and only approved an 8% increase. Rossouw (2012), chairman of the Energy Intensive Users 
Group, stated the following, “We have reached a tipping point.  Industry is shutting down. 
We are subsiding people who don’t have jobs and are shutting down industry to do it. Every 
job lost here is a job gained in China (where industry is moving to).” The article points to 
Eskom’s inefficiencies as well as the fact that Eskom has no market competition, which leads 
to exorbitant price increases. 
 
In a statement issued by the National Union of Metal workers of South Africa (NUMSA), 
they stated that 37.5% of companies that they surveyed anticipated that they would have to 
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shut down if the Multi Year Price Determination 3 (MYPD3) of 16% proposed by Eskom 
was implemented. They also stated that all companies, except one, stated that they would 
have to retrench employees if the 16% increase was approved. NUMSA also stated that seven 
foundries closed in the last three years prior to the article (2009 to 2012) due to an increase in 
operational costs such as electricity. 
According to Vecchiatto (2012), Peter Haylett, chairman of the Chambers Industries Focus 
Portfolio committee said that, after the approximate 25% annual increases recently and the 
recent proposal of 16% for the current year, the industry is “still reeling from the shock of the 
last few years’ increases.” He stated that the MYPD3 increase requested by Eskom would be 
a “fatal blow” to many small businesses and will cost people their jobs. In the same article, 
Haylett also declared that alternative power sources should be considered as the cost may 
seem large now, but in view of Eskom’s plans to increase the tariffs so drastically, the cost 
may actually not be that extensive. 
 
Vecchiatto (2013) notes that after NERSA had given its decision on the increase, Eskom 
could charge 8% but did not deserve a 16% increase, as Eskom’s inefficiencies should not be 
funded by its customers. Eskom’s buyback programme, where customers were paid to shut 
down operations at certain times, conserving electricity usage, was reported as forecasted to 
cost R8.5 billion was one of the inefficiencies declared. 
 
This article also reports Eskom’s forecasted reserve electricity supply was only 
approximately 1%, but that the heavy manufacturing sector, which requires more electricity 
than light manufacturing, is dropping. Thus, it requires less power, and, thus, Eskom may in 
fact have an oversupply of electricity going forward. 
 
According to Eskom (www.eskom.co.za), price increases are affected on 1 April annually 
and they declare their average price increases over the past 5 years according to Table 2.1, 
below. 
 
Table 2.1: Actual average Eskom price increases 2008 to 2012 

 Actual average price increase CPI (Consumer Price Index) 

2007/8 5.9% 5.2% 

2008/9 27.5% 10.3% 

2009/10 31.3% 6.16% 

2010/11 24.8% 5.4% 

2011/12 
 

25.8% 4.5% 

Source: www.eskom.co.za. 
 
As can be seen by these figures, Eskom average price increases have been extraordinarily 
high since 2008, as compared to the CPI, which is described on the Statistics SA online 
website as a measure of consumer inflation. Since most employee increases revolve around 
CPI annually, the population at large are feeling the effect of higher electricity prices than 
their annual increases, which will reduce their standards of living, as the money that they 
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would have been used for other household items will now not be available as they need to 
pay increasingly large electricity bills. Businesses also usually build their price increases on 
their products around CPI, and, due to higher electricity bills, are feeling the effect of revenue 
streams increasing by CPI, yet their electricity expenses increase much more drastically. 
 
According to Faku (2013), 2013 inflation is expected to be approximately 5.6% and 5.5% in 
2014. Eskom’s MYPD3 applied for the increase in 2013, which runs from 1 April 2013 until 
31 March 2018. The 16% is opposed by business, labour unions as well as NGO’s. The 
proposed increase will have “devastating implications” with electricity costs increasing by 
46% over the period (Faku, 2013). 
 
Faku (2013) denotes that the platinum and gold mining industries alone will face an 
additional R860 million in electricity costs in 2013, using the 8% increase approved by 
NERSA. They also mention that South African manufacturers will face a disadvantage, since 
the electricity prices in the BRIC countries (Brazil, Russia, India and China) have reduced 
their electricity prices by approximately 30%. 
 
These articles highlight that the 16% increase in electricity will adversely affect the export 
industry in South Africa, as their operational costs are increasing. However, in other countries 
that have reduced their electricity prices, their operational costs are in fact reducing due to 
their electricity prices being reduced. This puts South African businesses in a position where 
they have to accept lower and lower profitability results and hold their selling price or be 
pushed out of the market due to overpricing. This can have devastating long-term 
implications for South African exports and South Africa as a whole. 
 
These articles also highlight the fact that a drastic increase in expenses will necessitate 
organisations to cut other expenses and that jobs are usually the first to be cut. If that were to 
occur, many more people in the country would be out of work, and this will place even more 
pressure on the government and tax payers. Crime is likely to increase, as people need to feed 
their families and will do what they have to in order to do that. As it is, crime is 
extraordinarily high in South Africa and this does already deter some foreigners from coming 
to the country on holiday and negatively impacts the tourism industry and money, which 
would have been brought into the country and could have been used for the betterment of the 
country. An increase in the already high crime rate could have devastating implications on 
the future of the tourism industry. 
 
Terblanche (2013) states that after NERSA’s decision to grant Eskom an 8% increase, the 
question arose as to a reliable future supply of electricity. Eskom had stated that without the 
16% increase, they could not guarantee that the rolling blackouts of 2008 would not return. 
 
He said that even at the 8% increase level, customers would see an approximately 46% 
increase over the next five years, and that, for the large energy users, this 8% increase would 
actually equate to between 8% and 11% increase, though the actual increase for these 
customers is not yet clear. 
 
The above average increases in the past six years have resulted in lower profits in the mining, 
agriculture and steel producing sectors (Burkhardt, 2013). Shaun Nel, director at Energy 
Intensive Users Group of Southern Africa, states that the electricity price increases have 
contributed significantly to the economic slowdown as well as job losses in the past few years 
(Burkhardt, 2013). These articles are all in agreement that high electricity increases have 
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made, and, will in future make job losses higher. For all the above average increases in 
electricity usage in South Africa, organisations are reaching the point where they can no 
longer absorb the additional electricity burden. 
 
A sensitivity analysis can be used to determine how forecasted performance can be affected 
by changes in the assumptions utilised to build a forecast. This analysis can be utilised to 
compare various scenarios and the projected outcome of each scenario analysed in order to 
make management decisions. A sensitivity analysis can be used in almost any activity or 
system, and the benefits are more informed decision-making as well as outcome predictions. 
Techniques involve identifying factors that can affect the outcome of an activity and 
determine how such activities will be affected by various scenarios (Laidre, 2013). 
 
A sensitivity analysis is a technique used to determine how variables can impact a dependant 
variable based on certain assumptions. The technique must be based on specific boundaries 
dependant on certain variables. This can be used to predict the result of a decision if a certain 
key component turns out to be different to the forecasted component. 
(http://www.investopedia.com/terms/s/sensitivityanalysis.asp). This article agrees with the 
article by Laidre (2013) stating that the sensitivity analysis is useful when determining the 
impact of the actual outcome if a particular variable differs from the initial assumption. 
 
Various types of sensitivity analyses exist, amongst them, partial sensitivity analysis, best 
case and worst case scenarios and break-even analysis (Cost-benefit knowledge bank for 
criminal justice; http://cbkb.org/toolkit/sensitivity-analysis/). In partial sensitivity analysis, 
one variable is selected and its value changed, whilst all other variables are held constant. 
The resulting impact will then be analysed to see what the reaction of the one variable 
changing will make on the item being studied. 
 
In best case and worst case scenarios, only the best case and the worst case are examined, 
and, in break-even analysis, the point at which the benefits outweigh costs, or, the neutral 
point, is determined. For the purpose of this study, the partial sensitivity analysis will be 
used, although, there seem to be many more varieties of sensitivity analysis dependant on the 
industry studied. However, these will not be specified here as they are not of significance to 
this study. 
 
European hotels, which make up almost half of the entire world’s hotel rooms (90% of which 
are made up of small to medium-sized hotels, and the 10% balance being large chain hotels), 
estimated an average energy use to be in the range of 305 to 330 kWh per m2 per year (Hotel 
Energy Solutions, 2011). Although this cannot feasibly be used as a South African 
benchmark, it is an interesting statistic that can be utilised in a more in-depth study on 
electricity consumption. For the purposes of this study, the focus will be on total cost. The 
article also raises issues with regard to energy efficient technologies, renewable energy 
technologies as well as an overview of energy consumption in a hotel and factors influencing 
hotel energy consumption. 
 
An overview of initiatives and tools for improving hotel energy performance as well as 
energy efficient technologies that specify methods for reducing power consumption could 
possibly be incorporated into South African hotels, where feasible, in order to help reduce 
power usage as an additional measure. 
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Energy consumption accounts for approximately 3% to 6% of total running costs in European 
hotels. A cogeneration project (in which electricity is utilised in conjunction with an 
alternative power source such as solar power) is an investment project that will entail capital 
expenditure in order to gain the asset that will serve to reduce electricity consumption and 
electricity expenses in the foreseeable future. The potential benefits to the hotels’ include 
reduced electricity cost, a more reliable power supply as well as better power supply quality 
(http://www.inescc.pt/urepe/chose/energy.htm). 
 
All the various articles and studies mentioned above all point to the fact that electricity 
supply has a marked impact on profitability, and this study will indicate the extent to which 
the current increase of 8% will have on the profitability of the hotels. The 16% increase will 
be utilised to determine the impact of this increase if it had been accepted by NERSA. 
Utilising the partial sensitivity analysis as described above, the variable which will be tested 
and adjusted will be the electricity cost, whilst all other variables will remain constant. 
RESERCH METHODOLOGY  
Target Population 
The target population was the financial managers, the general managers as well as 
administrative personnel at the hotels. The reason that these people were targeted is that they 
are the people who can more readily understand the correlation between the electricity price 
increases and the profitability of their hotels. They are the people who have a deeper insight 
into the fundamental dynamics of revenue, expenses and profitability, as well as being the 
people who deal with or who have an understanding of the owners of the hotels, and, as such, 
understand the expectation of the owners with regard to financial requirements. The target 
population was approximately 228 people. 
 
Limitations of the Study 
A limitation of any study would be anything that would limit the reliability of the study. In 
this study, the fact that only five of the fourteen hotels in KwaZulu-Natal’s particular hotel 
group could be utilised can be deemed to be a limitation. Unfortunately, the other data were 
not sufficient, as many of the other hotels data were only partial, as they had been purchased 
by the group within the last five years and the data could, therefore, not be used. 
Owners, thereby ensuring that all hotels submitted the data as requested in good faith. 
Ethically, the rights of participants and hotel owners have, thus, been respected in this study. 
RESULTS, DISCUSSION AND INTERPRETATION OF FINDINGS 
 
Introduction 
Expenses can be broadly categorised into fixed expenses and variable expenses. Fixed 
expenses are expenses that are, by nature, fixed and do not change with the fluctuation of 
room nights sold, or units of output (in the case of a manufacturing entity). Fixed expenses 
include expenses such as permanent salaries and equipment rentals. Variable expenses are 
expenses that change based on a variable such as number of room nights sold (in the case of 
hotels), or units of output (in the case of manufacturing entities). 
 
In the hotel industry, variable expenses are mainly based on the number of room nights sold 
or total revenue, depending on the logical reasoning behind the specific expense. Variable 
expenses that are based on room nights sold include expenses such as guest supplies 
(shampoo, soap, and other supplies for use by guests in the rooms) and pre-printed stationery 
(paper that is utilised for printing items utilised in guest rooms, such as welcome cards and 
telephone note books, as well as invoices). Electricity is also categorised as a variable 
expense based on number of room nights sold. The reasoning behind this is that each room 



5, 2014Vol. 2, No.           Journal of Research and Development 
 

56 
 

that is sold would typically use a certain amount of electricity to power room items such as 
the television, air conditioner, lights, kettle, hairdryer and fridge, which are not utilised whilst 
the room is vacant. Though there is electricity consumption in other areas of the hotel that are 
not related to number of room nights sold, such as administration areas, and, to a certain 
degree, some kitchen, restaurant and bar areas (due to banqueting functions not necessarily 
related to number of room nights sold, as some banqueting functions only hold the event in 
the hotel, and the delegates leave after the function), this small portion of non-room related 
expenses is insignificant when viewed relative to total power usage. 
 
Before looking at the data received, it is worth noting that Management Controllable Profit 
(MCP) is profit before expenses such as rates and taxes and owners rentals. These expenses 
are, by themselves, very large, but are uncontrollable from a management point of view. The 
MCP, thus, appears large due to the focus on MCP, and not bottom-line profit, but this will 
be sufficient in order to gauge the difference between the two increase proposals as set out in 
the previous chapters. The expenses listed after MCP is not pertinent to this study, and, thus, 
are ignored for the purpose of this study. The focus is on the variance between the calculated 
MCP at the two electricity increase levels. 
 
Data  
In order to calculate the effect of an 8% as well as a 16% increase in electricity may have on 
hotels, the revenue, RNS, RNA, MCP and Electricity consumption were provided by five 
hotels. This has been provided for five years from the financial years 2009 to 2014. 
In Tables 4.1, 4.2, 4.3, 4.4 and 4.5, each sample hotel data is individually listed and 
calculations are done to determine the following: 

 Occupancy percentage (RNS divided by RNA); 
 Electricity consumption per RNS (electricity consumption divided by RNS); 
 Electricity consumption per RNA (electricity consumption divided by RNA); 
 Revenue per RNS (revenue divided by RNS); 
 Revenue per RNA (revenue divided by RNA); 
 MCP per RNS (MCP divided by RNS); and 
 MCP per RNA (MCP divided by RNA). 

 
These calculations were done per sample hotel per year. When looking at the calculated 
values and the graphical representations of the data in Figures 4.2 through to Figure 4.2, it is 
clear that the sampled hotels occupancy, electricity per RNS, revenue per RNS and MCP per 
RNS differ greatly between hotels. However, a clear increase trend can be seen in the 
electricity per RNS in all but one hotel (Sample 2). This could be due to the particular hotel 
putting policies and procedures in place to increase efficiencies with regard to power 
consumption. 
 
All other data looks relatively stable, with a general increase pattern evident, although in 
some instances (Hotels 1 and 5), the revenue per RNS has decreased. This can only be due to 
the unstable situation with regard to pricing, as the occupancy level in Hotel 1 indicates an 
upward trend from 2010. Therefore, the revenue per RNS can only be rate related. Hotel 5 
follows a similar trend, with RNS growth from 2010, yet the revenue per RNS has decreased. 
Hotel 5’s MCP per RNS was high in 2009, very low in 2010, but, stabilised from 2011. 
 
From this exercise, from a macro point of view, it seems that all data received looks valid, as 
there are no massive changes per sample hotel per year. The fluctuations in revenue can be 
seen as normal in light of the demanding rate conditions in the country over this period. It is 
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also evident from RNA that Hotel 1 had a refurbishment between 2009 and 2010, which 
increased the number of RNA and had an impact on the occupancy levels for some time. In 
2012, a leap year, the RNA increased slightly in that year, though not all the sampled hotels 
recorded this in their RNA. This will, however, not impact the data, as RNS will be utilised. 
It does impact the occupancy percentages, though it is so small and not significant. When 
looking at Figure 4.2.3, this is not reflected as the variance is very little, and, as such, does 
not cause the Figure to change. 
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Hotel 
sample 
number

FY2009 FY2010 FY2011 FY2012 FY2013

1 Total revenue 21,031,566        17,411,420        22,888,160        25,016,511        27,570,716        
1 Total room nights sold 14,200                11,768                15,886                19,775                21,456                
1 Total room nights available 49,140                49,275                49,275                49,275                49,275                
1 Management Controllable Profit 6,342,379          4,295,837          7,098,667          8,799,692          9,564,767          

1
Electricity consumption (Rand value per 
pack - includes year end provision) 368,575              489,407              610,946              821,997              1,024,925          

1 Occupancy percentage 29% 24% 32% 40% 44%
1 Total electricity per RNS 25.96                  41.59                  38.46                  41.57                  47.77                  
1 Total electricity per RNA 7.50                     9.93                     12.40                  16.68                  20.80                  
1 Total revenue per RNS 1,481.10            1,479.56            1,440.78            1,265.06            1,284.99            
1 Total revenue per RNA 427.99                353.35                464.50                507.69                559.53                
1 Total MCP per RNS 446.65                365.04                446.85                444.99                445.79                
1 Total MCP per RNA 129.07                87.18                  144.06                178.58                194.11                

Hotel 
sample 
number

FY2009 FY2010 FY2011 FY2012 FY2013 

2 Total revenue 7,479,475          9,235,100          10,351,918        12,289,014        13,303,074        
2 Total room nights sold 12,587                16,614                15,319                17,127                18,556                
2 Total room nights available 37,230                37,230                37,230                37,332                37,230                
2 Management Controllable Profit 1,456,407          2,621,708          3,176,085          4,609,798          4,841,645          

2
Electricity consumption (Rand value per 
pack - includes year end provision) 314,651              380,599              391,633              472,240              473,705              

2 Occupancy percentage 34% 45% 41% 46% 50%
2 Total electricity per RNS 25.00                  22.91                  25.57                  27.57                  25.53                  
2 Total electricity per RNA 8.45                     10.22                  10.52                  12.65                  12.72                  
2 Total revenue per RNS 594.22                555.86                675.76                717.52                716.91                
2 Total revenue per RNA 200.90                248.06                278.05                329.18                357.32                
2 Total MCP per RNS 115.71                157.80                207.33                269.15                260.92                
2 Total MCP per RNA 39.12                  70.42                  85.31                  123.48                130.05                

Hotel 
sample 
number

FY2009 FY2010 FY2011 FY2012 FY2013 

3 Total revenue 12,198,045        10,001,386        13,176,473        15,629,879        14,938,720        
3 Total room nights sold 13,610                10,428                13,513                15,487                14,710                
3 Total room nights available 24,090                24,090                24,090                24,156                24,090                
3 Management Controllable Profit 4,330,153          2,818,432          4,672,437          5,506,628          4,536,119          

3
Electricity consumption (Rand value per 
pack - includes year end provision) 286,261              327,765              499,667              535,411              644,371              

3 Occupancy percentage 56% 43% 56% 64% 61%
3 Total electricity per RNS 21.03                  31.43                  36.98                  34.57                  43.80                  
3 Total electricity per RNA 11.88                  13.61                  20.74                  22.16                  26.75                  
3 Total revenue per RNS 896.26                959.09                975.10                1,009.23            1,015.55            
3 Total revenue per RNA 506.35                415.17                546.97                647.04                620.12                
3 Total MCP per RNS 318.16                270.28                345.77                355.56                308.37                
3 Total MCP per RNA 179.75                117.00                193.96                227.96                188.30                

Data of sample hotels
Table 4.1

Table 4.2

Table 4.3
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Hotel 
sample 
number

FY2009 FY2010 FY2011 FY2012 FY2013 

4  Total revenue  38,647,873          32,764,868          34,025,205          27,349,599          37,792,171            
4  Total room nights sold  27,893                  24,879                  21,465                  24,013                  24,833                    
4  Total room nights available 36,865                  36,865                  36,865                  36,966                  36,865                    
4  Management Controllable Profit 15,716,947          11,103,866          7,143,097            10,729,935          13,271,697            

4
 Electricity consumption (Rand value per 
pack - includes year end provision) 1,198,758            1,445,830            1,742,601            1,741,423            1,805,333              

4 Occupancy percentage 76% 67% 58% 65% 67%
4 Total electricity per RNS 42.98                    58.11                    81.18                    72.52                    72.70                       
4 Total electricity per RNA 32.52                    39.22                    47.27                    47.11                    48.97                       
4 Total revenue per RNS 1,385.58              1,316.97              1,585.15              1,138.95              1,521.85                 
4 Total revenue per RNA 1,048.36              888.78                  922.97                  739.86                  1,025.15                 
4 Total MCP per RNS 563.47                  446.31                  332.78                  446.84                  534.44                    
4 Total MCP per RNA 426.34                  301.20                  193.76                  290.26                  360.01                    

Hotel 
sample 
number

FY2009 FY2010 FY2011 FY2012 FY2013

5  Total revenue  19,553,924          11,539,667          13,787,403          16,035,707          16,741,409            
5  Total room nights sold  14,570                  9,259                    11,083                  13,561                  14,056                    
5  Total room nights available 25,550                  25,550                  25,550                  25,550                  25,550                    
5  Management Controllable Profit 8,383,088            715,163                2,888,269            3,051,199            3,265,401              

5
 Electricity consumption (Rand value per 
pack - includes year end provision) 435,523                457,576                510,225                596,738                675,691                  

5 Occupancy percentage 57% 36% 43% 53% 55%
5 Total electricity per RNS 29.89                    49.42                    46.04                    44.00                    48.07                       
5 Total electricity per RNA 17.05                    17.91                    19.97                    23.36                    26.45                       
5 Total revenue per RNS 1,342.07              1,246.32              1,244.01              1,182.49              1,191.09                 
5 Total revenue per RNA 765.32                  451.65                  539.62                  627.62                  655.24                    
5 Total MCP per RNS 575.37                  77.24                    260.60                  225.00                  232.32                    
5 Total MCP per RNA 328.11                  27.99                    113.04                  119.42                  127.80                    

Data of sample hotels  (continued)
Table 4.4

Table 4.5

 
 
These individual components have been graphically depicted in the graphs that follow in 
order to analyse the individual components as set out above with all the hotel samples per 
graph. 
 
Looking at the graphical presentation of revenue per hotel and RNS per hotel (Figure 4.1 and 
Figure 4.2, respectively), it can be seen that the revenue of some hotels are a lot more stable 
than others, with some showing a general upward trend and others not. The 2010 year does, 
however, stand out as a bad revenue year for Hotels 1, 2, 4 and 5, which show a reduction in 
both RNS as well as revenue. Only Hotel 3 indicated an upward trend in that year. This is due 
to the fact that the more RNS a hotel has, the higher the revenue it creates. The actual revenue 
per RNS, however, cannot be seen in Figure 4.1 and Figure 4.2. 
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Revenue per hotel
Figure 4.1

Figure 4.2

RNS per hotel

 -

 5,000,000

 10,000,000

 15,000,000

 20,000,000

 25,000,000

 30,000,000

 35,000,000

 40,000,000

 45,000,000

FY2009 FY2010 FY2011 FY2012 FY2013

1

2

3

4

5

 -

 5,000

 10,000

 15,000

 20,000

 25,000

 30,000

FY2009 FY2010 FY2011 FY2012 FY2013

1

2

3

4

5

 
 



5, 2014Vol. 2, No.           Journal of Research and Development 
 

61 
 

Figure 4.3
RNA per hotel
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From the graph above (Figure 4.3), it can be seen that RNA per hotel is stable, indicating that 
none of the hotels increased the number of rooms during the period under review through 
refurbishment. 

Figure 4.4
 MCP per hotel
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Figure 4.4 indicates that the MCP per hotel is not stable and only 2 of the 5 Hotels’ MCP 
have increased relatively steadily from 2009 to 2013. 
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Figure 4.5
Electricity consumption per hotel
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Figure 4.5 indicates that 4 of the 5 Hotels’ electricity are very similar, with only one Hotel 
demonstrating much higher electricity consumption levels. 

Occupancy percentage per hotel
Figure 4.6
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Looking at Figure 4.5,  together with Figure 4.6, even though the Hotels’ electricity are very 
similar (excluding Hotel 4) the occupancies are relatively different, indicating inefficiencies, 
where hotels could be saving electricity in their low demand periods. 
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Figure 4.7

Electricity per RNS per hotel
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From Figure 4.7 onwards, the data is summarised in a per RNS format, which makes more 
sense, as comparing total costs and revenues do not take the RNS into account, and, thus, 
cannot be well compared. 
 

Electricity per RNA per hotel
Figure 4.8
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When comparing the electricity per RNS and RNA (Figure 4.7 and Figure 4.8), it can be seen 
that the data is much more stable when compared in this method. This shows a general 
upward trend in all the Hotels, which is consistent with the fact that the electricity price has 
been steadily increasing. 
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Revenue per RNS per hotel

Figure 4.9
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Revenue per RNS in Figure 4.9 shows two of the Hotels’ revenue per RNS has declined 
slightly over the period, another two showed a slight increase over the period, and one 
showed a haphazard trend. However, in general, it can be seen that the individual Hotels’ 
revenue per RNS has not changed radically year on year.  

Revenue per RNA per hotel
Figure 4.10
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It can be seen from Figure 4.10 that comparing total revenue with RNA does not make much 
sense, as the rate per RNS is relatively constant and not related to actual RNA. This is due to 
the fact that the occupancies for the Hotels’ are changing year on year (Figure 4.6). For this 
reason, forecasting will be done on a per RNS basis and will not involve RNA. 
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MCP per RNS per hotel
Figure 4.11
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Figure 4.11 indicates MCP per RNS. When considered with Figure 4.9 (revenue per RNS), 
which is relatively stable, it indicates that the overall level of expenses is changing 
disproportionately as compared to revenue, indicating high variances in expense levels. 
 

MCP per RNA per hotel
Figure 4.12
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Figure 4.12 shows that the MCP per RNA is far less meaningful, again due to the fact that the 
occupancy levels are not being taken into account. There is relative confidence that all the 
data is accurate from a macro point of view and summing the data commences in order to 
create average totals that will form part of the data used for analysis.  
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Total Calculated Data Of Sample Hotels

FY2009 FY2010 FY2011 FY2012 FY2013 
T  Total revenue R 98,910,883 R 80,952,441 R 94,229,159 R 96,320,710 R 110,346,090
T  Total RNS 82,860                  72,948                  77,266                  89,963                  93,611                    
T  Total RNA 172,875                173,010                173,010                173,279                173,010                  
T  Total MCP R 36,228,974 R 21,555,006 R 24,978,555 R 32,697,252 R 35,479,629
T  Total Electricity consumption R 2,603,768 R 3,101,177 R 3,755,072 R 4,167,809 R 4,624,025

T Occupancy percentage 48% 42% 45% 52% 54%
T Total electricity per RNS R 31.42 R 42.51 R 48.60 R 46.33 R 49.40
T Total revenue per RNS R 1,193.71 R 1,109.73 R 1,219.54 R 1,070.67 R 1,178.78
T Total MCP per RNS R 437.23 R 295.48 R 323.28 R 363.45 R 379.01

T
Total MCP per RNS excluding 
electricity consumption R 405.81 R 252.97 R 274.68 R 317.12 R 329.62

Table 4.6

 
 
In Table 4.6, all the data is totalled. This is calculated per year; thus, total revenue (sum of all 
5 Hotels’ revenue), total RNS (sum of all 5 Hotels’ RNS), total RNA (sum of all 5 Hotels’ 
RNA), total MCP (sum of all Hotels’ MCP) and total electricity consumption (sum of all 
Hotels electricity consumption). At this point, the actual expenses can be calculated for all the 
hotels by taking the total revenue and subtracting the MCP. The electricity portion of the 
expenses is also removed to get the net expenses without electricity cost, as the electricity 
cost is the variable that is being tested. 
 
Utilising these totals, the occupancy percentage, electricity per RNS, revenue per RNS, 
expenses per RNS and expenses excluding electricity cost per RNS are calculated. It must be 
noted that the calculations done per RNS will not accurately match the totals of each 
individual component if summed up. The reason for this is that within each hotel, the 
components that were calculated per RNS were already divided into RNS. At this point, all 
historic data is now reflected in a per RNS basis. 

Figure 4.13
Total revenue, MCP and electricity consumption
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Figure 4.13 to Figure 4.15 indicate total historical levels of the combined Hotels. Figure 4.13 
reflects the revenue, MCP and electricity in total. Figure 4.14 indicates the same information 
reflected in a per RNS basis. An additional line reflects the MCP for all the hotels per RNS 



5, 2014Vol. 2, No.           Journal of Research and Development 
 

67 
 

excluding the electricity portion. This was used in the forecast, as the electricity portion is the 
only variable being sectioned out for comparison at the two electricity increase levels. 

Figure 4.14
Total revenue, electricity, MCP and MCP excluding electricity per RNS
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Figure 4.15
Total occupancy levels
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Figure 4.15 indicates a general upward trend in the occupancy levels of the hotels, combined. 
This, in itself, is a good indication. However, seen in comparison with the slightly lower 
revenue per RNS in Figure 4.14 suggests that the total revenue will not show much increase 
going forward if the current trends continue. 
 
Forecast Values 
Table 4.7 shows the values of the average year on year increase or decrease. The electricity 
per RNS and revenue per RNS were calculated by taking the year value less the prior year’s 
value, and dividing the sum by the year value. This formula calculates the percentage 
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difference between each year’s results. The formula can be tested by taking the figure in the 
first year and adding the percentage given in the result, which will give the percentage in the 
second year. The only exception is the occupancy percentage, which is calculated by taking 
the year value, less the prior year value, as it is already in a percentage basis. 
 
As stated in Chapter 2, the expenses, excluding electricity expense, is calculated based on a 
CPI of 6%. The reasoning behind this is that the hotels have been on a quest to minimise 
unnecessary expenses over the last few years, but, at this point, the majority of hotels do not 
have any unnecessary expenses to cut back on or gain any notable efficiencies, as this has 
been done already and the majority of the remaining expenses will incur an average annual 
increase in line with CPI. 

FY2010 FY2011 FY2012 FY2013
Average year on 
year increase

Occupancy percentage -5.8% 2.5% 7.3% 2.2% 1.54%
Total electricity per RNS 35.3% 14.3% -4.7% 6.6% 12.89%
Total revenue per RNS -7.0% 9.9% -12.2% 10.1% 0.19%
Total expenses per RNS excluding 
electricity expense (at CPI) 6.00%

Historic actual year on year increase/ (decrease) percentage
(Year value less prior year value)/ year value)

Table 4.7

 
 
Graphically depicted, Figure 4.16 below shows how haphazard the yearly increases have 
actually been historically. 

Historic actual year on year increase/ (decrease) percentage
Figure 4.16
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The average year on year increase or decrease is purely an average of the historic annual 
increases as calculated, being the sum of FY2010, F2011, FY2012 and FY2013, divided by 4, 
which is the number of years over which the increase/decrease percentages have been 
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calculated. This average was utilised to forecast the next five years revenue per RNS 
expected. 
 
Again, it can be seen from these figures, comparing each year’s occupancy percentage annual 
change and the revenue per RNS, that in some years the occupancy percentage is different 
from the revenue percentage, indicating that the rates are being adjusted in order to gain 
business.  Even though it may seem not feasible, as the average year on year increase in 
occupancy is higher than the average increase in revenue, it is due to the rates adjustment that 
this has happened. Electricity per RNS is calculated only to see the historical increase 
percentages. 
 

Base year (given)
F2013 F2014 F2015 F2016 F2017 F2018

Total electricity per RNS R 49.40 R 55.76 R 62.95 R 71.06 R 80.22 R 90.56
Total revenue per RNS R 1,178.78 R 1,180.99 R 1,183.21 R 1,185.42 R 1,187.65 R 1,189.88
Total expenses per RNS excluding 
electricity consumption (based on 
average CPI increase) R 750.37 R 795.39 R 843.11 R 893.70 R 947.32 R 1,004.16
Electricity consumption based on 8% 
increase R 49.40 R 53.35 R 57.62 R 62.23 R 67.20 R 72.58
Electricity consumption based on 
16% increase R 49.40 R 57.30 R 66.47 R 77.10 R 89.44 R 103.75
Total expenses including electricity 
consumption at 8% increase R 799.77 R 848.74 R 900.73 R 955.93 R 1,014.53 R 1,076.74
Total expenses including electricity 
consumption at 16% increase R 799.77 R 852.69 R 909.58 R 970.80 R 1,036.76 R 1,107.91

Forecasted (calculated as prior year plus average year on year increase) 

Forecasted values based on average year on year increase as calculated and MCP based on 8% and 16% Increase

Table 4.8

 
 
In Table 4.8, forecasted values for the next five years have been determined. Electricity 
forecasts in line 1 of Table 4.17 are purely for interest purposes. Since the calculated increase 
was 12.89%,  when comparing with the electricity increase at 8% and 16% (line 4 and 5), 
one can see that this value lies almost half way between the two electricity increase 
proposals, which is an additional check to ensure that the values have been calculated 
correctly. 
 
Revenue per RNS is forecasted using the base year plus the annual increase as calculated on 
the historical average annual increase of 0.19%. Expenses, excluding electricity, are 
calculated using the base year plus the CPI average annual increase. The electricity values are 
then calculated using the 8% increase level and then the 16% increase level. 
 
At this point, the electricity expense is added back into the expenses, excluding electricity to 
determine the total calculated expenses with an 8% electricity increase, and then the total 
calculated expenses with a 16% electricity increase. Figure 4.17 below shows the total 
revenue per RNS, as well as the total expenses per RNS with the 8% increase applied, and 
total expenses per RNS with the 16% applied. 
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Figure 4.17
Forecasted Total Revenue per RNS and expenses per RNS at both 8% and 16% increase level
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Results 
Figure 4.17 shows the forecasted revenue for the next five years as well as the forecasted 
expenses at the 8% electricity increase level and the 16% electricity increase level. In a 
graphical form, it can clearly be seen that the expenses at the two increased levels are 
gradually pulling away from one another, indicating that the long-term effect of the 16% 
increase is notable. The portion between the revenue line and the expense line indicates the 
profit available after expenses have been paid, but, before the owners rentals and rates and 
taxes. It is clear that over the next five years, the profit will be drastically reduced. 
 
In Table 4.9, the expenses including electricity at each increased level of 8% and 16% are 
taken off the revenue forecasted for the next five years to give the total MCP forecasted for 
each year at each electricity increase level. The percentage variance between the two MCP 
levels is then calculated by taking the MCP at 16% electricity increase level less MCP at 8% 
electricity increase level, and the total being divided by the MCP at 16% electricity increase 
level. It can be seen that the variance starts gradually, but increases drastically from 
approximately F2017 onwards. The F2018 variance between the two MCP levels is 38% and 
is a shocking figure in itself, let alone considering that owner’s rentals, rates and taxes are not 
included in this profit calculation. The profit available for owner’s rentals will, thus, be 
drastically reduced. Figure 4.18 shows this data in graphical form, indicating the fast 
reduction in MCP. 

Forecasted MCP per RNS at electricity increase level of 8% and 16% 
Table 4.9

F2013 F2014 F2015 F2016 F2017 F2018
Total expenses including electricity 
consumption at 8% increase per RNS 799.77                 848.74                 900.73                 955.93                 1,014.53               1,076.74 
Total expenses including electricity 
consumption at 16% increase per RNS 799.77                 852.69                 909.58                 970.80                 1,036.76               1,107.91 
Total MCP per RNS at 8% increase level 379.01                 332.25                 282.47                 229.50                 173.12                   113.13     
Total MCP per RNS at 16% increase level 379.01                 328.30                 273.62                 214.62                 150.88                   81.96       
MCP percentage variance between 8% and 
16% electricity increase level 0.00% -1.20% -3.24% -6.93% -14.74% -38.03%

Forecasted MCP per RNS at electricity increase level of 8% and 16% 
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Figure 4.18
Forecasted MCP per RNS at electricity increase level of 8% and 16% 
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Conclusion 
It could be argued that the forecasted revenue increases should have been calculated at a 
higher rate. However, these figures were based on historic values, and, as such, is a better 
indication of actual revenues predicted. The fact that the year on year revenue per RNS 
fluctuates drastically is, unfortunately, a reality at this point. 
 
From the calculations presented in this chapter on the financial data, it is evident that a 16% 
electricity increase will have a dramatic negative result on the financial performance of the 
Hotels included in this study. The non-numerical portion of the questionnaires, which were 
the opinions of the general managers, financial managers and various accounting personnel 
on whether they believed a 16% increase in electricity would have a long-term detrimental 
effect on the profitability of the Hotels and whether they believed that the owners would have 
to consider alternative power sources were tallied, and indicated that of the 35 samples 
received, 30 people believed that the 16% increase would have a long-term detrimental effect 
on the Hotels, which equates to 86 %. The other 5 people (being 14%) did not believe that 
there would be a long-term detrimental impact. 
 
The second portion of the non-numerical portion of the questionnaire, in which the 
participants were asked whether they believed alternative power sources needed to be 
considered, 26 people believed that alternative power sources needed to be considered, which 
equates to 74% of the sample, and the other 9 people (26%) did not believe that alternative 
power sources needed to be considered. 
 
CONCLUSIONS AND RECOMMENDATIONS 
Findings from the Study 
The numeric portion of the study revealed that the profitability of the hotels will start to 
deteriorate year on year with a 16% electricity increase. Figure4.18 shows the gap developing 
and growing larger year on year. In the fifth year, the gap is R31.17 per RNS, being the 
difference between R113.13 – profitability at 8% electricity increase, and R81.96 – 
profitability at 16% electricity increase. This is a third of the profit in five years time, which 
is a sizable proportion. 
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Findings from the Literature Review 
The pressures to reduce costs and to be locally responsive are two competitive pressures 
within the global market (Hill, 2011:415-416). This study indicated that the increasing costs 
facing hotels in the future, should a 16% electricity increase become a reality, will be sizable. 
Hotels are, by nature, geographically fixed and cannot easily be relocated; however, they can 
be sold and new locations found. This, however, is not really practical, as the hotels’ 
profitability is monitored to gauge the cost price for a new owner purchasing a hotel. If the 
profitability is not sufficient, the hotel will not be easily sold, or would be sold at a lower 
price. This will cause loss to the current owners. 
 
Firer et al. (2008) states that long-term planning is necessary to realise potential problems 
before they actually happen. He states that different assumptions must be made, being the 
best case, the normal case and the worst case scenario. With regards to this study, the best 
case and normal case are reflected in the 8% electricity increase, as this is where the increase 
rate is currently (normal case), and it is not expected that the electricity price will decrease 
any time soon (therefore, also the best case) with the 16% increase, at this point in time being 
the worst case scenario. The forecast, therefore, reflects both possibilities. 
Firer et al. (2008) also explain the concept of holding all variables constant except for one, 
which would be the variable under question in any study. In this study, the variables of 
revenue and expenses (excluding electricity expense) were held constant except for the 
electricity price, which was calculated on a best/normal case of 8% and a worst case at 16% 
increase. 
 
The Capital Asset Pricing Model (Bodie et al., 2010:190) outlines the basic concept that share 
price is determined partly by the expected return on shares and risk. If the profitability of 
hotels fall, as is expected from the data and calculations in the study based on the 
stipulated16% electricity increase, the dividend per share will fall and the cost of each share 
will fall. This will cause the value of the hotels to fall and will cause the owners to become 
concerned about profitability. 
 
Findings from the Primary Research 
The non-numeric portion of the study reflected a majority portion believing that the increase 
would make a notable impact on profitability, and that alternative power sources needed to be 
considered. When discussed with a number of people who provided completed 
questionnaires, the few who answered no to either of the two non-numeric questions stated 
that, although they did believe that there would be an impact, the industry as a whole would 
have to adapt to the increases and either absorb the costs or increase the cost of 
accommodation at the hotel. They suggested that the entire industry (and all business in 
South Africa) would have to increase their prices in general to accommodate the increase. 
 
Conclusions 
From the questionnaires received from various people within the Hotels, the majority 
believed that the 16% increase would have a long-term detrimental impact on profitability 
and that alternative power sources should be considered. Given the calculations above, it is 
clear that a 16% electricity increase will have devastating implications for the profitability at 
the Hotels, with a 38% reduction in profit in five years time. 
 
Recommendations 
Management of the various Hotels should start to intensively act on developing further 
policies and procedures to bring the power usage down as far as feasibly possible, without 
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impacting guest service standards in order to mitigate the damage that that will invariably 
happen should Eskom request and be granted a 16% increase. The sooner this happens the 
better, as it will assist hotels in meeting their profit budgets even if the 16% increase is not 
granted to Eskom. Greater efficiencies will be attained and a cost savings ethic instilled in the 
Management and staff, which could potentially lead to more areas of efficiencies within the 
Hotels’. 
 
Management should discuss with the staff the impact that the additional costs are likely to 
have on the profitability of the hotel and ensure that the employees understand that if power 
is not reduced, the Hotels’ will be under pressure to reduce costs elsewhere, and this could 
impact wage increase values and bonus values. A systematic procedure to reduce power 
consumption should be discussed with every staff member and their opinions sought relative 
to possible power reduction measures; these procedures should be documented and 
implemented for each department. 
 
As and when new equipment is purchased to replace old equipment, the electricity 
consumption per item should be analysed to see which types of equipment are the most 
energy efficient. It may make sense to purchase an item at a slightly higher price if the 
electricity consumption is lower than the alternative equipment. Various items that are 
available in solar powered alternatives should also be considered (an example being pool 
pumps). Though the price of these items may appear excessive, a cost analysis should be 
done to determine what the potential electricity savings could be over its useful life before it 
is ordered. This does not have to be a complete overhaul of new equipment, but rather a 
replacement of old equipment as and when necessary in order to reduce the financial impact 
of such purchases. 
 
Due to the vast variance in the two profit levels, it is recommended that the Hotel owners’ 
start to do further research into reasonably priced, alternative power supply sources, as well 
as conduct cost analyses for each of these projects in order to ensure that if a large increases 
in electricity do transpire, they are pro-active in their reaction to such news in order to dilute 
the impact of such increases. Items such as heat pumps and cooling towers are useful to 
generate hot water and cold air and are much more efficient than boilers and air conditioners. 
Should the Hotels’ decide to introduce wind or solar powered systems at a later stage, these 
would still be able to be used, and, thus, the power needed to be generated would be less than 
without them. 
 
Areas for Further Research 
Further research could possibly be undertaken to see how far the market can stretch with 
regard to revenue increases. If rooms can be sold at a slightly higher price, without the loss of 
occupancies, revenue can be increased. This will reduce the overall impact on profitability 
loss. 
 
An analysis of what alternative power supply is available should be done, this should be 
thoroughly scrutinised based on whether it will satisfy the needs of the hotel and full costing 
done. The capital outlay should be analysed and a payback period determined in conjunction 
with the cost of power from the current source. 
 
Conclusion 
It can be seen from the study that a 16% electricity increase will make a large negative 
impact on hotel profitability. If the management and the staff start to change their habits 
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towards power wastage and change their mindset when purchasing new equipment, keeping 
cost reduction in mind the negative impact can be reduced. However, owners need to face up 
to the fact that if a large electricity increase does transpire, alternative power source may have 
to be very carefully considered in orders to save long-term profits. 
 
NOTE: The principal author submitted this study to the Regent Business School in 
2014, in partial fulfilment for the award of the Master of Business Administration 
Degree (MBA). The dissertation was supervised by Richard Cowden and edited by 
Professor Anis Mahomed Karodia for purposes of producing a publishable research 
article.  
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