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Featured Article 

Why Spreadsheets Should Never Be Used For Key 

Functions And Reports In Hotels 
 

More often than not, we find hoteliers are creating and maintaining spreadsheets for crucial payroll 
data – data that’s not only used to analyze their labor expenditures, but also used to help guide 
important staffing and financial decisions. 

While spreadsheets may seem like the best and most economical route for the job, it’s actually quite 
the opposite. In addition to being time consuming, spreadsheets are typically inaccurate – and the 
slightest inaccuracies can cause great profit losses for your hotel. 

The following article, “What Dangers Are Lurking In Your Hotel’s Spreadsheets?” from HFTP’s The 
Bottomline, details why 90% of spreadsheets contain errors, and what you can do to protect your 
hotel. 

http://www.hoteleffectiveness.com/
http://www.hoteleffectiveness.com/
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WHAt DANgers Are LUrKiNg iN 
YoUr HoteL’s spreADsHeets?

Shh! Don’t tell internal audit — 
90 percent of your spreadsheets 
have errors. If Excel spreadsheet 

errors could be the root cause of a $6 
billion loss at JPMorgan, shouldn’t 
we all be paying more attention to our 
spreadsheets' DNA? 

Microsoft Excel may be one of 
the greatest software products ever 
created based on its adaptability for 
imagination, ingenuity and the many 
uses of the application. It is estimated 
that over 5.6 million people were 
using Microsoft Excel for a myriad 
of tasks for the year ending 2012. 
Businesses rely on it and many of us 
in the hospitality industry use it every 
day for managing budgets, forecasts, 
gratuities, payroll, journals, capital 
expenses and every type of analysis. 
However, this all comes at a cost of 
enormous risk. 

To put the issue in perspective, let’s 
ask the following: Would your organi-
zation use software that is developed 
by amateurs with no programming 
experience or support infrastructure? 
Would you process critical data like a 
pro forma statement for a new acquisi-
tion or payroll through applications 
that are insecure, not tested, lack doc-
umentation and have no audit trail? 
Most of us would answer “no,” but 
the fact is that we do this every day 
with Excel spreadsheets. Excel has 
allowed us to create “mini-programs” 
that often become untested, unaudited 
worksheets/workbooks managing vital 
data and open the door to errors, risks, 
losses and even lawsuits.

Sal Galioto, CHAE (sal.galioto@hyatt.com) is RVP – Hotel Finance Americas at Hyatt Hotels Corp. He is also a member of the HFTP Communications Editorial 
Advisory Council. Mike Baldinger (mike.baldinger@eventionllc.com) is a co-founder of Evention, a provider of Web-based automation of cash management 
and gratuity distributions for the hospitality industry. 

By Sal Galioto, CHAE and Mike Baldinger

While Excel is an invaluable tool, the use of it must be 
carefully managed, for it is all too easy for an error 
to creep into a spreadsheet and remain undetected
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The statistics are astounding. Ac-
cording to Ray Panko, a professor 
at the University of Hawaii whose 
research focus is on spreadsheet er-
rors, 90 percent of spreadsheets used 
in business contain errors. Also, a 
PricewaterhouseCoopers study (July 
2004) shows the error percentage 
approaches 100 percent with spread-
sheets containing over 200 rows. 

The 2012 London Whale debacle 
which resulted in more than $6 billion 
in loss by JPMorgan was allegedly 
related to Excel errors. A task force 
report found the bank’s Value at Risk 
was being calculated with an Excel 
spreadsheet that “required time-
consuming manual inputs to entries 
and formulas, which increased the 
potential for errors.” As a result, the 
risk was thought to be much less than 
expected. Driven in part by spread-
sheet errors, market breaking losses 
occurred. If you look around your 

property, you are guaranteed to find 
workbooks with similar “time-con-
suming manual inputs” and spread-
sheet errors.

JPMorgan is one example, but 
the list of other documented cases of 
spreadsheet horror stories continues to 
make headlines such as the list below:
• Kodak — Spreadsheet error 

causes a restated income down by 
$11 million;

• RedEnvelope — Shares fall over 
25 percent due to a spreadsheet 
error;

• Fannie May — A $1.3 billion 
“honest mistake” in overstated 
gains was due to a spreadsheet 
error;

• Fidelity — A $2.6 billion dividend 
calculation resulting in a $4.32 per 
share distribution was a mistake. 
In reality due to a missing “minus 
sign,” there was a $1.3 billion loss 
and no dividend.

error resulting in Annual Underpayment
The hospitality industry has not yet 
made major news related to spreadsheet 
inconsistencies, but obviously none of 
us wants the honor of being the first to 
make that headline. Above is a hospital-
ity example from real-world situations.

The illustration is based on ac-
tual results from a hotel that has been 
altered for simplicity. The property 
uses a spreadsheet to process gratu-
ity distributions. Like many hotels, 
weighting calculation is applied to 
provide captains with a larger percent-
age of the total gratuity received. The 
spreadsheet factors the weighting into 
the total hours worked to calculate the 
share value, but then mistakenly multi-
plies by the unweighted tip point. The 
scenario and errors are illustrated.

the results of one bad cell
In the end, the employees are under-
paid, the house is taking a “cut” that 

Financials Amounts

F&B Rev. $50,000

Service Charge $10,000

Emp. Type Weighting Weighting

Captain Weighting 1.5

Server Weighting 1

Houseman Weighting .25

Tip Point (Svc Charge/Weighted Hours)

Unweighted Hourly Tip Point $20

Weighted Hourly Tip Point $25

Emp. Type
Hrs 

Worked
Weighting

Weighted 
Hrs

Captain 100 1.5 150

Server 200 1 200

Houseman 200 .25 50

TOTAL 500 2.75 400

Emp. Type 
Payout

Weighted 
Hrs

Hourly 
Tip Point

Total 
Paid

Captain 150 $20 $3,000

Server 200 $20 $4,000

Houseman 50 $20 $1,000

TOTAL $8,000

Emp. Type 
Payout

Weighted 
Hrs

Hourly 
Tip Point

Total 
Paid

Captain 150 $25 $3,750

Server 200 $25 $5,000

Houseman 50 $25 $1,250

TOTAL $10,000

1. Financials: The property distributes 
20 percent of its service charges to 
the service staff based on an hourly 
pool. A sample weekly payroll would 
be based on the following revenue 
and service charge amounts.

2.  Rules: All gratuity 
is pooled based 
on hours worked, 
but weight the 
captains' and 
housemen's hours.

3.  Hours:  
 A sample 

breakdown 
of the hours 
worked.

4.  Tip Point: The corresponding 
"tip point" or gratuity per hour 
would be calculated as shown. 

5. Mistake: A simple mistake in a cell 
reference that pointed back to the 
unweighted vs. weighted tip point, 
throws off the gratuity calculation.

6. Result: The correct reference 
would have resulted in a much 
higher payment to all employees. 
The error repeats week after week.

One Error Throws Off the Calculation
This scenario illustrates how an error in a gratuity formula 
miscalculates the amount distributed.
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belongs to the employees and the mis-
take is discovered to have happened 
for years. 

Results of Spreadsheet Error

Employee Underpayment $2,000

Percentage Underpaid 20%

Yearly Underpayment $104,000

Potential backpay  
for 10 years

$104,000, 000

If a property finds that it has been 
underpaying employees since the 
spreadsheet was created, what are the 
possible ramifications? 
• The property may be responsible 

for years of backpay or wage and 
hour audits;

• Employee relations fallout has the 
potential to occur;

• Audits of payroll for all other areas 
are likely; 

• Media stories could surface result-
ing in a public relations nightmare; 

• The negative effects can often 
spread corporate wide, due to bad 
publicity.

sUm of the issues
How does this happen? In many cases, 
the answer lies in one or more of the 
following explanations:
• Miscommunication between the 

users of the spreadsheets;
• Misunderstanding of the spread-

sheets output or required input;
• Data entry errors;
• Invalid references;
• Overwritten formulas (intentional 

or errant);
• Lack of testing, validation or  

auditing;
• Lack of security or protection.

guru’s and gizmos of excel:  
Are You one or the other... or botH?
Of the estimated 5.6 million users of 
Excel there are a percentage of gurus 
who can train Excel to perform magi-
cal functions on spreadsheets and there 
are the gizmos who are charged with 
direct input looking for a result. While 
the gurus have the experience and 

knowledge, they may be suspect to 
not understanding the results of these 
worksheets, and our gizmos could be 
the ones altering the outcome. 

Occasionally an innocent work-
sheet that has performed miracles for 
the operation gets a facelift. At times, 
a new entity or line is added/deleted 
and the gizmo makes the changes us-
ing Copy>Paste or Edit>Find/Replace 
which appear to work perfectly, but 
does it? Both the guru and the gizmo 
have the same intentions to make this 
worksheet perform an analysis or cal-
culation with speed and accuracy, and 
together they must remain in sync.

For example, a formula drafted by 
the guru contains an absolute reference 
denoted by the “$” which is retained 
during the Copy or Find>Replace 
action by the gizmo. The gizmo is 
pleased with the results because it 
appears the formula is still intact and 
the spreadsheet works. Another issue 
is the dreaded “stepped on” action in 
which a user accidently or intention-
ally forces the results by revising or 
even falsifying the formula because 
they know the response is inaccurate. 
Day in and day out, these spreadsheets 
are manipulated by users of all kinds 
and over time the legacy spreadsheet 
now contains pitfalls. 

Excel has an inherent function that 
maintains functionality when you 
add or delete a line or column and the 
formula performing a calculation of 
your data will be automatically edited 
to perform as expected. As these 
types of alterations become common, 
inspection of the calculations' integrity 
become essential. 

A simple test is to highlight the cell 
formula and tap the F2 key which will 
display the cells used for the calcula-
tion. Excel will place a colored box 
around each cell referenced in the 
formula. There might be lines that are 
not part of this formula and not boxed 
when performing this test, but there is 
a possibility that during past edits one 
of these lines SHOULD have been part 
of the change. When was the last time 
the guru and gizmo tested your tried 
and true worksheets for accuracy?

Formula for success in excel
Overall, it is all too easy for an error 
to creep into a spreadsheet and to 
fester there undetected. As the above 
examples and news stories illustrate, 
spreadsheets have very real risks for 
the hospitality industry and small 
errors can cost millions. While Excel 
is an invaluable tool, the use of it for 
vital data and decisions must be care-
fully managed:
• Validate and test formula outputs 

with known results or apply a 
regression test that compares ex-
pectations to the response.

• Compare the original validated 
spreadsheet as a baseline that has 
not been updated or altered to 
check that the version in use returns 
correct and accurate calculations 
for the same criteria.

• The guru and the gizmo may be 
one in the same, and in these cases 
the testing of the original spread-
sheet needs to be completed by an 
independent user before being put 
into publication.

• One of the best ways to prevent ma-
nipulation of the output is to have 
the guru embed proven macros into 
the spreadsheet and protect cells 
containing vital information and 
prevent the gizmo from changes 
without proper control or approval. 

• Another option is to avoid spread-
sheets for key processes and instead 
leverage existing software and 
reports designed specifically to 
manage such functions. 

Challenge yourself or your team 
to review your key spreadsheets. The 
statistics show nine out of 10 will have 
errors — can you beat those odds?

And remember, Excel is perform-
ing the tasks that you have asked it to 
do. It is your responsibility to validate 
that one bad cell doesn’t become a 
formula for disaster. ■

source
•  PriceWaterHouse Cooper. The Use 

of Spreadsheets: Considerations for 
Section 404 of the Sarbanes-Oxley 
Act. July 2004.
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