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[bookmark: _Toc67655348]Introduction
Harriot Hotel has decided to implement a cost-cutting strategy to deal with the losses in the year 2021. As a consequence of Covid-19, the hotel has faced a huge loss. This assignment will focus on decreasing, increasing, or eliminating the cost to maintain its position in the global market.  
[bookmark: _Toc67655349]Discussion of the varieties of the cost structure
The cost structure is different types of costs that a company incurs. Mainly, there are two types of cost structure in a business organization - 
1. Fixed cost 
2. Variable cost 
	Type of cost structure 
	Definition 
	Example 

	Fixed cost 
	Fixed costs are the costs that must remain unchanged irrespective of changes in the output of the company. 
	Interest expenses, direct employee wages, stationery expenses, etc.

	Variable cost 
	Variable costs are the costs that are changed with variation in the production volume of the company. 
	Advertising expenses, customer discounts, housekeeping services, etc.  


Table1: Discussion on various cost structure
(Source: Singh and Bagga, 2019, p. 69)
[bookmark: _Toc67655350]Critical assessment of the impact of various types of costs
Impact of fixed cost 
As per the opinion of Ranosz (2017, p. 36), it is important to manage fixed costs in a business organization as high fixed costs can affect the ability of a company in a negative way. Management of total capital becomes difficult when the fixed cost is high in the company. Not only capital management but risk management activities are also affected by fixed budgets. If anyhow the fixed budget can be reduced without hampering the quality of product or services, the company will be able to increase the product volume.
Fixed cost cannot be changed at a sudden, but it is considered as an easy budget while making changes in the cost of a company. Proper planning is needed to change fixed costs in a business organization. If the profit of a company is affected, fixed cost productivity can be very beneficial for the company (Li et al. 2018, p. 200). Various steps can be taken by the company to reduce its fixed costs whenever needed. The reduction of salaried employees can be beneficial to reduce the fixed cost of the company. It is important to keep in mind that the productivity of the employees is not affected while decreasing the wages of the employees. 
Impact of variable cost
As per the opinion of Musah (2017, p. 25), the management of variable costs is also important in a business organization. A company can easily balance the loss by managing the variable cost of the total expenses. Not only that, but existing profits can also be turned into larger profits by reducing various variable costs. While implementing a cost-cutting strategy, the reduction of variable cost becomes the priority of a business organization. 
A gross profit margin of a company surely increases when variable costs are decreased. For example, if a company wants to reduce the advertising charges, the overall profit of the company will increase as a consequence. Besides affecting gross profit, the operating profit of the business firm is also affected whenever any change is made in the variable costs of the company. According to most financial advisors, the higher the risk, the higher the potential profit
(Singh and Bagga, 2019, p. 69). Hence, reduction in fixed cost and variable costs are needed to be changed to manage the net income of the firm.    

(Figure1: Various types of cost)
[bookmark: _Toc67655351]Presentation of the new cost structure of Harriot Hotel
[image: ]
Table 2: Presentation of new cost Structure of Harriot Hotel
(Source: Self Developed)

[bookmark: _Toc67655352]Analysis of new cost structure in Harriot Hotel
As shown in the presentation of the new cost structure of Harriot Hotel, the total revenue of the company is 60,000£m. The advertising cost of the hotel is 7,000 and the total cost for employees' wages is 15,000£m. Interest on loans will cost 10,000£m whereas, the expenses of customer discounts and stationery used are respectively 8,000£m and 3,000£m. The hotel spends 5,000£m on housekeeping and cleaning services. The total cost required for business activities in Harriot Hotel is 50,500£m. Reduction of overall expense is highly expected to manage the business activities and overall performance of the hotel (Wiegmans and Behdani, 2018, p. 40). After the pandemic of Covid-19, the hotel has faced a huge loss and is forced to implement a cost-cutting strategy to manage the overall profit of the company. 
The management of the hotel has decided to decrease, increase, eliminate or add some costs as per requirement. The advertising cost of the company is increased by 10% so that more guests can be attracted to take the services of the hotel. Wages of employees are decreased by 2% and the new expense for the wages of employees is 14,700£m. Harriot Hotel has decided to balance the loss in the pandemic situation of Covid-19. It should be kept in mind that the quality of the service is not hampered due to less satisfaction in employees. The new expense for Housekeeping and cleaning services of the hotel is 5,200£m after increasing it by 4%. Cleaning services need extra care after the pandemic situation and increasing the expense of cleaning services will allow the customers to trust its services (Li et al. 2020, p. 14). The company has decided to eliminate the cost of customer discount as it is no longer required in this difficult situation. Interest on loan has also increased by 3% and the company has to pay 10300£m from now as an expense. Stationeries used at the front desk and restaurants are also reduced to reduce the total expense. The total reduction of expense on stationery is done by 7% so that the hotel can use the money on more important services.  
The management of Harriot Hotel has planned the cost to make an overall reduction in its total revenue cost. Unnecessary expenses such as customer discounts have been eliminated to manage the overall business performance of Harriot Hotel. Adding extra services is not recommended during the time of loss but the needs of the customers should also be kept in mind (Rudancic et al. 2019, p. 32). Hence, sanitization services are added worth 2500£m to increase the client base of the entity. Adding sanitization services will initially increase the expense but it will surely benefit the organization in the long term. After making changes in cost structure, the new expense is 43,190£m. The management team of Harriot hotel has made it possible to reduce the overall cost by (50,500-43,190) £m= 7310£m.    
[bookmark: _Toc67655353]Identification of costs
The cost is used to refer to the expenses of the company, which are incurred by the business from achieving the desired target. The general cost with which the company deals is variable costs and fixed costs. Herriot hotel carried the business by consisting of two types of costs that are fixed costs and variable costs. The cost those are fixed always remains unchanged and it does not depend on the production of the company. The variable cost differs from the fixed cost as its variables with the production. It is directly proportional to the production, if the production increases then the variable costs also increase, and if the production decreases then the variable cost decreases (Morris and Oliveira, 2019 p. 1239). The business carried by Herriot hotel has to incur some costs for keeping the business in operation. The structure of the cost differs from one business to another. The cost structure of the company is sometimes different for the division and the line of products that gets performed by the business. The different types of expenses which are applied by Herriot hotel are:
1. Employee wages- It is termed as the fixed cost of the business of a hotel. The salary has to provide all the employees and it doesn’t depend on the production of the company. The wage has to get decrease to get sustain in the market. The amount has to get decrease up to £14700.
2. Advertisement cost- The advertisement cost is termed as variable cost and depends on the production (Johansson et al. 2018, p.815). As the business has suffered from the pandemic situation the advertisement strategy has to increase and the value of the cost is £7700. 
3. Interest in loans- The interest on the loan is a fixed cost of the business and it needs to get an increase in the business. The amount of the interest was 10000 but due to pandemics, the interest on the loan has increased up to £10300.
4. Cleaning supplies of housekeeping costs- It cost regarding the cleaning is fixed where there is production or not the cost ha to set for cleaning and it is necessary for hotel business. The cost which has increased is £5200.
5. Discounts costs- The discount should get eliminated as the company is nsu7ffered in the pandemic year therefore the cost has to be eliminated from the structure of the business.
6. Stationeries cost of the restaurant- The cost regarding the stationary has to get reduced in the business by the amount of £2790. 
7. Sanitization costs- The extra cost of sanitization has been added due to pandemics and the sanitization process are necessary for caring for the business in the market. The cost has to get added to the business of an extra amount of £2500. It became necessary for the business and makes the business run efficiently.
[bookmark: _Toc67655354]Conclusion
The business of Herriot hotel has implemented the system of cost-cutting due to pandemic in the market. The cost of various types ha affected and mostly the fixed and variable cost which are mostly affected. The project is dealing in the application of strategy for applying the process of cost-cutting. The impact of variable and fixed costs is discussed in the project. The sanitization cost has been extra implied in the business for £2500.
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item (£m) Value _[increased/ decreased/ eliminated __[final amount
Revenue 50,000 50000|
Employees' wages 15,000|Decreased 14700
Advertising cost 7,000 increased 7700
Interest on loans 10,000|Increased 10300
Housekepping and cleaning supplies 5,000 increased 5200
Customer discounts 5,000/Eliminated 9
Stationeries used in front desk and resturants| __3,000|Decreased 27%0
Santization services 2,500[/Added 2500
Total cost [ s0,500] 23,150]





