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Management accounting is the principle of evaluating the internal costs and benefits of an organization and assist in making informed choices about budgets, costs and investment. The management accounting process involves collecting, analyzing, interpreting, and reporting information to managers for making informed decisions. The data collected for management accounts compasses all costs of operations. Management accounting includes performance reports which are based on costs and revenue. These reports are reviewed by internal managers for planning operations. The main goal of management accounting is to make informed choices about costs, budgeting, and other managerial decisions. 
[bookmark: _Toc68886033]Understanding different cost structures
Cost structure includes all types of cost (for example, fixed cost, variable cost, operating cost, sunk cost etc.) a business incurs for operating the business. It is a concept that can be explained in similar units of products, services, or business. The cost structure is the mechanism for setting prices if the organization is applying a cost-based structure (Weetman, 2010). It determines mechanisms that can be sued to control costs and increase the revenue of the company. Management accounting considers all types of cost items in an organization that is useful for making managerial decisions. Different organizations use different types of cost structures (Arimany and Orgaz-Guerrero, 2015). Harriot Hotels can categorize the cost items according to the following structures:
Product-based cost structure:
· Fixed costs: Fixed costs include direct labor, direct salaries/wages, and manufacturing overhead expenses. 
· Variable costs: Variable costs include direct materials, supplies used in production or service performance, commissions of employees etc. 
Customer-based cost structure:
· Fixed costs: customer service costs, administrative costs, warranty claims, and discounts.
· Variable costs: credits from customers, cost of goods sold to customers, sales return costs.
Service-based cost structure:
· Fixed costs: In a service organization, fixed costs include administrative costs/overhead.
· Variable costs: variable costs lists employee wages/salaries, employee bonuses, taxes, travel expenses, and entertainment expenses.
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Organizations incur different types of costs which are explained below:
Direct costs:
Direct costs are the costs of items used directly in the production process. Direct costs include raw materials costs, direct labor costs, direct expenses, and distribution costs which are directly linked to producing a product. Direct cost items can be directly traced to the project, batch, department, etc. according to the scenario, employee wages, and housekeeping and cleaning supplies can be considered as direct costs because they are used in the service performance of Harriot Hotels. Employee wages are direct costs because they provide 24/7 service to the customers (Assaf and Magnini, 2012). Housekeeping and cleaning supplies are regular requirements for hotels so, they are included in the direct cost as well. These costs are considered retail expenses for the hotel industry. 
Indirect costs:
Indirect costs are not directly related to the production or service performance process. Stationaries used in restaurants and at the front desk, advertising costs, customer discounts, can be considered as indirect costs for Harriot Hotels because they are not related to the service performance of the hotel. An indirect cost cannot be traced easily to a product, department, activity, or batch. Another example of indirect cost for an organization is the electricity bill which cannot be traced down to a single product, service, or department (Johansson and Siverbo, 2009). 
Fixed costs:
Fixed costs are cost items that do not change according to the volume of production. Interest on loans, cost of furniture, cost of building maintenance, etc. the fixed cost items do not change based on the production volume (Johansson and Siverbo, 2009). Interest on the loan is the fixed cost for Harriot Hotel because they have to pay the amount no matter the volume of production. The organization has to pay a fixed sum of money even if they do not produce any product or service. 
Variable costs:
Variable costs are cost items that change with the production volume. Variable costs depend on production volume of n organization. If an organization is manufacturing based, then production volume of tangible products determine variable costs. If the company is a service organization, then variable cost depends on service performance. Variable cost increases when the volume of products increases and decreases when the opposite happens. Food beverages and housekeeping or cleaning expenses, room service and amenities, restaurant and banquet costs, decorations, laundry, and water supply costs, etc. are common variable costs in the hotel industry (Messner, 2016). 
Operating costs:
Operating costs are continuous cost items that are associated with the day-to-day expenses of the company. Operating costs cannot be traced back to one product. Operating costs can be both fixed and variable. Examples of operating costs are classified as indirect costs because they are not directly linked to the production of products or services. Rent of the property, insurance and taxes, cable and internet bills, staff salary and commission, etc. are common operating costs (Darios, 2021). 
Categorizing different types of costs of Harriot Hotels
	Cost type 
	Items 
	Total Amount 

	Fixed costs
	· Interest on loans
· Advertising cost
	17000


	Variable costs 
	· Housekeeping and cleaning expenses, 
· Customer discounts 
· Stationaries in restaurant and front desk
· Employee wages 
	31000

	Operating costs 
	· Housekeeping and cleaning costs
· Stationaries in front desk and restaurant.
· Customer discounts 
	16000



[bookmark: _Toc68886035]Impact of different types of costs on business performance
In terms of managerial decision-making, fixed costs are considered more important than variable costs because most of the costs are of heavy amounts and require a careful cost-benefit analysis. Harriot Hotels is going through a critical time due to Covid-19. However, the company wants to expand its business using a cost-cutting strategy. To implement a cost-cutting strategy, the management must reduce some costs to make it a success. It is difficult to identify which cost can be reduced (N. McCool, 2012). 
Fixed and variable costs affect different business performance metrics such as marginal cost, gross profit, etc. fixed cost does not affect the marginal cost. Marginal cost is the cost incurred by the company when producing an additional unit of product. Since Harriot Hotels is going to expand its business, they have to increase their product line so, the marginal cost will increase so will the variable cost. Variable cost increases as the number of products increases. If Harriot Hotels expand its business in new areas by expanding existing capacity they have to pay additional wages to employees, housekeeping expenses, and discounts. Fixed cost does not affect the marginal cost since it is not affected by the volume of production or increase in the production capacity. Reducing variable cost is also difficult because it depends on the production capacity. In my opinion, discounts on rooms and other services can be cut off to a minimum level to implement a cost-cutting strategy (Monden, 2013). 
To implement a cost-cutting strategy during the expansion period, employees should be given a piece-rate pay system instead of a fixed monthly salary. It will save some of the variable expenses since fixed cost items cannot be reduced once incurred. China has already recovered from the devastating effect of Covid-19 and business is thriving in China. So, expansion in China is a very good idea to go about. Stationaries and office supplies can be reduced because in the time of covid-19 people are extra sensitive with things and Harriot Hotels should go online avoiding the paperwork. The advertising cost of £7000 is too much in the time of Covid-19 it must be reduced since the company is going for a cost-cutting strategy. Instead of traditional advertising campaigns, online and social media advertising should be given preference because they are less costly (Nain and Mail, 2020). Controlling labor costs can be another strategy to reduce the variable cost of the company. Labor cost is one of the major costs of the hotel industry. Labor costs or wages increase as the number of rooms increases in a hotel. Employee wages account for 25% of the total revenue which is higher in this situation. Effective scheduling is the best technique for reducing the wages of the company. Harriot Hotels might be overstaffed which is increasing the cost of the company. Effective scheduling of staff can be matched with the average time taken to clean the rooms, check-in and check-out times of front desk, etc. in the critical time of the pandemic, on-call shifts can also be implemented to maintain service performance using less number staff. Staff can be given multiples roles rather than only one assigned role for reducing the cost of employees. Employees of Harriot Hotels can be assigned multiple roles that are somewhat similar. For example, a room service provider can also do the laundry or work as a cleaner. A receptionist can also be in charge of the laundry or restaurant or a banquet. Cross-training is the technique for building multiple skills within employees so that they can play more than one role in the organization (Hales, 2011). 
It is better to go for automation instead of incurring a huge cost of maintenance and wages. Using mobile apps and software programs to check in and check out is better than customers standing in the queue. Artificial intelligence is in use for answering commonly asked questions by customers. 25% of the revenue is paid to employees which is considered too much as per many hotel management professionals. This cost can be reduced to 20% or even less to implement the expansion strategy. Reducing fixed costs such as interest on the loan is difficult but Harriot Hotels can always reduce and adjust the variable costs to improve business performance and expansion. 
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The assignment deals with explaining different kinds of costs and cost structures used in management accounting. Different cost items have been categorized in terms of fixed and variable costs for a better understanding of cost concepts. Examples of different types of costs are also explained here. How different cost types can affect business performance and help in executing business expansion strategies is also focused here. 
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