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Introduction: 
Harriot Hotel has been successfully operating as a renowned business conglomerate of the Hotel and Tourism industry since 1941. The hotel has taken various aggressive business expansion strategies especially the huge loan amount from various international financial institutions. However, the recent COVID-19 pandemic has drastically impacted the economy of the world of which the most affected industries are the Airlines, Hotel & Tourism industry. Harriot Hotel likewise faced its worst year since the commencement of the business. However, to sustain its expansion strategy of augmenting business operations in the hard-hit area like Europe and America, the company increased some business operations in China where COVID restrictions were a bit flexible. Furthermore, some effective cost-cutting decision has been taken to minimise the ultimate loss in 2021. In this essay, I, as a manager of the hotel, would introduce some modifications in the cost structure of various fixed and variable costs. Moreover, bold and logical explanations or justification for these cost and price updates would be included as well. Hence, various analysis tools like Cost Management Strategy, Sensitivity analysis would be done in these regards. 
Harriot Hotel’s Cost Structure and types: Considering the customer preference, product feature, industry type, the cost structure is classified into two main categories- Cost-based pricing and Value-based pricing (Christopher and Gattorna, 2020). Value-based products are usually produced considering quality and perfection whereas cost-based pricing is focused on cost minimisation rather than quality assurance. Now, based on the variability feature, the costs are of three types- Fixed Cost, Variable Cost, and Semi-variable Cost (Xi Chen and Bertrand M. Koebel, 2017). Fixed costs are the permanent costs that are independent of the unit of goods and services production. For example, Advertisement, Office rent, etc. Variable costs, on the contrary, are those costs where unit cost is fixed, and the total variable cost directly depends on the number of units (Gribbin and Lau, 2014). Examples include Raw materials, labour wages, etc. There are some costs which have both of the features. Gas, Electricity, and other utility bills for example have a fixed cost along with variable costs. Now, the cost structure of the mentioned company is scrutinized below.
Employee’ wages: Wages paid by the company fall under the category of Variable cost. The more employees would be appointed, the higher the would be the wages expenses, and vice-versa (Kuang and Moser, 2015).
Advertising costs, Interest on loans: All the costs related to the promotional activities are regarded as a fixed cost since there is no per unit cost of these expenses (Buchheit, 2016). Likewise, the interest on any loan is not measurable per unit of cost. Hence, it is a fixed cost. Moreover, whether the loan amount and advertisement service and stationaries are used or not, the expenses become payable, thus making these Fixed costs.
Housekeeping and cleaning supplies, front-desk stationaries, and Customer Discounts: These are considered as variable costs as additional units of supplies or discounts would result in extra benefit or output for the restaurant or tourism businesses. 
Here’s the summary of the Cost breakdown given in the case:
	Particulars
	Cost types

	Revenue
	-

	Employers’ wages
	Variable costs

	Advertisement
	Fixed costs

	Interest on loans
	Fixed costs

	Housekeeping and cleaning supplies
	Variable costs

	Customer discount
	Variable costs

	Stationeries used in front desk and restaurants
	Variable costs


Table 1: Cost breakdown of Harriot Hotel 
Source: Own
The Net Operating Profit is demonstrated in the following table:
	Particulars
	Calculation
	Amount (£ million)

	Revenue
	
	60,000

	Minus: Fixed costs 
(Advertisement Cost+ Interest on Loans)
	(7,000+10,000)
	(17,000)

	Minus: Variable costs (Employees’ wages+ Housekeeping and cleaning supplies+ Customer Discounts+ Stationaries used in front desk)
	(15,000+ 5,000+ 8,000+ 3,000)
	(31,000)

	Operating Profit
	
	12,000 (£ million)


Table 2: Net Profit of Harriot Hotel 
Source: Own
Cost-Volume –Profit Models for sensitivity analysis: This is a cost accounting method that determines the change in the operating profit with respect to the changes in the level of costs (Stoenoiu, 2015). Now, using this tool, it would be analysed how the changes in various costs of the company would be done in order to ensure a leading market position. The hotel has as per the projected cost breakdown, an Operating Profit of £12000 million. Now, based on the projected Cost-breakdown given in the case, a new scenario would be created with a modified cost structure. Due to the COVID crisis, the company has decided to minimise some costs and the projected loss in 2021 and implement the cost-cutting strategy. 
Scenario: The company could decide to reduce the advertisement cost by 20%, reduce stationaries’ cost by 15%, and increase the Housekeeping and Cleaning supplies by 10%. Employees’ wages would remain as it is. Now, the newly structured Projected Cost Breakdown would be as follows:
	Particulars
	Calculation
	Amount (£ million)

	Revenue
	
	60,000

	Minus: Total Fixed costs (Advertisement Cost+ Interest on Loans)
	(7,000+10,000)
	(17,000)

	Add: 20% advertisement decrease
	7000*20%
	1400

	Profit after Fixed Cost deduction
	
	44400

	Minus: Variable costs (Employees’ wages+ Housekeeping and cleaning supplies+ Customer Discounts+ Stationaries used in front desk)
	(15,000+ 5,000+ 8,000+ 3,000)
	(31,000)

	Minus: 10% Housekeeping and cleaning supplies increase
	5000*10%
	(500)

	Add: 15% decrease in the stationaries in the front desk 
	3000*15%
	450

	Newly projected Operating Profit
	
	13,350 (£ million)


Table 3: Updated Cost structure and Net Profit of Harriot Hotel 
Source: Own
Based on the newly projected scenario, the company can reduce costs and ensure some additional profit than the case’s mentioned projection’s operating profit of £1200 million. This modified projected cost structure of figure-3 would have a net operating profit of £13350 million which is (£13350 - £12000) = £1350 million more than the one given in the case.
Justifications for the decisions of various cost reductions: The Harriot Hotel has decided to minimise the projected loss by means of various cost reduction. A new manager has been assigned to freely decide which costs should be decreased or eliminated and which should be increased based on which the new cost structure and Profit statement has been prepared. Now, some justifications regarding why the decision of increasing or decreasing particular costs has been taken would be further scrutinised.
Firstly, Hotel & Tourism industry is going through a crisis and there are many legal restrictions to operate the business (Choy, 2020). Consequently, the advertisement would not create much impact on the increase of turnover or profit of Harriot Hotel. Hence, it is logical and justified to reduce Advertisement, a fixed cost, a bit which would rather help minimise the projected loss in 2021. In the created scenario, as per the manager’s decision, advertisement cost has been reduced by 20%.
However, the company should not decide on employee’s wage reduction. Because employees would be dissatisfied and demotivated which would lead to huge employee performance inefficiency. Especially, in this pandemic, this would be the worst possible decision from the management. Moreover, the wage is a variable cost (Dobbelstein and Brehm, 2014). Hence, the company would have to cut from everyone’s wage amount which could make everyone furious and lead to a dreadful protest and reputational hazard. Here, the new manager did not cut employee wage which is a justified decision.
Housekeeping and Cleaning supplies costs should be increased, and this decision has a significant material value. Organisations under the hotel tourism industry, without extra sanitation, would neither get much approval from the government and legal authorities nor get acceptance from the clients and tourists, especially in this COVID pandemic (Choy, 2020). Hence, it is quite a logical and praiseworthy decision to increase costs related to Housekeeping and Cleaning to ensure extra virus protection. Keeping all these in mind Housekeeping and Cleaning supplies cost has been increased by 10% in figure 3.
Because the passenger traffic is quite lower during this pandemic, the decision of decreasing the cost regarding Front Desk Stationaries by the manager is justified as well. Moreover, Cost minimisation in this particular area would not be that much unacceptable by the clients (Xi Chen, and Bertrand, Koebel, 2017). Rather, this cost-cutting would help the company shrink down some costs. Considering all these, the Front Desk Stationaries Cost has been reduced by 15%.
Finally, regarding the Customer Discount cost, it is quite justified with the existing discount rate. It would not be a great decision to reduce or eliminate this discount option in this low customer-traffic period (Gribbin, and Lau, 2014). Because then the service revenue would further fall causing huge loss. On the contrary, since there would not be many travelers or tourists due to the pandemic, further increase of Customer Discount cost would not create any additional value or cost-saving. 





Conclusion: 
The industries of the world economy that get hurt most during a pandemic are the airlines, cruise, and Hotel & Tourism industries. Likewise, Harriot Hotel, currently, has been going through a major hardship because of the COVID pandemic. Moreover, it wants to retain its expansion strategy by following the cost-cutting strategy. In this essay, after analysing Harriot Hotel’s market condition, business strategy, industry condition, and the projected Cost Breakdown table given in the case, some costs have been reduced which include the Advertisement cost, Stationaries at the front desk cost. On the contrary, to ensure target sales or revue, the Housekeeping and Cleaning cost has been raised. Finally, proper justification of these cost-changing decisions has been provided with deep scrutinization. Based on this newly developed cost structure, the Harriot could make an operating profit of £13350 million which £1350 million more than that of the given case.
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