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MA is an important branch of financial accounting. Though it also relates to financial information and data, it has a much wider scope than financial accounting. It travels much beyond mere reporting and compliance exercise of financial accounting (Eldenburg, et al., 2020).
MA is designed for internal use by management team and now has become an indispensable tool for them as it plays a crucial role in planning function and strategic decision making process of any organisation. The various MA tools and techniques help organisations to gain a competitive advantage as they are in complete control of their voluminous data and its analysis (Eldenburg, et al., 2020).
For all organisations, big and small, costing is an important area as it occupies a key position in an organisation’s growth story. The contribution of MA in this field is unmatched as it facilitates cost reduction or cost control, through increased efficiency, reduction in wastages, curtailing unnecessary expenditure, etc. This goes on to enhance an organisation’s productivity and profitability (Vanderbeck & Mitchell, 2015).

[bookmark: _Toc67314837]Overview of Hotel industry
Hospitality industry being directly linked to tourism sector is an important contributor in an economy’s growth and has a promising future.
Due to various travel restrictions imposed by countries, not only UK hotel industry but globally, the hotel and travel industry has been the worst affected by COVID-19 pandemic. Further, this pandemic has steered the course towards a cautious market, which is vigilant and watchful of their outlays. This has led to lot of under-cutting and discounts being offered to customers to boost travel demand, which has caused a further dent in profit margins of industry players (Uğur & Akbıyık, 2020).
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HH is global chain of hotels founded by John D. Brockville in 1941. Over years, it has expanded its operations in several continents like America, Europe, Asia and Africa owing to its aggressive growth strategy.
Like other industry operators, it is dealing with pressures on account of COVID-19 pandemic. In order to compensate for reduced business in other regions, it is seeking to expand its capacity in China, where COVID-19 restrictions have been already relaxed. Further, considering projected losses for 2021, top management has decided to adopt a cost cutting strategy.

[bookmark: _Toc67314839]Cost items and their critical analysis

In current situation, it is essential that HH adopts cost accounting systems like Lean management accounting or Activity Based Costing (‘ABC’) that can help to eliminate or reduce unnecessary activities and expenditure being incurred. This will reduce its operating costs and also enable it offer attractive pricing options to customers to elicit demand. The first step in this process is to analyse each cost component and its adequacy (Vij, 2012). 

The cost components of each business are different and depend upon product/service or business activities that are carried on. In order to run a profitable business, there should be continuous efforts to reduce all types of costs incurred. The costs incurred vary in nature, occurrence, quantum and method of quantifying. Accordingly, they are segregated into fixed and variable costs, common pool costs, allocated costs, etc. (Tabitha & Ogungbade, 2016).




The following cost components of HH’s UK division are discussed below:

	Item 
	Value (£m)
	% of revenue
	Proposed %

	Revenue
	60,000
	
	

	Employees’ wages
	15,000
	25%
	No change

	Advertising cost
	7,000
	12%
	+ 3% contingency

	Interest on loans
	10,000
	17%
	5%-8%

	Housekeeping 
	5,000
	8.3%
	No change

	Customer discounts
	8,000
	13.3%
	15%-18%

	Stationeries
	3,000
	5%
	<1%
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As HH is operating in hospitality industry, customer service is an important aspect and thus employee cost forms major part of expenditure. It is essential to achieve a perfect balance of this cost, as it can lead to understaffing or overstaffing issue. While understaffing can severely impact organisation’s service levels and reputation, overstaffing can result into heavy salary bills that are mostly fixed in nature. It is only the temporary staff or staff paid on hourly/time basis that can be categorised as variable costs (Siu, 2019).
The wages account for about 25% for HH. Considering the fact that HH is operating in service industry, this estimate seems to be fairly reasonable. However, apart from fixed employee base, efforts can be made to employ more temporary staff who can be employed on need basis taking into account COVID situation.  This can go on to reduce unnecessary labour cost for HH.

[bookmark: _Toc67314841]Advertising cost
Advertising is another key cost component of hospitality industry to lure customers and can be in form of print media or digital form. Generally, advertisement contracts in various media are entered at pre-decided amount for particular tenure making them fixed in nature. However, such expenditure can be increased or decreased on need basis, making it variable to some extent (Siu, 2019).
Presently, HH is incurring about 12% advertisement cost. In current situation, HH can focus only on digital advertising and divert its print related budgets too towards digital marketing. The 12% budget seems adequate in normal scenario but may need to be enhanced in absence of sufficient demand. It is essential that the budgeted customer discounts are exhibited and informed to customers so as to awaken any interest in their offerings. Accordingly, the management needs to budget for additional 3% contingency amount in case of thin customer demand.
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If share capital is not sufficient, companies resort to debt for funding, say for, expansion projects or to deploy new machine/technology or such capital intensive objectives. In certain cash crunch scenarios, debt route is opted for servicing working capital needs. However, debt or loans need to bear burden of interest payments. Accordingly, if return on capital is more than interest on loan it becomes worthwhile proposition. Having said that, it is essential to maintain sufficient balance between own and borrowed funds so as to not dilute control in company (Weygandt, et al., 2021).
In given case, HH is looking to expand its existing capacity in Mainland China. This expansion would most certainly be financed through loans; interest on which is about 17% of revenue (as given). This seems to be cause of worry for HH as it indicates high debt leverage.
Such interest on loans is fixed cost for company, which is generally pooled together and allocated to respected business units or service lines depending on usage of debt funds. Considering uncertain times prevailing and projected losses, HH should look to bring its debt burden and consequential interest to its minimum level, say about 5%-8%. 
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This is another cost component that forms significant part of total cost bill of hospitality industry player. Generally, this responsibility is outsourced to third party on contract basis. In addition to these contractual services, the hotel also employs certain fixed number of cleaning staff on its payroll to supplement or supervise the contractual staff. Thus, it is a form of fixed periodic cost (Weygandt, et al., 2021).
Presently, HH is incurring about 8.3% of this expenditure. It is presumed that this amount includes an estimate for increased sanitizing and cleansing requirements in view of COVID. Taking into account the fact HH is operating in hospitality industry and the fixed nature of this expenditure, it seems this expenditure is unavoidable. 
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The hotel industry invariably turns to off-season discounts to trigger demand in these periods and also retain competitive advantage. This can be in form of reduced hotel stay rates, package discount, free breakfast or meal offer, etc. This can be categorised as variable cost as it can be varied as per management’s discretion (Siu, 2019).
The hospitality industry is facing most challenging times and in such slack market it is essential to initiate demand and attract customers. Customer discounts most certainly help in boosting demand and can be resorted to once restrictions have been eased in regions.
Presently, discounts are about 13.3% and if need be it can be increased to about 15%-18% in order to generate demand and utilise its resources.

[bookmark: _Toc67314845]Stationeries used in front desk and restaurants
Stationeries and such office supplies are part and parcel of routine business operations and can be in form of invoices, customer orders, etc. They are variable in nature as they are dependent on usage (Weygandt, et al., 2021).
Currently, for such expenditure is about 5%. Considering situation of projected losses and pandemic that requires minimum physical contact and exchange, it is imperative that HH makes use of technology and digitise its transactions. It can introduce e-invoices and digital customer orders, thereby eliminating use of stationery completely. This can also go on to reduce its carbon footprint. Accordingly, HH should target to bring down its stationery usage to below 1%.
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Currently, global industry especially hospitality industry is waiting for this outbreak to subside at earliest as it has severely impacted routine operations in one way or other. More importantly, it has caused disruptions in travel plans of global population as well as impacted business related travel. 
Having said that, no sooner things have normalised there is bound to be a surge of pent up demand in hospitality industry that can make up for slack in these trying times. Further, COVID will transform way in which tourism industry operates through sustainable solutions to tackle such eventuality in future (Alonso, et al., 2020).
Considering prevailing scenario, HH should adopt cautious stance and resort to MA systems like lean accounting and ABC to streamline business processes and activities. Further, to foster their expansion strategy together with a vigilant outlook, HH should opt for refinancing debt or raising capital from internal sources like additional share capital or issuing stock options to employees. This can also meet its capital requirements at same time reduce its interest burden while retaining its control.
However, to drawn in customers, it is essential that HH comes out with attractive discounts or innovative offerings that are marketed appropriately to appeal and influence larger customer base.
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