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Executive summary: Cost controlling is an essential part of the management accounting system. Due to the outbreak of COVID 19 pandemic, the business entities under hotel sector have been badly affected. In this paper, an analysis has been made of the cost structure of Harriot hotel, UK division. The paper gives an overview of the cost components and its nature. Apart from that, a reduced cost structure is proposed to cope up with the pandemic situation. 
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[bookmark: _Toc65849696]Introduction
Every business entity tries to maximize its enterprise value in the long run. It is totally based on the accuracy of the decision making by the management team. They employ efficient management accounting system for accumulating and analyzing relevant business data for the purpose of managerial decision making. Management accounting is the system of collecting relevant data, processing and analyzing them for providing the overall business performance of the business. This helps in long term decision making. If the system is absent, managers cannot access readymade data set and business reports, which would ease the process of critical decision making. One of the main items of evaluation is the total cost. According to the behavioral classification, costs can be classified into three parts and these are fixed, variable and semi- variable. Fixed costs remain same throughout the operating cycle. On the other hand, variable costs would vary as per the fluctuations in the level of activities. Due to the outbreak of the COVID 19 pandemic, hospitality industry has been very adversely affected. Since the number of visitors and international travels depends on the extent of the COVID 19 pandemic and extension of travel restrictions, during 2020, the hospitality sector remained almost without any work. Though it is expected that during the post- pandemic situation the economic condition would recover, yet it is not sure. It is predicted that, the number of inbound visitors would fall by approximately 35% during pandemic situation, as compared to 2019. 
[bookmark: _Toc65849697]About Harriot hotels
Harriot hotel started its operation in 1941 by Mr. John d. Brockville. The hotel has grown in a substantial manner over the years and became a major hospitality service provider in Europe, Africa, Asia and USA. The substantial growth and development of the organization is the result of its “aggressive expansion strategy” that is funded by loan capital.
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Cost structure analysis is an essential component of performance analysis. In this both the variable and fixed costs are analyzed (Verma and Saini, 2020). Main cost components of Harriot hotel are described below:


Point: Employee wages (Variable cost)
This item relates to the total expenses paid to the existing staff members for running Harriot hotels.
Explain: The total value of employee wages is 25% of revenue from operations. This percentage occupied is almost one fourth of the total revenue. Both the variable and fixed elements of cost are there since there are various types of employees present in the organization (Karim et al.2020). It covers various segments and departments of the hotel division like front office desk, housekeeping, kitchen, inventory and cash management departments. Hotel management trainees are also present in all the segments. Due to the outbreak of ovid-19 pandemic various segments of the hospitality sector have been badly affected. The existing employee cost is the result of the presence of senior level staff members, who are paid higher amount of salaries. 
Relate: It may be revised to Harriot hotels that it may minimize the number of senior staff members and managers by compensating them with "attractive redundancy packages" and the existing senior staff members can perform their duties from home through online mode (Ozili and Arun 2020). It would help the organization to cut the electricity expenses also. On the other hand, the number of management trainees can be increased; who you would be paid a minimum amount of compensation. In this way, the total cost can be minimized by at least 8%.
Point: Advertising cost (Semi- variable cost)
This is the total cost paid for the promotion of the hotel chain and expansion of business operations.
Explain: The advertising cost comprises 12% of the total revenue from operations. As a consequence of the outbreak of pandemic, during 2020 e the travellers did not attend any tourist spot and as a consequence of that, the organization. Interest on loans did not yield sufficient amount of surplus. The cost of advertising for the hotel industries did not work and earned no revenue in 2020.
Relate: Since there is a little percentage of return on the investment in advertising, for the upcoming periods this cost should be minimized by changing the advertising strategies. The hotel giant should move towards online modes of advertising reduce its cost by at least 5%. 


Point: Interest on loans (Fixed cost)
This is the cost of capital paid to the long term and short term loan providers. The loan is taken for the expansion of business operations (Hall et al.2020).
Explain: The amount of interest on loan is 10,000 pound and it is around 17 % of the revenue from operations. Interest on loan is a fixed cost and it cannot be minimized. Due to the pandemic situation, the cost of capital in the hospitality industry rose substantially and the borrowers must consider this hike. For the implementation of expansion program, long term loans are essential and it is expected to be increased during the upcoming periods 
Relate: Since Harriot group has plan for expansion of its business, it is to borrow money for accomplishment of the same. The expected increase in the cost of capital would have impact on the interest on loan. It is expected to be increased by nearly 3%.
Point: Housekeeping and cleaning supplies (Variable cost)
Cleaning and housekeeping supplies are two important components of the total cost. This is a part of working capital of the organization.
Explain: Every hospitality service provider needs to carry on its business operation for satisfying the need of their clients. Everyday organization needs various products for maintaining the conditions of the room. Cleaning materials also required for maintaining floor, ceilings and room decorations. The total percentage of revenue is 8.3 %. This cost is fully dependent on the number of clients visited and checked out. Due to the lockdown situation, the rooms remained vacant for almost one year. 
Relate: Harriot group is planning to expand its business operations and it is expected that the economies of scale can be achieved. Just in time (JIT) inventory system should be introduced in the organization for the betterment of the supply. Through the expansion of business, the organization can reduce the housekeeping and cleaning supplies cost by at least 1.5%. 
Point: Customer discount (Variable cost)
Customer discounts are provided by Harriot group for attracting customers. This is one type of promotional tool used by the hotel for increasing revenue from operations.
Explain: Customer discounts are almost 13.3% of the revenue from operations. This is substantially high during the situation of pandemic. It means that the hotel group uses to spend around one tenth of the total revenue from operations to out promotion. This should be questionable during the situation of global pandemic.  
Relate: The organization needs to reduce the percentage of discount for the next couple of months. It should be reduced to 10% of the revenue from operations. It can enhance the activities by providing exceptional service quality for attracting its clients. Though it is advised to reduce the percentage of discount, it should be reduced for a short time.
Point: Stationery items (Variable cost)
Front desk and restaurant stationeries are important components in any hotel. It comprises of the goods required for running the day to day activities of the concerned cost center. 
Explain: Front desk and restaurant stationeries cost is only 5% of the total revenue from operations. Front desk stationeries may include stationery items like pen, eraser, computer printer, cartridge, etc. (Jiang and Wen, 2020).  On the other hand the stationary for restaurant shall include tissue papers, bill books, and other necessary office items. All these components are essential for running the hotel business.
Relate: Front desk and restaurant stationaries cost can be reduced by minimizing the use of papers. Harriot hotels implement paperless transaction systems by providing electronic receipts to the client. Total cost of stationery items can be reduced from 5% to 3% in this way.
If the revenue from operation remains same and proposed cost reductions are applied, then it can minimize its total cost.
Revised Cost Structure
	Item (﻿£m)
	Revised Value
	Revised Percentage

	Revenue
	60,000
	

	Employees’ wages
	10,200
	17%

	Advertising cost
	4,200
	7%

	Interest on loans
	12,000
	20%

	Housekeeping and cleaning supplies 
	4,080
	6.80%

	Customer discounts
	6,000
	10%

	Stationeries used in front desk and restaurants
	1,800
	3%



[bookmark: _Toc65849699]Conclusion
The hotel industry in UK is expected to yield a positive return in the long run. Due to the pandemic situation, all over the industry is greatly affected and it is temporary economic downturn. During the next five years, it is expected to be a profitable industry. Cambridge, Edinburgh and Oxford are the major cities in UK are the most suitable destinations for the hotel investors. Expected growth percentage of revenue per available room is around 9 % in 2021. Due to the pandemic situation, the hotel industry is very adversely affected. Since “vaccination developments” looks promising and travellers are thinking about travelling, the upcoming years can be expected to be profitable. As a major player in the hospitality segment, the management team of Harriot hotel needs to minimize its employee cost by reducing the number of top management staffs and appointing management trainee for ground level works. Advertisement costs needs to be decreased by 5%. Interest on loan is expected to be increased as a consequence of the expansion plan. Other costs that can be decreased are housekeeping and cleaning supplies, discounts and cost of stationery. It is advisable that, the hotel needs to implement paperless transaction system for minimizing the cost of printing and stationery. It may be concluded that, during the next five years the Harriot hotel would be able to enhance its market value and maximize the return on investment (ROI).
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