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Recap-What did we learn last week?
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Recap-What did we learn last week?

* Demand and Supply
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Question

* Why is it important for hotel companies to consider the unique characteristics
of the hospitality industry?

* What is supply?

e What is demand?
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‘ Where Are We Now? \
WModule: | Operations Management

Week Lecture Topic

1 Introduction to Role of Financial Management in business operations
2 Hospitality and tourism industry characteristics and Financial Management implications
3 Introduction to Supply and Demand and financial planning

4 Cost structure

5 Introduction to budgeting

€ Revenue Management

v Reading Week

£ P&L and Balance Sheet

L Assignment Support

2z Assignment Submission
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Today’s Objectives

1. Discuss cost structure and its importance
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Describe the picture below
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Cost structure

What is cost structure?
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Cost structure

* “The Cost Structure describes all costs incurred to operate
a business model”

* Creating and delivering value
* Maintaining Customer Relationships
* Generating Revenue
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* Links to
* Key Resources
* Key Activities
* Key Partnerships

Osterwalder and Pigneur, 2010
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Cost Structure

Why should hospitality and tourism managers pay attention to their organisation’s cost
structure?
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Cost Structure

* Understanding your cost is important for running a profitable business. A proper
understanding of cost is needed to make some investment decisions, pricing decisions,
deciding when to keep a product, keeping track of your overall business opportunity among
many other things.

* Keeping track of cost is critical to make strategic business decisions. So, in this lesson we
going to cover foundational aspects of cost structure, also can be termed as cost analysis.
This may be boring, but it is really important to master cost structure if you want to make

solid business decisions.

LA/ University of Wales
Trinity Saint David
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Cost/Management accounting is:

* Optional, organisations do not have to use it
(although most do in some form).

* Information may be approximate.
* More important to be timely than accurate.

* Can be produced for any segment of an
organisation.

* There are no prescribed rules.

* Can be for periods in the past, present or future.
* Produced when required.

* Prepared for management.
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Cost Behaviour

If a business cost £750,000 to run last year, how much will it cost to run this
year if business activity is forecast to increase by 25%7?
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Cost Behaviour

Fixed Cost

This type of cost is incurred for a period and within certain output
limits tends to be unaffected by fluctuations in the level of output.

* Fixed Costs are sometimes known as
capacity cost, since they result from
outlays made for buildings, equipment,
skilled professional employees and
other items needed

Activity
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Cost Behaviour

Variable Cost

A cost which varies with the level of activity — the more
that is produced the higher the cost.

A A

»
»
» »

Activity Activity

HOSPITALITY > Prifysgol Cymru
Y Drindod Dewi Sant

AND Man Geni Addysg Uwch yng Nghymru Ty
/ University of Wales

LRUR(Sk: Where Higher Education Began in Wales o : ,
MANAGEMENT Trinity Saint David




Cost Behaviour

Semi Variable
A cost which has both a fixed and variable element.

Variable
Cost

Activity
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Cost Behaviour
Stepped Cost

A cost which is fixed for a particular range of activity levels, but
once the upper limit of that range is passed a new higher level of

fixed cost is incurred.

The engaging of resting/hibernating
resources

Activity
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Group Activity

Classify the following examples as either Variable Costs or Fixed Costs: raw
materials expenses, sales commissions, direct labour costs, insurance, employee

salary, and rent.
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Group discussion

Which of these hotels is likely to be a riskier investment?

Revenue £600,000

(-) Variable Costs £390,000
(-) Fixed Costs £60,000

Operating Income £150,000

(-) Interest £10,000

Net Income £140,000
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£600,000

£320, 000
£90, 000

£190,000

£50,000

£140,000
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Which of these hotels is likely to be a riskier investment?

Number of Units Produced

Price per unit

Variable costs per unit

Fixed Operating costs

Fixed Financing costs
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£60,000 £60,000

£10 £10
£6 £5

£60,000 £90,000

£10,000 £50,000
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Case studies

Case Studies-Please refer to the word document

1. Tourism students
2. Events students
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Announcement

No Financial Component class on 3" March 2026 due to Enterprise pitch

Rading Week: Monday 9t - Friday 13 March 2026

Lecture resume: Tuesday 17" March 2026-P&L and Balance Sheet
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If you have any questions in the
meantime, please send an email from _
your student account Budgeting

e.wavei@uwtsd.ac.uk
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