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Harriot Hotel cost management strategy to maintain its expansion strategy in the period of COVID-19 
[bookmark: _Toc218548646]Introduction   

‘ What sets bootstrapping apart from other forms of business funding is that it relies heavily on entrepreneurs’ frugal thinking, creativity, thriftiness, planning and cost cutting efficiency skills’. 
· Victor kwegyir
   At the last decade, hotel industry has become the one of the largest growing industry in the world. Harriot hotel which is a UK based hotel runs their operations in the America, Europe, Asia and Africa. In the year of 2020 COVID-19 pandemic broke out all over the world and governments of almost every country imposed lockdowns throughout the countries. 
[bookmark: _Toc218548647]   For this lockdowns hospitality industry especially hotel industry faces a lot of losses and crisis. According to the statement of CEO of Harriot hotel “This year has been the worst year ever for us as a business”. Harriot hotel is still stick to their expansion strategy but they should manage financial resources at optimum level to survive in this critical situation and also for reach to their goals. Managers can take cost management strategies to make the right decisions. A detailed analysis of cost structure and application of cost management strategy in Harriot hotel will be discussed. In this essay going to use sensitivity analysis to find out which cost should be increases, decreased and eliminated to maximize profit.
Overview of Harriot Hotel
[bookmark: _Toc218548648]   Harriot hotel falls in the type of tourism industry. This hotel provides service to the Europe, America, china and many other countries. John D. Brockville founded the hotel in 1941.For the past few years it has been operating very efficiently and become a global market. But due to the COVID-19 pandemic the hotel is facing a huge amount of losses and so it decides to cut down its cost for bounce back from losses.

General information about cost structure of Harriot hotel
   There are mainly two types of cost structure value driven and cost driven. Value driven cost structure emphasizes more on the value of the products rather than making the product in the lowest possible cost. Example: Prada, Rolex etc. Cost driven cost structure focus is given on cost of the product. Products or services should be made in the lowest possible cost (Wen and Shinozuka, 2018). Example: Wal-Mart, South-west Airlines etc.
Types of costs
   Fixed cost: The other name of fixed cost is indirect cost or overhead cost. Normally fixed costs are referring to those which are not dependent on the levels of goods or services produced (Berry, Eizenberg and Waldfogel, 2019). Examples: Salaries, office rent etc.
   Variable cost: The other name of variable cost is normal cost. Variable costs changes as the units of goods or services produced increases or decreases. Example: wages, raw materials etc.
   Semi- variable costs: Labor or worker cost can be a semi- variable cost. Example: If a car company wants to produce more cars it has to appoint more labors and at the same time if it does not produce any car it still need some labor to look after the empty factory.
Here the cost of Harriot hotel is explaining separately
   Employee’ wages: It is the variable cost of Harriot hotel. In the tourism industry human resources are very important factor and hotel cannot run without it so for that reason Harriot set it as a variable cost because it often changes with the chance of quantity and quality of service changes (Madruga, 2019). Advertising costs: It is a fixed cost of Harriot hotel Some promotional activity has taken by this hotel.
Interest on loans: It is amount of money that Harrior hotel takes from banks, financial institutions and creditors. It is a fixed cost for hotel (Dinger, 2018).
Housekeeping and cleaning supplies: it’s a variable cost.
Customers discount: Customer often get attracts by discount so it’s a variable cost.
[bookmark: _Toc218548649]Stationeries used at the front desk: It’s a variable cost. 
Using cost-volume –profit models for sensitivity analysis for Harriot hotel
   Cost volume profit (CVP) analysis is cost accounting method which shows that how various level of costs and volume have an impact on operating profit. In the case of Harriot hotel need to identify that which fixed and variable cost should be increased, decreased and eliminated (Armstrong and Kolesár, 2018). In order find out this sensitivity analysis will be done for Harriot hotel. Sensitivity analysis is a technique that shows how NVP changes and in the case of Harriot hotel how profit will change in response to the change of input variables like fixed costs and variable costs keeping other thing constant (Tsanakas and Millossovich, 2015). 
   A projected cost Breakdown for UK division is given. We will try to find out profit from the given data and will make a sensitivity analysis on the bases of this data that how profit will change in response to the change of fixed costs and variable costs. Harriot hotel is facing a huge loss for the COVID-19 pandemic and want to apply cost cutting strategy to reduce projected losses for 2021. In this analysis we will keep some variable constant and will also assume some variables for the sake of analysis
Projected cost Breakdown for UK division

	Item
	Value
	% of revenue
	Cost types

	Revenue
	60,000 ( Assumption 200 rooms)
	-
	-

	Employers’ wages
	15,000
	25%
	Variable costs

	Advertisement
	7,000
	12%
	Fixed costs

	Interest on loans
	10,000
	17%
	Fixed costs

	Housekeeping and cleaning supplies
	5,000
	8.3%
	Variable costs 

	Customer discount
	8,000
	13.3%
	Variable costs

	Stationeries used in front desk and restaurants
	3,000
	5%
	Variable costs



Revenue =                       60,000
(-)Total fixed cost is =     (17000)
(-)Total variable cost is = (31000)
 Operating Profit             =12,000

	Rent price per room
	60,000/200=300

	Fixed cost per unit
	17000/200=85

	Variable cost per unit
	31,000/200=155

	Target profit
	20,000



   Now going to see some scenarios in which Harriot hotel will achieve its target profit of 20,000. Here in this sensitivity analysis only going to focus on fixed cost and variable cost. Here not going to use sales volume which room capacity and price of the room. Due to COVID-19 pandemic Harriot hotel already faces huge losses so price increase can make it worse. By applying cost cutting strategy they can achieve their target profit. 
Scenario analysis of costs of Harriot hotel
   Here we will discuss 2 scenarios and base case to find out that which scenario will help Harriot hotel to achieve their target profit of 20,000.

1. How will profit change if fixed cost increases by 10% which is 1700 increase in the advertisement cost and variable cost decreases by 20% which is 6,200 ( Customers discount reduced by 4000 and overall other variable cost reduced by 2,200).
2. How will profit change if fixed cost decreases by 10% which is 1700 decrease in the advertisement cost and variable cost decreases by 20% which is 6,200 ( Customers discount reduced by 4000 and overall other variable cost reduced by 2,200).

	
	Base case
	Fixed costs increase by 10% and
Variable costs decrease by 20 %( Scenario-1)
	Fixed costs decrease by 10% and
Variable costs decrease by 20 %( Scenario-2)

	Revenue
	60000
	60000
	60000

	(-) Fixed costs
	(17000)
	(18700)
	(15,300)

	(-) Variable costs
	(31000)
	(24800)
	(24800)

	Operating profits
	12000
	16,500
	19900

	% change in profit
	
	16500-12000=(4500/12000)*100=37.5%
	19900-12000=(7900/12000)*100=65.83%



   In this price and room capacity assumes to remain constant and work only on the fixed costs and variables costs (Shim and Siegel, 2019). In base case the operating profit is 12000 but the target profit of Harriot hotel is 20000 and they want to cut or work only on the costs. In scenario 1 fixed cost increased by 10% means 7000 advertisement cost will be 8700 and interest of loans will remain same. And in variable costs Harriot hotel decides to cut customer discounts because it already incurred a lot of losses. And some stationary and supplies cost will be reduced too, but no cost cannot be totally eliminated. Here profit increased by 37.5%. 
[bookmark: _Toc218548650]   Harriot hotel increases its advertisement cost in order to attract more customers and reduced their customer discount significantly and some other variable costs. It increases their profit but cannot achieve their target profit of 20,000. Now see the scenario 2 here fixed costs decreased by 10% means advertisement cost decreased by 1700 and variable cost is remain same like scenario 1. Here % of profit becomes 65.83%. So Harriot hotel final decision will be they will reduce advertisement cost by 1700 and customer discounts by 4000 and other variable cost by 2200. They cannot totally eliminate any cost.  By doing so, they can approximately achieve their target profit of 20,000.




Conclusions
[bookmark: _Toc218548651]   Harriot hotel is facing loss due to COVID-19 pandemic but still want to hold want to their expansion strategy. Here in this essay it is analyzed that how apply sensitivity analysis in their fixed and variable costs they can achieve their target profit without changes sales volume and price. This strategy will be very beneficial for the Harriot hotel in the period of COVID-19 pandemic. They can bounce back from their losses due to lockdowns.
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