MANAGEMENT ACCOUNTING 




MANAGEMENT ACCOUNTING
IVA NAYDENOVA

University of Wales Trinity Saint David


Professors name
Dr. Widin Bongasu

Date 25/03.2021













Table of Contents
Introduction	3
Cost assessment of Harriot hotel cost items	3
Conclusion	6
References	7




















[bookmark: _Toc67549696]Introduction
Management accounting is essential in enhancing the competitive advantage and financial growth of an organisation. Management accounting provides precise and timely statistical information which influence both short term and long term decisions within an organisation. Data driven decisions are instrumental in gearing a company to adopt investment and financial decisions that propel it towards better financial growth and stability. Management accounting also outlines the implications and outcomes of each decision alternatives advising the management on the most sustainable alternative. As a result, the management is able to adopt strategic decisions as well as prepare sufficiently for the adverse impact of their decisions. Moreover, management accounting closely monitors the operational costs of a company proposing effectual cost controlling strategies to maximise the use of available resources. This assignment examines the different cost behaviours of different operational costs of Harriot hotel. Correspondingly, it evaluates the impact of different costs on the performance of the hotel. These cost assessments are valuable in assisting Harriot hotel to formulate and implement cost cutting strategy to reduce its projected losses of 2021.
[bookmark: _Toc67549697]Cost assessment of Harriot hotel cost items
According to Davidson (2018) cost assessment facet of management accounting classifies and scrutinises the behaviours of the different costs incurred within Harriot aiding the management to understand their cost behaviours. Cost behaviour denotes the variation of different input costs according to the different levels of activity within an organisation. These types of costs depicting different cost behaviours include variable, fixed and semi variable costs (Atrill, 2015). Variable costs are costs that directly vary with the level of output of a company. For instance, an increase in output level will lead to a proportional increase in variable costs. Fixed costs are costs that remain the same irrespective of the level of output of an organisation. Semi variable costs are costs that contain both fixed and variable costs and so they are partially affected by the fluctuations in the level of output of a company (Atrill and McLaney, 2018). Cost assessment is important in helping the management of an organisation identify controllable and uncontrollable costs within their operations. As a result the company is able to identify effective cost controlling strategies that minimise the overall costs of an organisation.
The Covid-19 pandemic had the greatest negative economic impact on the operations of businesses within the hotel and tourism industry (Business, 2021). The outbreak of the virus contributed to increased cancellations of hotels and travel bookings that resulted to revenue loss of Harriot hotel. Moreover, prolonged lockdowns and movement restrictions led to the decreased demand in the occupancy of Harriot hotel rooms (Bas and Sivaprasad, 2020). For that reason, Harriot hotel has to formulate a feasible cost cutting strategy to enable the hotel recover from the effects Covid-19 pandemic as well as remain profitable with the slow resumption of its normal operations. Therefore it has to study the cost behaviour of each of its cost items to adopt practical cost control strategies. The cost treatment of each of its operational costs is discussed below:
Employee wages: Employee wages is labour compensation to the employees of Harriot hotel. Employee wages within Harriot hotel are both fixed and variable costs. For instance, Harriot hotel casual labourers and junior staff are paid on hourly basis hence engaged according the demand of their services within the hotel. On the other hand, salaries paid to its senior employees are planned hence contributing to its overall fixed costs (Adair, 2013). Employee wages within Harriot are the highest sustained costs projected at 25% of its total revenue. However, given the low occupancy rates of Harriot hotels these costs can be decreased substantially to maximise its revenue. For instance, Harriot hotel can reduce on its variable costs through implementation of effective scheduling strategies (Mathur, 2011). This will ensure that the hotel is adequately staffed to complement the expected occupancy rates hence preventing overstaffing. Moreover, the company can cross train its employees to handle different roles to allow them to switch as needed throughout their shift to decrease its employee turnover. Equally, Harriot hotel can decrease it fixed wage costs through the reduction of unnecessary employee allowances of its senior management. Likewise, it can provide attractive exit incentives for its middle and senior management to reduce employee headcount (Drucy, 2016). Decreasing Harriot hotel’s employee wage will support the maximisation its revenue to supplement its expansion strategy to China.
Advertising costs: Weetman (2010) describes advertising costs as relevant costs that assist Harriot hotel to increase its brand awareness thus improving its sales. Harriot hotel advertising costs are variable costs since it engages in diverse advertising strategies that cost differently. Moreover, most of the advertising costs depend on customer acquisition costs it incurs. The company can incorporate both cost effective inbound and outbound marketing strategies to reduce the advertising costs below the estimated 7%.For example, the company can embrace digital, email and social media that optimize customer traffic towards its websites at a lower costs. The company can review its customer engagement statistics on different marketing strategies it has used in the past to identify effectual as well as cost saving advertising strategies mix (Lanen et al., 2010).
Interest on loans: According to Adair (2013) interest on loans denotes interest payments Harriot remits to international banks to service its loans. Interest on loan expense of Harriot hotel is both variable and fixed costs. Its financial loans have both variable and fixed loans rates. For that reason, for fixed rate loans the company remits fixed interests payments for the entire borrowing period. Whereas, variable interest loans the interest payments change over a given period of time (Atrill and McLaney, 2018). Harriot hotel interest expenses are projected at 17% of its revenue which is relatively high. These interest payments will reduce its financial ability to finance its expansion projects as well as remain financially stable. Therefore, the company can request for a periodical interest payment holiday until its revenues stabilise. 
Housekeeping and cleaning supplies: Housekeeping and cleaning supplies costs of Harriot hotel are variable costs that are affected by the hotel room’s occupancy and business volume (Davidson, 2018). For example, when the hotel occupancy increases, their demand respectively increases. Despite the low hotel occupancy rates, the hotel has to observe enhanced hygiene levels to reduce the exposure of its employees and customers to Covid-19 virus. Therefore, the company’s housekeeping and cleaning supplies has to be increased from the estimated 8.3%. Better hygiene levels are bound to attract more consumers since customers will feel safer (Business, 2021).However, to streamline and control these costs Harriot can re-negotiate it’s the supplies prices with its vendors to a lower prices.
Customer discounts: Customer discounts are fundamental in increasing the occupancy of Harriot’s room hotels. Harriot hotel rewards discounts to customers who book directly through its social media pages and websites to increase its website traffic (Mathur, 2011). Customer discount expenses are variable costs as they fluctuate depending on the number of consumers who utilise Harriot’s promo codes. Customer discounts are anticipated to cost 13.3% of Harriot’s revenue which is relatively high compared to the company’s projected revenue levels. As a result, the company should incorporate limited and cost effective promo codes until its revenue levels increase. Moreover, the hotel has also utilised other advertising strategies which will supplement the customer discounts efforts to attract more consumers and increase sales (Drucy, 2016).
Stationeries used in front desks and restaurants: Front desks and restaurants departments within Harriot majorly use stationery in the billing of customer orders. These expenses are variable costs as they depend on the customer orders that are processed (Davison, 2018). Stationery costs are estimated at 5% of Harriot’s revenue which is quite high. This is because due to the Covid-19 measures of social distancing Harriot  has to embrace modern technology to automate and mobilise its billing process to reduce the direct interaction of its staff and customers  hence eliminating these costs(Atrill and McLaney,2018). Moreover, automation of its billing process and front desk services will decrease the employee turnover reducing its employee wage costs. Furthermore, initiation of modern technology is instrumental in increasing the competitive advantage of Harriot.
[bookmark: _Toc67549698]Conclusion
The adverse impact of Covid-19 pandemic has been a wakeup call for most hotel and tourism businesses to embrace cost accounting. The pandemic has changed the operating environment of these businesses hence the need of these businesses to adopt stringent cost controlling strategies to maximise their revenues. Proper cost controlling strategies will increase businesses profit performance and stability hence staying competitive and afloat during and after the Covid-19 pandemic. Further, management accounting encourages businesses to utilise the modern technology where necessary to reduce its overall operational costs.
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