[bookmark: _heading=h.gjdgxs]










Module name: Management Accounting
Assignment name: RESIT essay
Student name: Sabina-Alexandra Sotir
Student ID: 1915929
Teacher name: Riaz Bhatti

[bookmark: _heading=h.30j0zll]

Table of Contents
Introduction	3
Discussion	3
Conclusion	6
References	7

[bookmark: _heading=h.1fob9te]

[bookmark: _heading=h.3znysh7]Introduction

The Corona virus has affected economies on a global scale. Industries and businesses have incurred tremendous losses (Turner et al., 2017). However, the essay will focus on the hotel industry and the fundamentals of the hotel costing systems. The essay proceeds with the example of Harriot hotel. In order to proceed with the essay, a clear background of the hotel will help in the better understanding of the idea. In 1941, John D. Brockville founded the Harriot hotels. With passing time, the tables turned and the hotel made a name and good reputation in the industry. The global hotel chain has operations in the Americas, Europe, Africa and Asia. The organisation has been able to achieve such heights, since their strategies were financed by loans from major international banks. These financial backings helped the organisation to achieve their objectives with ease. However, the Corona virus outbreak has severely affected the tourism industry and eventually the hotel industry. The CEO Harriot has even stated that the year 2020 has been the worst year of their entire business history. Harriot has however fixed their organisational objective to expand in countries where the Covid-19 restriction has been lowered. The following essay will discuss the strategies and the changes in the costing system that can help the firm to incur their objective, without harming their long term stability. 


[bookmark: _heading=h.2et92p0]Discussion

The Harriot hotels are considered as one of the key players in the industry. The hotel chain operates globally and a major objective of the firm is to cater to their market expansion. However, the Corona virus outbreak has caused a major resistance to tourism, hotels, airlines and other sectors. The restrictions are one of the major reasons behind the management’s concern at Harriot hotels. In order to survive such adverse situations the management must implement certain costing strategies. In order to identify and plan these cost strategies, the firm’s accountants must have a clear idea about each and every fixed and variable cost incurred by the sector and adjust them according to the market situation. In order to proceed with the discussion, the concept of the different types of cost must be understood. Cost can be of two types, namely fixed and variable. Fixed cost refers to those costs which cannot be influenced by volume of sales or occupancy. These costs have direct links to the volume of the business (Zervas et al., 2017). Changes in sales figures do not affect these costs. Some examples of fixed costs are land and building tax to the government, employee wages, annual audit cost, interest for loans and such other costs which cannot be influenced by changes in sales. However, variable cost refers to those costs which can be influenced by the change in sales figure or occupancy. Increase in the volume of the business or the revenue figure increases, then these costs should be increased and vice versa. Some examples of variable costs are house-keeping essentials, food and beverages, front desk stationary, electricity bill, and such other costs that can be influenced with the change in operation scale. These are two basic cost types that the hotel sector costing system consists of. However, there are several other costs that are sub categorised under them (Arbelo et al., 2017). The following will consider the work breakdown structure for Harriot, UK for the year 2021 and analyse their costs, so that the organisation can cater to its expansionary goal and also ensure their long term stability. 

The current annual turnover of Harriot hotel, UK division is 60,000 pounds sterling. The following of the essay will consider the various expenses that the hotel incurs for their UK division and justify it the costing should be further increased or decreased, so that the firm cannot harm their total revenue figure. Revenue of the firm plays the most essential role in the business since it provides financial stability to the firm. Therefore, most of the firm’s long term goals include and demand increased revenue structure (Nieves and Segarra-Ciprés, 2015). Maximising the revenue structure can facilitate an organisation’s journey of achieving growth. Similar was the case with Harriot hotels. However, the Corona virus outbreak has severely affected the sales figure of various hotels, due to the imposition of global lockdown. Therefore, in order to counter such abnormal situations, a firm must always make strategies to maximise their revenue structure in order to ensure their survival. In order to maximise revenue, the hotels must analyse and evaluate their cost structure and create room for profitability and growth (Hosie and Pforr, 2016). 
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Figure 1: Cost structure 

The first expense that the work breakdown structure of the firm considers is the wages paid to the employees. Employees are hired usually for a long term and therefore the wages paid to the employees can be adjusted during the quick changing market scenarios. Wages paid to the employees are therefore considered to be a fixed cost, since minor changes in sales figures do not affect these costs. Harrison hotels pay almost 25% of their total revenue incurred as wages to their employees. However, these are fixed costs and reducing them will result in devaluation of assets. A firm should not alter those fixed costs which lead to devaluation of assets (Lai and Wong, 2020). Reducing the cost of wages paid to the employees implies firing employees, which will lead to lower workforce and will reduce the firm’s work capabilities. However, there are situations when the organisations are bound to take firm decisions, due to major changes in the revenue structure. Therefore, Harriot hotels should not reduce such expenses as they may lead to asset devaluation. Various firms downsize their employees on the basis of their performance quality. The step must be carried out very carefully since unfair downsizing might result in lower costs but also have greater impacts on asset devaluation. 

[bookmark: _GoBack]Similarly, another fixed cost which cannot be influenced by the change in sales figure includes the interest on loans. 12% of Harriot hotel’s revenue is used by the firm to pay its interest on loans. The loans were taken by the firm to cater to the firm’s organisational objectives. However, the firm was unaware of the COVID-19 pandemic. Although the pandemic has affected the firm's sales, the firm cannot lower the expense of interest on their loans. These are fixed costs of the firm and they cannot be minimised until the actual period of incurring the cost expires. These expenses are sub categorised under the fixed cost of the firm (Li and Singhal, 2019). Therefore, these costs cannot be increased or decreased by Harriot Hotels. 

However, 13.3% of the Harriot hotel’s total revenue goes towards customer discounts. Customer discounts refer to the price relaxation that the hotels provide to some of the exclusive customers. These are a firm’s variable expenses and can be adjusted according to the company’s change in sales or occupancy. Harriot hotels pricing strategy can lower these expenses if the firm’s profitability is at stake (Tsionas, 2020). Similarly, the housekeeping and the cleaning supplies, also belong to one of the variable costs that the hotel businesses have to increase. Harriot hotels pay almost 8.3% of its total revenue on their required housekeeping and cleaning supplies. However, these costs are variable costs and can be adjusted according to the situation. In circumstances like the current pandemic, these costs are reduced by the firms so that they can cater to their survival and growth. Harriot hotels should decrease the customer discounts in order to cater to market survival. Altering these costs can help the form to balance the firm’s income and expenses. 

Advertisement costs are the expenses that the firms incur on the promotion of their firms. In various sectors the advertisement costs are considered moderately important but in the tourism and travels advertisement costs are considered as one of the major expenses (Ivanov and Webster, 2019). Advertisement cost can be subcategorized under fixed cost, since minor changes in sales figure do not affect these costs. These costs cannot be adjusted during the quick changing market scenarios. They are incurred and planned for being incurred over a long time and therefore they cannot be adjusted over a quick span of time. However the COVID restrictions have lowered with the release of the Corona virus vaccine and such opportunities call for more advertisements and promotions to cater to the company’s survival and growth. Therefore the firm will have to increase advertisement cost for gaining comparative advantage during such market situations. Harriot hotels in the UK incur 12% of their total revenue on advertisements. Advertisements costs result in the promotion of the firm. This helps the firm maximise their sales. 

Stationeries are a very important part of the hotel industry. Stationeries are used in both the front desk and the restaurants. The cost incurred by the hotels on the stationeries used in the front desk and restaurants can be classified under the variable costs incurred by the organisation. These costs can be minimised if the firms incur reductions in their total revenue structure. Therefore, Harriot hotels should decrease the advertisement costs if the production incurred by the firm is low and vice versa. Harrison hotels incur 5% of their total revenue on these expenses. Cutting down these expenses will not be able to help the firm, but these expenses must be minimal during times of crisis, such as the Covid 19 pandemic (Li and Singhal, 2019).

Therefore, the report identifies the two types of expenses or costs incurred by the businesses. Two types of cost identified by the project include fixed and variable costs. Fixed cost can be referred to those costs which have no relation with the operational scale of the business. These costs are determined by the total volume of the business. These costs cannot be altered during the quick changing market scenarios. These costs cannot be altered by the business to reduce the net operational expenses. For instance, the interest on loans can be considered as a fixed cost incurred by the firms. Interest on the loans taken by the business cannot be changed even if the production level is changed. These expenses remain unaffected even when the scale of the operation changes. Therefore the fixed costs incurred by the businesses cannot be increased or decreased in the short-run. The second type of cost or expense identified by the report is the variable costs. Variable costs refer to those costs which depend on the level of production or the scope of operations incurred by the firms. These costs are therefore, directly proportional to the quantity of goods and service produced by the organisation. These costs can be increased or decreased according to the level of production incurred by the firms. These costs rise, when the production incurred by the firm is high and likewise, these expenses can be decreased with low production incurred by the organisations. For instance, the cost incurred on the raw materials can be considered as one of the variable costs incurred by the firm. Raw material required by a firm depends directly on the level of production incurred by the firm. Therefore these costs can be altered according to the market situations. Therefore, Harriot hotels can alter the variable costs incurred by them, in order to survive adverse market scenarios. However, a fixed cost incurred by a business cannot be changed and therefore Harriot hotels cannot alter these costs. Altering the fixed costs may result in asset devaluation and may result in the decreased long term profitability of the firm. 

[bookmark: _heading=h.tyjcwt]Conclusion
Harrison hotel’s work breakdown structure is what the discussion revolves around. The discussion helps in identification of the different types of variable and fixed costs that are incurred by the firms operating in the hotel sector. The essay concludes with brief ideas about the different types of cost and how strategies can be developed around them, in order to survive harsh market scenarios. The first key point that the essay conveys is the fact that fixed costs are those costs which do not depend on the minor changes in sales figure, whereas variable costs refer to those costs which can be influenced by change in business volume and occupancy. The essay considers the market situation during the COVID-19 pandemic. These situations have resulted in decreased revenue for various businesses operating in the hotel industry due to the imposition of global lockdown. Similar is the case with Harrison hotels. The leadership of the firm admits that the year had been their worst year in history. Such situations demand for adjustments in the expense structure, so that the firm’s profitability is not at stake. The essay concludes the facts that in adverse market situations, the firms cannot adjust those costs which are related to the operation scale of the business or their fixed costs. Therefore, the firms must strategize the cost structure with adjustments made from the variable expenses during such situations. 
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