













[bookmark: _GoBack]MANAGEMENT ACCOUNTING

Executive summary
It has been highlighted that what is   management accounting and its significance. It has also been highlighted about the different types of costs according to their behaviour. Along with that it also has been specified about the effect of covid in the hotel industry. It also has been highlighted about the Harriot hotel’s PER methodology.  In addition to that the future of hotel industry and recommendation to increase or decrease eliminate cost has also been specified.
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Management Accounting can be defined as the process of creating goals for the organization. The process of creating goals for the organization is dependent on identifying and analyzing the information. In addition to that it also involves the process of measuring, communicating and interpreting the information with the managers.
[bookmark: _Toc66536247]Importance of management accounting:
The prime focus of managerial accounting is to inform the management of the organization about the metrics of the operation of the business. Rikhardsson et al. (2018) added that the information that is used by the managers is mostly related with the cost incurred for production or services that the company has purchased. The process of management accounting is important for the following reason:
Provides assistance in making decision:
The management accounting helps in taking the appropriate decisions. In order to provide assistance to the business organization it collects the information from the statement of finance of the organization and guides with a much simplified table, charts or graph. Burritt et al. (2019) stated that with the help of these charts the management is able to get a better perspective about the organization and is able to take the right decision.
Assistance in measuring the performance:
It can be highlighted that with the help of management accounting the management of the organization is able to monitor the performance of the overall organization. Turner et al. (2017) said that the management of the organization uses different kinds of tools like variance analysis in order to analyze and keep a check on the organization. 
Increases the rate of return:
It plays a very significant role in increasing the rate of profit earned by the organization. Vultur (2018) said that it can be highlighted that by implementing this method all the additional expenses that are incurred by the organization can be analyzed and reduced.
[bookmark: _Toc66536248]Types of cost according to their behavior:
The cost of any organization can be broadly divided into four basic types. The four basic cost types are as follows:
Fixed cost:
Fixed cost can be classified as the cost that is incurred by the organization at a fixed rate. In other words it can be classified as the cost that is incurred by the organization despite the decrease or increase in the rate of production or services that is provided.
Variable cost:
Variable cost can be classified as the cost that is incurred by the organization that might change every year depending on other factors of the organization. Tenhunen (2018) said that it means that variable cost can be classified as the cost that is incurred by the organization depending on the decrease or increase in the rate of production or services that is provided by the organization. 
Mixed or semi variable cost:
Semi variable cost can be classified as the cost that is made of both fixed and variable cost. Azudin et al. (2018) stated that in other words it can be highlighted that the cost that is incurred by the organization is fixed for a certain level and might change after exceeding that level.  
Step cost:
Step cost can be classified as the cost that is incurred at a fixed rate till a certain period of time and it might vary after that threshold is crossed. NGUYEN et al. (2020) said that after reaching the threshold the cost might increase or decrease depending on the needs of the organization.
[bookmark: _Toc66536249]Effect of Covid-19 on hotel industry:
The hotel industry has been hugely affected due to the sudden outbreak of Covid-19. Pham et. al (2021) added that according to reports it is believed that it will take 4 years for the hotel industry of the UK to recover back to its normal state. Sanjeev et al. (2012) said that the regular revenue that was earned per hotel room in London is unlikely to return back to earn the usual revenue till 2024. In addition to that it can also be incorporated that in the rest of the UK it will take upto 2023 to get back to its normal state. The prime reason for the downfall after the pandemic is due to many government restrictions like renewed lockdowns have impacted the hotel industry immensely. The major reason of the downfall can also be specified due to decrease in the number of foreign tourists and the disappearance of travelling for business purposes. Alonso et al. (2020) added that the hotels have also struggled due to the lack of the ability to incorporate live music events due to the restrictions implemented by the government. Although it can be expected by the end of 2021 the hotels will be occupied by 45% and will be able to generate some bits of its revenue.
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In the year 1941 the first Harriot hotel was established by John D. Brockville. It has made its impact globally in the American, European, Asian and African market. The hotel is able to maintain a steady growth throughout the years. As a strategy of growth it has incorporated its expansion by taking loans from major banks that are popular in the international market. Uğur et al. (2020) mentioned that due to the sudden outbreak of covid-19 and policies are all over the globe has impacted the hotel immensely. In the recent days the Harriot hotel has decided to maintain the strategy expanding its business by increasing the capacity of rooms in the mainland.
[image: ]
Figure 1: Projected cost breakdown
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This indicates the cost of labor incurred in the running of the Harriot hotels.
Explain: The wages paid to the employees can be observed as 25% which is quite high. It can be seen that one-fourth of the revenue that is generated by the hotel is spent on paying their employees. This scenario is questionable in the situation of global pandemic. 
The cost incurred might consist of both variable and fixed cost. The employees of the front desk and the housekeeping department of the hotels are paid on an hourly basis and it falls under variable cost. Whereas the members that belong to the senior staff might have a fixed salary, hence it will fall under fixed cost. The amount paid to the senior members is expected to be higher and therefore it can be said that a major portion of the employee’s wages is fixed. 
Relate: It will be preferable for the Harriot hotel to provide attractive packages of redundancy to the senior managers and cut down their salary. 
[bookmark: _Toc66536252]Point: Advertisement cost
This indicates the administration expenses of the Harriot hotel which is incurred to reach out to people.
Explain: The advertisement cost incurred by the Harriot hotel can be observed as 12% which is a moderate expense for the hotel. 
The cost incurred for advertising falls under fixed cost. The fixed rate of expenditure is expected to be incurred towards making hoardings and banners of the hotel. Along with that it might also include a fixed amount that is spent on different Social Medias to reach out to people. The expenses caused towards hoarding and banners are expected to be higher than that of the expenses that are incurred in social media.
Relate: It is advisable for the Harriot hotel to cut down the expenses incurred in making hoardings and banners and invest it more in social media advertising. In the modern and technically developing world it is preferable to reach out to people digitally.
[bookmark: _Toc66536253]Point: Interest on loan
Interest on loan comes under non operating expenses incurred by the hotel.
Explain: Interest on loan is a fixed cost. It can be observed that the interest of loan is 17% of the revenue which is moderately high. 
It can be highlighted that this expense is fixed as the rate at which interest is to be paid to the bank is fixed and predetermined.
Relate: This expense should not be lowered and is advisable to pay at this rate. It is so, because it is important for an organization to get out of debt.
[bookmark: _Toc66536254]Point: Housekeeping and cleaning supplies
It can be considered as an operating expense that is incurred by the Harriot hotel.
Explain: It can be observed that 8.3% of the revenue is spent towards maintaining housekeeping and cleaning supplies. It can be considered as a moderate expense.
The housekeeping and cleaning supplies can be considered as semi-variable cost. As the expenses for buying of usual household and cleaning equipment can be fixed and expenses incurred for sanitizing might vary.
Relate: It will be crucial to pay more attention to sanitizing the hotel rooms properly in order to make it safe for the people.
[bookmark: _Toc66536255]Point: Customer discounts
It can be considered as a non-operating expense
Explain: It can be observed that customer discount is 13.3% of revenue. It is a moderate expense it can be considered as a variable expense. The discounts provided to customers might vary depending on the time in which they are booking the hotel.
Relate: Due to the current scenario it will be advisable to provide reasonable discounts to the customers in order to encourage them in booking rooms in the hotel.
[bookmark: _Toc66536256]Point: Stationary used in front desk and restaurants
It can be considered as the revenue expenditure of the hotel.
Explain: It can be observed that the stationary used in front desk and restaurants is 5%. It can be considered as moderately low. This cost incurred falls under fixed cost. All the necessary equipment is required to be bought at a fixed rate for the regular working of the hotel. It includes buying pens, paper and dairies for recording information.
Relate: It is advisable to lower this expenses and record information digitally as it will save the unnecessary expense for recording bills and order.

[bookmark: _Toc66536257]Conclusion:
The future of the UK’s hotel industry can be expected to be improving after pandemic. Along with that it can also be expected that hotels will be providing different discounts and offers to the customer in order to draw their attention. For the Harriot hotel it is advisable to decrease the employee wages, cost of advertising with hoardings and banners. It is also advisable to eliminate the cost incurred for stationeries and use digital medium for keeping records. In addition to that it is also advisable to cost for household cleaning, customer discounts and social media advertising as it will help to attract and bring in more customers.
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