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Executive summary
Harriot hotel is one of the renowned multinational hospitality organisation in the UK. Recently, it has experienced the fall of profitability in the market due to the impact of covid-19 pandemic. That is why; the management accountants are now focusing the cost structure of Harriot hotel to reduce the cost elements of the structure. The report has described that the decline of the profitability can be recovered by reducing some of the fixed cost like wages and salaries of the employees, advertisement costs, interesting and so on. Moreover, the report has also highlighted some recommendations like offering more discounts to encourage customer check-ins. 
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Introduction
 Cost is an important part of management accounting which identifiers, measures and control the cost of production to maximize the profit (Garrison, 2020). The profit and sales of an organisation depends on the determination of the total cost of the products accurately. To determine the accurate cost of products, the cost structure analysis is an important factor for any manufacturing or service providing company. The cost structure is composed of fixed cost, variable cost, semi variable cost, mix costs and so on (Noreen, 2020). To minimise all classes of costs is one of the most important tasks of the management accounting. Moreover, in any crisis situations such as covid-19 situation, cutting of cost even more than the minimum is the focus point for any organisation to survive in the market.  The report will focus the discussion of cost structure analysis of Harriot hotel which is the UK based multinational company.
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	Table Name: The given Cost Structure of the Company

	Items
	Amount
	Percentage of Revenue

	Revenue
	  60,000.00 
	 

	Supplies for housekeeping & cleaning
	    5,000.00 
	8.30%

	Interest expense
	  10,000.00 
	17.00%

	Customer Discounts
	    8,000.00 
	13.30%

	Advertisement Cost
	    7,000.00 
	12.00%

	Wages and salaries of Employees
	  15,000.00 
	25.00%

	Stationaries
	    3,000.00 
	5.00%

	Source: Author



Before going to the main discussions, it is important to discuss the classification of costs. Cost can be classified into different categories based on their characteristics and natures. Based on the nature, costs are mainly three types which are fixed cost, variable cost and mixed cost (Harris, 2010). Variable costs are the costs that change according to the volume of production of goods and services at a particular production period. Variable cost increases with the increase of the production of goods and services and it decreases with the production of goods and services. Variable cost is directly link to the prime cost or direct cost. On the other hand, fixed costs are the costs that do not change according to the change of the production of goods and services (Brewer, 2020). That means, fixed cost remains always same with the decrease or increase of the production of goods and services at a particular production period. But in large manufacturing companies, fixed cost changes after certain level of production. For example, the rent of the building of a manufacturing company will always be same if the company doesn't want to expand the space of the building. If the manufacturing company hires more spacious building after some of the production periods then its fixed cost will be increased. In addition, mix cost is the cost that is composed of both fixed cost and variable cost. It means that a part of mixed cost changes with the changes of the level of production and the other part which remains same whether the production increases or decreases. Mixed cost is also regarded as a semi variable cost (Schröder, 2015). For example, salary paid to the employees with certain percentage of commission for their outstanding contributions or part-time contributions is the example of mixed cost. The total cost of the organisation is also another important example of mixed cost because it includes both the fixed cost and variable cost.  It is important for any organisation to understand the total cost of the production. Based on the total cost, an organisation can measure the current total cost of production with the previous one. Moreover, it helps the organisation to prepare accurate budget for the future production operations (Falk, 2015).
In the above cost structure of Harriot hotel, wages and salaries of the employees is regarded as fixed cost because it won't be changed with the increase or decrease of the level of service provided to the customers. Interest expense is also another example of fixed cost, because whether the company is in profit condition or loss condition, it has to pay fixed rate of interest on the loan borrowed (Harris, 2010). Moreover, the cost of stationaries are also so regarded as fixed cost because the cost of stationaries will remain same irrespective of the increase or decrease of customer check-ins in the hotel (Schmitt, 2015).
On the other hand, the cost of discount incurred by the Harriot hotel to attract the new customers is classified as variable cost. When Harriet hotel experiences lower customers it has to offer higher discount to attract more customers and when it experiences higher customers it has to reduce the rate of discount to recover the average cost of production. Besides, the cost of supplies for housekeeping and cleaning is also another example of variable cost incurred by Harriet hotel. It has to provide more supplies for housekeeping and cleaning when there are more customers check-ins in the hotel and it has to supply less housekeeping and cleaning supplies in case of few customers check-ins. 
The advertisement cost is categorised as mixed cost. The hotel has to conduct a fixed amount of advertisement to attract the customers to its services. Whether the company is in the profit or loss situation, it has to pay a fixed amount of advertisement cost. On the other hand, it has to allot some other cost of advertisement if it wants to increase the competitive advantage or market share in the market. 
The cost structure of Harriot Hotel shows that it experienced higher fixed cost than the variable cost. According to the cost structure, about 47.5% cost of the percentage revenue is the fixed cost and only 22% of the cost of the percentage revenue is a variable cost. It means that Harriet hotel's fixed cost is two times more than the variable cost. Researchers argue that higher rate of fixed cost decline the operating leverage of the company (Chen, 2018). Higher operating leverage indicates that the company is in the profitable situations and lower operating leverage indicates that the company is in the crisis situation. As Harriot hotel experiences higher proportion of fixed cost as a percentage of revenue than the variable cost, its financial performance and position in the market is not up to the mark. The customer relationship managers of Harriet hotel think that the decline of the profitability of the hotel is due to the decline of customer check-ins due to the imposition of lockdown by the UK government to combat the covid-19 pandemic. 
Harriot hotel should immediately undertake actions to reduce the fixed cost to ensure the sustainable profitability and market share to survive in the market. The executive report of the hotel shows that its customer check-ins was decreased by 25% during the covid-19 situation. So one of the suggestions or recommendations can be for it to reduce the wages and salaries of the employees as its revenues have decreased. The company can easily motivate and convince its employees as the financial conditions of every organisation the UK is not in the good situations. According to the report of statista, about 78200 of employees in the UK were furloughed due to the fall of income and production level of the organisations (BBC News. 2021A). Moreover, due to the consequences of the covid-19 pandemic, the unemployment rate in the UK was increased by 15% in 2020 (Guardian, 2021). So these data indicates that the UK economy is in the tight situations. 
So the first preventive action that Harriet hotel can undertake is to reduce the level of fixed cost to lower its operating leverage so that the company can recover the fall of profitability. One of the best ways to implement this action plan is to layoffs of the employees or to reduce the wages and salaries of the unproductive and inexperienced employees. To implement the first option will be difficult for the employees as it will be created dissatisfaction among the employees which will push them to create riots and strikes which can damage the reputation of the organisation (Subramanyam, 2018). So it can easily implement the second option as it can use the justifications for the employees for their inexperience and and unproductivity. But if it wants to implement in the first option, it should sack the unproductive and inexperienced employees (Ukhov, 2016). 
The second preventive measurement for the decline of the profitability is that it can offer higher discount for the employees to take the service packages of the hotels. The more the employees will take the service packages, the less the average cost will be for it. According to office for national statistics, about 45% of the total residence of the UK experienced the fall of income due to the negative consequences of the covid-19 pandemic (BBC News, 2021B). So offering discount in this situation will be wise for the hotel.
On the other hand, Harriet hotel can also reduce the cost of advertisement as the customers reduced their physical movement from one place to another place due to the fear of the infection of covid-19 pandemic. Besides, in the covid-19 situation, about 85% of the total population of the UK is using the social media to purchase and they are buying their expected goods and services on them (Shashank, 2018). As the online media platforms like Facebook, Twitter, Instagram, YouTube, Google and website of the company take less advertisement cost, the company can reduce the cost of services by maximizing the profit (Garre, 2018). 
The company can also reduce the interest rate as the banks are now offering loans at low interest rate (Guardian, 2021). But there is no scope for the organisation to reduce housekeeping and cleaning services and the cost of stationaries as these are the mandatory part of the organisation.
[bookmark: _Toc80612466]Conclusion
The profitability of Harriot hotel has declined severely due to the higher operating leverage from fixed cost. So to recover the decline of the profitability, the hotel should reduce the fixed costs like the wages and salaries, interest rate, advertisement expense and so on. On the other hand, it should exert its efforts to manage the housekeeping and cleaning services and also the office stationaries at a cheaper rate.
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