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Introduction


Management accounting is the branch of accounting that uses the data of financial statements, Departmental reports and inputs, research results and other reports and studies to provide precise and relevant information to management which helps them to take an efficient decision.
Decision-making is a complex process on which the future of the organization may depend and Management accounting helps the organization to identify the option to solve any problem and deciding upon the best option.
The cost can be categorized from different methods like Direct and indirect cost, fixed and variable cost, Product and Period Cost, Controllable and uncontrollable cost etc. Fixed cost are the expenses which don’t fluctuate with the production or output while the variable cost is the expenses which fluctuate in the proportion of fluctuation in Output or Production. However there might be some expenses which are generally fixed in nature but the same can vary after reaching a specific level of production or output, these are termed as mixed or semi-variable cost.
The year 2020 brought a drastic recession of the economy due to the Covid-19 pandemic, which affected all the sectors of the economy. Restrictions were imposed by various governments on the movement of people from one place to another. The hospitality industry is also get affected by this pandemic badly.
I am writing this report in the capacity of the Manger of Harriot Hotels, to assess the various cost components and recommendation for increment or decrement of same having regard to the decreased demand and consequently the reduced revenue of hotel services.
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[bookmark: _Toc66955548]Brief introduction of the Hotel

Harriot Hotel is a well-known Hotel Chain that has its footprints across the globe. The group came into existence in the year 1941 and to become one of the leading players of the global hotel industry, Harriot Hotel has chosen an aggressive expansion policy the funding of which is arranged by loans from various international banks.
Post Covid-19 breakout when the Hotel & Tourism Industry was under recession, Company keep up with its expansion policy and increased its strength in China as restrictions were relaxed there much earlier. But since other countries including the UK and Europe are still facing some challenges in running the life as normal so Business in these countries is still down and the Company has decided to cut down some Expenses. So we will analyze each cost component separately and will decide on cost control using PER methodology. (BDO United Kingdom, 2021)
[bookmark: _Toc66955549]Employees’ wages: 

The expenses are paid for manpower used during the Hotel operations.

Hotel is paying £15,000 to their employee which is 25% of Hotels revenue. Though the Hospitality industry is part of the service industry so Manpower costs would always be high but spending 25% of revenue on any of the cost components is too much higher.  

This cost included both fixed and variable portion as the front end staff like people at the reception, housekeeping, restaurant staff including waiter and chef etc. can be employed on an hourly basis so their payment would be variable and other senior staff like managers, supervisors etc. can be on a fixed payment basis. However, this is to be noted that the average cost per person would be high for senior staff in comparison to the operational staff. 

[bookmark: _Toc66955550]Hotel Management needs to cut down the Wages expenses especially to senior staff as they earn more and can manage their life needs from their savings but the operation staff may face a challenge to fulfill their needs. However, rather than cutting the wages the same can be postponed till the time business resumes or up to a level of revenue. (Baskas, 2020)


Advertising cost 

The Expenses paid for promotion of services of Hotel to attract more customers. It also included sales service-related expenses.

The hotel is spending £7,000 for the promotion and advertisement which is 12% of the revenue. Though to attract customers advertising is important but keeping the impact of Covid-19, needs to be cut short.

A capping is generally imposed by the hotel on advertising expenses so these are considered fixed expenses. However, sales service expenses are considered variable as they occur depending on the occupancy of hotel rooms. In Covid-19 the advertising (especially digital marketing) can help the hotel to boost its turnover.

Since the quantum of expenses is very high i.e. 12 % of revenue so the same need to be limit and bring down to a one-digit figure. However, the hotel needs to change the advertising methods also and more emphasis needs to be given to digital marketing as this is the new normal post-Covid-19. Also, Social Advertising needs to be looked upon to attract the customers emotionally. The hotel can run a campaign where the hotel can be used as a place to spend time under quarantine.
[bookmark: _Toc66955551]Interest on loans 

Interest is the servicing fee paid by the Hotel for the loan taken from various financial institutions.

The hotel is paying £10,000 as interest charges on loans and it is 17% of the revenue which is again on the very higher side.

This is the fixed expense as Hotel needs to make payment for the loan taken from international banks and financial institutions. The Hotel follows the expansion strategy to increase its approach worldwide and even after Covid-19, the hotel is thinking of expanding its business in mainland China so it is anticipated that the hotel will borrow some more loans to finance this expansion.

Since these are the expenses that don’t have any relation with the revenue the hotel can generate so hotel can’t change it. But the hotel can avail the benefits of various assistance schemes announced by the UK Government.
[bookmark: _Toc66955552]Housekeeping and cleaning supplies 

The expenses paid for cleaning and other services provided to customers and supplies required to provide these services are known as Housekeeping and Cleaning Supplies Expenses.

The Hotel has paid £5,000 on this head and it is 8.3% of revenue. After the Covid-19 breakout people are paying attention towards sanitization so this can be assumed the normal level for this expenses head.

The housekeeping and cleaning supplies expenses are variable as they increase when hotel occupancy increases. During the lockdown, there was a strict restriction on the movement of people so the hotel occupancy rate was down but once some relaxation is given people started moving around not only for business purpose but leisure travel is also increased but people were preferring the places which have arranged proper sanitation measures. (Deloitte, 2021)

Thus in the future, the hotel needs to increase the amount of expenditure in this head to make people comfortable to stay in the hotel.
[bookmark: _Toc66955553]Customer Discounts 

The expenses incurred on offering deals to the customers based on billing amount, count of occupancy, or loyalty which reduces the amount payable by customers are covered in this head.

This head is costing £8,000 to the Hotel which is 13.3% of the hotel’s revenue. Even this is already very high but to attract customers, the hotel needs to review the discount policy.

This expense is variable as once the customer becomes loyal or the billing amount increases, the hotel offers them a good amount of discount. Also when the business of hotels increases, the hotel’s capability to offer discounts also increases and to take competitive advantage. (Eisen, 2020)

In future company need to increase the expenses on this head as the customer may tempt to avail the discount benefits and can attract towards stay in the hotel.
[bookmark: _Toc66955554]Stationeries used in front desk and restaurants 

It comprises the expenses on various stationery items which remain handy at the reception of the hotel and cutlery items in the restaurant.

The hotel is paying £3,000 for it which is 5% of Total Revenue. This is very high for this head.

This expense is fixed in nature as the hotel purchases the stationery and cutlery items based on the budget allotted for those expenses. (Guardian, 2020)

Since Occupancy is not much till the time life comes to normal so the hotel can decide to postpone the new purchases until it’s needed.
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Conclusion

Hospitality is the industry without which life can’t be imagined in the UK. People here love to celebrate every emotion, every season; every festival, their business meeting and get-togethers, and all of these require hotels. Though Covid-19 would impact the practices in the hotel industry and would require more expenses on sanitization still the industry is having positivity and will resume soon. Some of the big hotel chains have completed their long-pending projects, renovation, and modification projects during the lockdown period and now ready to serve their guests with more warmth and of course with more sanitization measures. 
Thus based on the above analysis, it can be said that the hotel needs to reduce expenses on Employee Wages, Advertising and Stationery (Guijarro & Prodromos, 2020)
Expenses, Increase expenses on Housekeeping and Cleaning Supplies, Customer Discounts. However, Interest on loans can’t be controlled by hotels immediately but gradually the same need to be reduced. The Hotel needs to take maximum advantage of the schemes announced by the UK Government to support the industry from reverse impact due to the pandemic of Covid-19. (PWC, 2020)
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