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Executive Summary 
Budgeting is one of the crucial phenomena of business organizations that consists of estimation of business revenue for the upcoming financial year and plans its expenses accordingly. The report has evaluated Zero-base budgeting and its processes, such as analysis of cost factors and understanding of business goals (Penning, 2012). Moreover, it has highlighted the benefits of ZBB over traditional budgeting processes such as approaches, priorities, base factors, and others. The report also includes a practical approach on how ZBB can be effectively applied to the hotel business.  
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[bookmark: _heading=h.30j0zll]Introduction 
A budget provides directions to the spending process and ensures the restriction of unnecessary expenses. Additionally, budgeting ensures the allocation of financial resources and determines the goals of the business and supports the achievement of strategic objectives of a business. The report is based on the Zero-base budgeting process and its benefits and has also included a practical approach to imply ZBB in the hotel business.   
[bookmark: _heading=h.1fob9te]Process of Zero-base Budgeting (ZBB) 
“Zero-base budgeting” refers to a budgeting system, which does not consider the budgeting history of a business organization and allocates resources according to the requirements (Maheshwari et al. 2021, p.25). The budgeting starts from a “Zero base”, and the budgeting process considers all cost factors after analysis and prediction of future costs. ZBB depends upon the strategic goals of a business and reduces wastages of resources. Hence, ZBB is more effective to enhance cost-effectiveness and relevant to strategic objectives. ZBB enables businesses to plan resources, engage employees, and collaborate on business elements. ZBB measures its expenses factors to reduce its costs, and its approach focuses on savings of financial resources. Moreover, ZBB resolves problems and ensures their spending, which is only aligned to the growth perspectives of the business organization (Timmermans et al. 2019, p.54). Additionally, ZBB also empowers businesses to improve their financial performances by providing a restricted and effective direction to the expenditure path of the resources (Miller, 2018, p.7).
ZBB process 
Understanding business objectives
The process of ZBB starts its business by clarifying business goals. The first process of ZBB is focused on understanding the goals of the business organization, which is effective to identify the potential cost factors. Another factor is the profit of the business organization (Miller, 2018). Based on the profit motives of a business, ZBB takes decisions, whether it will cut costs or increase expenses on business activity to maximize its profit (Quest, 2015).  
Illustrating potential activities 
The next step of budgeting involves the identification of the activities of the business. In this process ZBB analyses profitability and performances of those business activities. This analysis provides insights regarding the performances of businesses and identifies activities that are useful for achieving the strategic goals (Beredugo et al. 2019, p.243). The analysis is effective to allocate resources to those business activities.  
Evaluating costs areas 
ZBB focuses on evaluating cost areas and illustrates required costs for several business actions. ZBB focuses on achieving strategic goals of a business along with profitability and efficiency, where evaluation plays a significant role in the wastage of resources and achieving cost efficiency (Brigham and Houston, 2017). ZBB also examines the necessity of cost factors that are effective to utilize resources and reduce costs to increase profitability.
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Figure 1: Process of Zero-based budgeting
(Source: Beredugo et al. 2019, p.243)
Budgeting process 
The analysis evaluates the relevant cost factors and cost estimates; however, the budgeting process starts its journeys from the zero-base by avoiding historical budgetary allocation. It allocates budget for those business activities, which are effective to achieve the strategic goals of the business. Moreover, it is also effective to increase business profitability and reducing costs.     
[bookmark: _heading=h.3znysh7]Benefits of Zero-base Budgeting over traditional budgeting 
The application of ZBB has several advantages and benefits in a business organization. These benefits are providing edges over the traditional budgeting systems. 
1. Base factor  
Traditional budgeting considers expenditures based on the previous resource’s allocation, whereas ZBB is allocating its resources based on its performance and relevance analysis. Furthermore, it can be said that the base of traditional budgeting is the previous year's budget and the base of ZBB is “zero”. The ZBB is effective to restructure and reallocating resources to increase performance and efficiency in a business organization (Nikodijević, 2021, p.49). However, traditional budgeting does not consider performance and relevance factors, rather a historical allocation which causes losses and wastages of financial resources in business.
2. Emphasis and Approach    
The budgeting process of ZBB is complex compared to traditional budgeting. The complex budgeting involves several analyses regarding profitability (Pascal, n.d.). However, the traditional process only considers historical information. ZBB emphasizes new economic appraisals, which are aligned to the strategic goal achievements of a business (Miller, 2018, p.26). Furthermore, traditional budgeting is analysing new cost additional factors, whereas ZBB analyses all cost factors and their potential to achieve the strategic goals of the business. Thus, the approach of the ZBB is increasing efficiency, which is beneficial for businesses.   
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Figure 2: benefit of a zero-based budget
(Source: Nikodijević, 2021)
3. Cost efficiency
Traditional budgeting does not consider cost-cutting or cost efficiency, whereas ZBB primarily focuses on the analysing efficiency of resources and cost-cutting (Nikodijević 2021, p.49). Cost-cutting is effective to reduce the aggregate costs of a business, which is effective to mitigate several aspects of business operations such as pricing, profit margin, resource allocation efficiency, and others. Adoption of ZBB is effective for the business to ensure cost-efficiency (Technology and Rapra Technology, 2007).
4. Motives 
Motives of budgeting are also different as the budgeting process considers several aspects of a business. ZBB is only focused on the profit motives through cost reduction, performance enhancement, and others, whereas traditional budgeting considers all departments of business and does not take efficiency into account. Allocating the resources according to the efficiency measures is effective to increase the performance of the business and achieve long-term sustainability and stable growth (Timmermans et al. 2019, p.42).   
5. Priority 
ZBB is based on profitability priorities, where the traditional process does not have any priorities rather treats all departments and cost factors equally. Profitability priorities are enhancing emphasis on those cost factors which are effective to increase efficiency and provide high revenue. ZBB also cuts budgets from those activities which are not contributing much to the business, which enhances the allocation of resources according to the strengths of business departments that provides more profits to the business (Timmermans et al. 2019, p.29).  
[bookmark: _heading=h.2et92p0]Application of Zero-base budgeting system 
The hotel business consists of several cost factors, among those factors some factors are directly associated with the variable costs and some of them are associated with the fixed costs factors of the hotel.  Most variable costs are wages, rooms’ costs, and other cost factors. The cost factors are associated with the quality of services of a business. However, the costs are effective to increase consumers' engagement with the hotel, such as responsible booking websites of the hotel are effective to attract consumers (Investopedia, 2022). The application of the ZBB processing is effective to reduce the ineffective cost factors and increase the profitability of the business (Timmermans et al. 2019, p.45). ZBB is effective to reduce the costs of those business activities which are not providing effective profitability. The benefit of the application of ZBB is that the hotel can increase its expenses on those operational activities which have the potential for achieving profitability and cut expenses on unnecessary cost factors. 
[image: ]
Figure 3: Zero-based budget
(Source: Timmermans et al. 2019)
“Zero-base budgeting” application in the budgeting process of the hotel business is effective to emphasize a new economic appraisal and focus on the strategic goal of the hotel business. The traditional budgeting process in the hotel is not effective to reduce the cost and achieving high profitability, as it uses historical information as a base (Timmermans et al. 2019, p.52). ZBB is effective to make a new “zero” base that is effective to reallocate resources according to their contribution to the profitability of the business organization (Nice, 2018).  
The application of ZBB focuses on the identification of cost factors, which are effective to enhance the profitability of the business. ZBB often focuses on reducing cost factors, however, reduction of cost factors may affect consumer satisfaction. Some costs which are not associated with the consumers directly, such as maintenance costs, room clearance, painting, gyms, swimming pools, and others, are increasing the aggregate costs of the hotel. These costs also refer to the sunk costs in the hotel business (Zeng et al. 2019, p.204). For instance, providing gym and swimming facilities to the guests costs £1500 per month, however, this is increasing consumer satisfaction. ZBB would consider these costs as potential cost factors which are increasing business efficiency. Moreover, ZBB is also effective in providing these facilities to the consumers by building a swimming pool and a gym. Although the costs would affect the costs in the short run, it is effective to reduce the costs of hotels in the long run.  
ZBB is allocating resources such as it is effective to increase efficiency. For instance, costs allocated in the third-party insurance of vehicles are increasing the financial burden of the hotel. Increasing the burden is not favourable for the hotel business, as it reduces the profit margin of the hotel (Lunkes et al. 2018, p.25). The total costs of petrol are also lesser than the insurance costs, thus the application of ZBB is effective to rescue the expenditures on these insurance activities and find alternative solutions to reduce costs of the hotel. As the ZBB is effective to reduce unnecessary costs, the hotel business can gain more profits (Timmermans et al. 2019, p.25). Furthermore, the budgeting process emphasizes those facilities and business actions that are effective to engage consumers with the business activities, such as business credit facilities, television facilities, and others (Sheela, 2010). 
[bookmark: _heading=h.tyjcwt]Conclusion 
ZBB is one of the effective budgeting tools of a business organization, as it analyses the effectiveness of cost factors of the business in achieving the strategic goals of the business. The aggregate cost of a hotel business consists of several fixed costs which are influencing the satisfaction level of guests; thus, these costs need to be entitled by the ZBB for increasing profitability.  
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