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[bookmark: _Toc100494885]Executive Summary
This report consists of two parts- a theoretical description of zero-based budgeting and the construction of monthly budgets for the twelve months. The zero-based budgeting method refers to the budgeting system that does not consider the previous year’s budget as a foundation but rather starts from the zero bases in predicting all the items. The budgeting process involves 5 steps- beginning, evaluation, justification, streamlining and execution. Benefits of zero-based budgeting over traditional budgeting involve management’s engagement within the firm, control over cost structure, flexibility, elimination of obsolete units, accountability of the staff etc. This method can be applied to Continental Hotel by identifying sources of cash flows and predicting every item for the particular periods. The budget of Continental Hotel includes excess cash flows for all of the months over a year. 















Table of Contents
Executive Summary	1
Task 1: Budget Calculations	0
Task 2	1
1.	Introduction	1
2.	Zero Based Budgeting	2
2.1 Definition and evaluation of the process of zero-base budgeting	2
2.2 Advantages of Zero-based budgeting over Traditional Based	3
2.3 How the Organisation Might introduce Zero-based Budgeting	4
3.	Conclusion	6
4. Reference List	7



7

[bookmark: _Toc100494886]Task 1: Budget Calculations

[image: ]
Table 01: Cash flow budgets for Continental Hotel
Source: Self-made
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1. [bookmark: _Toc100494888]Introduction
This report emphasizes the utilization of budgeting techniques in an organizational context. At first, the definition of the zero-based budgeting technique has been presented along with a critical evaluation of the processes that the zero-based budgeting method generally follows. Five critical steps have been found in the budgeting process that needs to be followed sequentially. The next section presents the benefits of the zero-based budgeting technique that are absent in the traditional budgeting method as a means of controlling mechanism. After that, the way by which the given company can utilize the budgeting method from the very beginning point has been delineated briefly. 

2. [bookmark: _Toc100494889]Zero Based Budgeting
[bookmark: _Toc100494890]2.1 Definition and evaluation of the process of zero-base budgeting
Zero-based budgeting method can be defined as the technique of budgeting through which each item included in a budget is analyzed from the very scratch and then its value is predicted for a business organization. The management does not bother whether items of the new budget are significantly higher or lower than the previous years’ budgets (Drury, 2018). That is, the budgeting process does not rely on the historical data rather each period is treated as a base year as the name itself implies. The zero-based budgeting requires more time from management and other preparers as attention to detail is applied for every item, irrespective of its significance for the firm.  A normal zero-based budgeting technique will constitute the following process. 

Figure 01: Process of zero-based budgeting
Source: Self-made
The first process of this particular budgeting technique involves creating a periodical budget from the very beginning without taking any clue or linkage from the previous budgets of the firm. After that, each item is evaluated in a detailed breakdown. Every component of an item is justified by the management to forecast a budgetary item. For example, in predicting the salaries expenses of the firm, the number of employees in different positions opened in the company is predicted along with expected salaries for each position (Ward, 2012). In doing so, justification for the identification of a cost-effective operational structure is made. Management always looks for the areas that are not contributing at an expected level and then plans to eliminate the inefficient units from the budget. Thus, all the items are justified in terms of the business’s objectives and strategies. How the predicted budgetary targets will be implemented are planned on the streamline stage. And then, the plans are executed by assigning duties and targets among employees. While assessing the performance of the employees, deviation from the targets is considered inefficient performance (Drury, 2013). 
[bookmark: _Toc100494891]2.2 Advantages of Zero-based budgeting over Traditional Based
The traditional budgeting technique treats the previous year as the base year and based on this, budgets for a particular period are predicted by adjusting the base year’s target with new information (Gitman, Juchau and Flanagan, 2015). Zero-based budgeting is completely different from traditional budgeting and offers the following advantages to the firms that follow this budgeting method. 
Flexibility: Traditional budgeting system does not demonstrate too much deviation of predicted items’ values compared to the values of the same items in previous budgets. This type of rigidity cannot be observed under the zero-based budgeting method where management is at liberty to represent the actual condition of the firm irrespective of pondering over their deviations on a periodical basis. 
Employee engagement: The preparers of zero-based budgets need to have a good understanding of the firms to predict costs, revenues and other accounts. Their knowledge base should also be enriched with the firm’s probable needs and how the needs can be matched with the available capacities. This requires the management and employees’ close involvement with the firm resulting in increased employee engagement in the organization (Zutter and Smart, 2019).
Elimination of obsolete processes: As all the accounts that are relevant for business are considered in the budgeting method, analysis of these financial numbers will give management the notion regarding the efficiency of each resource and item. If any financial account or business unit is found to be little value-adding, management can eliminate such obsolete units. Consequently, business organizations may not require to bear unnecessary expenses. 
Justification against expenses: In traditional budgeting, budgets are allocated to each department based on historical trends and therefore, some departments end up having limited resources than requires while some units enjoy an overflow of financial resources. In reality, resource requirements for different business units vary with time. Zero-based budgeting requires every department to showcase rationale and justification for the predicted resources they claim to possess for business operation. Similarly, each cost item is backed by strong justification leaving very little scope for inefficiency, misjudgement and misallocation of resources (Pyhrr, 2012). 
Control over financial resources: Management using zero-based budgeting has an extensive plan on how the resources will be utilized. The detailed information about each financial account gives managers the ability to quickly relate any deviations between the expected and actual performance and therefore can deliver proper guidelines to the employees regarding their work (Ekanem, 2014). They have a concern about how each dollar will be spent over the period and therefore, any theft or errors made in the meantime can be detected and traced quickly. 
[bookmark: _Toc100494892]2.3 How the Organisation Might introduce Zero-based Budgeting
To introduce a zero-based budgeting technique, Continental Hotel needs to identify the cost, revenue and other financial items that are associated with its business operation. Any forms of cash flow whether they are expense or capital expenditure, revenue or capital income will be included in the cash flow budgets. The regional accounts officer can also develop budgets for raw materials, revenue budgets etc. The budgets of previous financial years will not be considered at all when determining new budgets as zero-based budgeting starts from the zero level without any foundation or base year value for any cost or revenue item (Beredugo, Azubike and Okon, 2019). For determining revenues, the hotel can forecast the occupancy rate of rooms and restaurants during the forecasted period. In the hospitality industry, the revenue is often impacted by the seasonality effect. Therefore, the organization should have a thorough knowledge of the industry condition, seasonal flow of business etc. while predicting occupancy rate. In determining the rate for each room or each package, competitors’ pricing range, industry average pricing and the attributes of their offered services.  
The salaries of staff should be competitive enough to retain skilled and loyal employees. Costs of each department should be studied and predicted by forecasting every component that constitutes the financial account. Each department of the hotel should have a strong justification for the resources they want to occupy. The service attributes should be assessed thoroughly to identify any service that is not praised or liked by the visitors (Coyte, Messner and Zhou, 2020). Then these attributes can be replaced by the new services that maximize the utility of the customers. In this way, Continental Hotel can eliminate unnecessary items from the business model and add value-adding items. As costs are analyzed in detail, there will be less scope for theft or other types of fraud. The financial manager is expected to have complete control over the flow of funds. They can predict the period when there might have any possibility of a liquidity crisis and can develop a plan of financing to deal with the crisis. The firm can invest the cash surplus in short-term sources in such a way that would enable them to finance the cash deficit internally. The hotel firm can use zero-based budgeting as a standard against which the performance of the employees will be assessed. As the management is informed about the budgets properly, it will provide the firm with the opportunity to practice fair employee assessment techniques (Réka, Stefan and Daniel, 2014). 



3. [bookmark: _Toc100494893]Conclusion
There are numerous budgeting techniques that managers can adopt in predicting the cash flows for a particular period. Each type of budgeting method comes up with different sets of benefits and limitations. Zero-based budgeting is renowned for its attention to detail. It imposes accountability and transparency in the workplace. Employees become aware of their performance as management is concerned with the budget and has an inch and out understanding regarding the sources from which cash will come into the firm and flow out of the firm. A proper allocation of resources can also be ensured through the use of this method. 
















[bookmark: _Toc100494894]4. Reference List
Beredugo, S.B., Azubike, J.U. and Okon, E.E., 2019. Comparative analysis of zero-based budgeting and incremental budgeting techniques of government performance in Nigeria. International Journal of Research and Innovation in Social Science, 3(6), pp.238-243.
Coyte, R., Messner, M. and Zhou, S., 2020. The revival of zero‐based budgeting: drivers and consequences of firm‐level adoptions. Accounting & Finance.
Drury, C., 2013. Costing: an introduction. Springer.
Drury, C., 2018. Cost and management accounting. Cengage Learning.
Ekanem, E.E., 2014. Zero-based budgeting as a management tool for effective university budget implementation in the University of Calabar, Nigeria. European Journal of Business and Social Sciences, 2(11), pp.11-19.
Gitman, L.J., Juchau, R. and Flanagan, J., 2015. Principles of managerial finance. Pearson Higher Education AU.
Pyhrr, P.A., 2012. Zero‐Based Budgeting. Handbook of budgeting, pp.677-696.
Réka, C.I., Ştefan, P. and Daniel, C.V., 2014. TRADITIONAL BUDGETING VERSUS BEYOND BUDGETING: A LITERATURE REVIEW. Annals of the University of Oradea, Economic Science Series, 23(1).
Ward, K., 2012. Strategic management accounting. Routledge.
Zutter, C.J. and Smart, S.B., 2019. Principles of Managerial Finance: Brief. Harlow, UK: Pearson.






Start


Evaluation


Justification


Streamline


Execution 


image1.emf
Jan February March April May June July August Sept Oct Nov Dec Total

£ £ £ £ £ £ £ £ £ £ £ £ £

Receipts :

Income from sale of other items 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 81,600

Cash sales 75,000 46,000 75,000 30,000 32,000 39,000 46,500 46,900 54,000 39,000 40,900 40,800 565,100

Interest Received   115 186 306 344 390 447 517 586 668 728 792 5,078

Total Receipts 81,800 52,915 81,986 37,106 39,144 46,190 53,747 54,217 61,386 46,468 48,428 48,392 651,778

Payments :

Purchase of wardrobe     1,750 1,750 1,750 1,750 7,000

Fixtures and fittings              

Cost of beverage   3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 33,000

Cost of license       3,000                  3,000

Utility cost 800 800 800 800 800 800 800 800 800 800 800 800 9,600

Payments to suppliers                        

Wages 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 36,000

Petrol and diesel 500 500 500 500 500 500 500 500 500 500 500 500 6,000

Rates 400 400 400 400 400 400 400 400 400 400 4,000

Magazines 300 300     300   300 1,200

Complimentary in-room beverages  1,000 500 500 500 500 3,000

Delivery of newspaper 150 150 150 150 150 150 150 150 150 150 150 1,650

Annual building insurance 2,500 2,500

Finance cost for lease  275 275 275 275 275 275 275 275 275 275 275 275 3,300

Third party insurance cost 4,000 4,000

Cost of vehicles valeted  140 140 140 140 140 140 140 140 140 140 140 140 1,680

Gym or swimming facilities 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 18,000

Entertainment 250 250 250 250 250 250 250 250 250 250 250 250 3,000

Overdraft Interest 29 29

Total payments 6,865 10,344 10,015 14,015 11,665 12,265 11,765 12,565 12,115 10,515 10,315 14,515 136,959

Balance b / f (6,000) 68,935 111,506 183,477 206,568 234,047 267,972 309,954 351,605 400,876 436,829 474,942 3,040,710

Net cashflow in month 74,935 42,571 71,971 23,091 27,479 33,925 41,982 41,652 49,271 35,953 38,113 33,877 514,819

0

Balance c / f 68,935 111,506 183,477 206,568 234,047 267,972 309,954 351,605 400,876 436,829 474,942 508,819 3,786,447


