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[bookmark: _Toc341883013]Executive Summary

Zero based budgeting is a budgeting method that can be used by organisations, both in private and public sector. This process includes starting from ‘scratch’ as it focuses on brand new budget for every financial period rather than relying on past years’ information. Particularly situations that provide a ‘‘clean financial slate’’ for example, the recession in 2008 and more recently, the global pandemic, can be easier to start a fresh budget. This way all expenses are justified, examined in detail so that any unnecessary costs can be reduced. In summary, zero based budgeting can be a beneficial tool when used effectively as the sustainable savings from budgeting can redirected into more profitability in the future investments.  
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1. [bookmark: _Toc341883014]Introduction

This report is for the attention of the Regional Accounts Director at the Hotel Continental exploring Zero Based Budgeting (ZBB) method and how this type of budgeting can be implemented in the future.  We will be evaluating the process of ZBB, going over the pros and cons compared to traditional budgeting and how useful it is for the hotel to incorporate ZBB method in practical terms. 

2. [bookmark: _Toc341883015]Zero Based Budgeting

Zero based budgeting (ZBB) is a budgeting technique used by companies that develops a new budget from scratch, a ‘‘zero base’’ every time. Here, the income minus all the expenses equals zero. The idea of ZBB was developed by Pete Pyhrr in the early 1960s -1970s whilst working as an account manager at Texas Instruments. [1] This method of budgeting came into highlighted use after the economic recession in 2008, when most businesses and organisations faced a clean financial slate. In this type of budgeting, no item is repeatedly included in the next budget, all expenses must be justified for every period, in contrast to a traditional budgeting that is based on previous budgets. Using this method every activity needs to be thoroughly justified, every costs/ expense of the business needs to be analysed and the funds are allocated accordingly, regardless of how much funds have previously been budgeted at any given time. ZBB does not consider whether or not the previous budget was higher or lower than the current budget. Therefore, rather than the previous budget history, ZBB allocates funding based on programme efficiency and necessity. [2] ZBB can be an effective way of improving return on investment (ROI) across any business. [9]

2.1 [bookmark: _Toc341883016]Zero-based budgeting 

There are some steps involved in the process of zero-based budgeting. First step at the beginning of every financial period is to identify the units that need a justification for every expenditure in the proposed current budget. A detailed reports identifying what has been working and what hasn’t been working is produced, also identifying the objectives of the organisation i.e., the business goal. Then we need to prepare decision packages related to the objectives of the company. Decision packages consist of detailed explanation of activity, digging deep into costs involved and benefits from implementing the proposal. [3] Decision units should have specific, realistic, reasonable, and measurable objectives and goals. [16] After this, the decision packages are ranked on the basis of cost- benefit analysis. Finally starting from zero, the budgeted priorities are built, finalised and set to identify operational improvements and maximise the outcome. [3] Performance vs. guidelines will need to be also monitored. [10]

 
2.2 [bookmark: _Toc341883017]Advantages of Zero-based budgeting over Traditional Based

There are several advantages to Zero Based Budgeting method compared to the traditional budgeting. One advantage is that unlike traditional budgeting, ZBB emphasizes on decision making as it focuses on the ‘‘why’’ approach. It aims to achieve the organization’s objectives by the root of the expenses and completely ignores the past year’s data. Zero Based Budgeting orients towards cost- benefit analysis.  It considers the importance of the expense and the benefit, derived from the expense. It doesn’t examine the changes in expenses and variability analysis unlike traditional budgeting. As a consequence, ZBB enables all levels of management to get involved in the decision-making process, improving communication and coordination amongst the employees within an organisation. [5]
The main aim of any organisation is to capitalise on the profitability and enhance wealth generation. Zero based budgeting is useful to ensure this as it makes sure that all resources are allocated efficiently and economically across the organisation. [5] In contrast to regular budgeting which focuses on historical numbers, ZBB method notices the actual numbers, this helps to allocate resources across the department efficiently. This can often lead to savings for the organisation. ZBB is prepared without taking a base for any previous period, this means that each department of the organisation analyses the expenses each and every year. This allows to make sure only those expenses are included in zero based budgeting, making any necessary improvements for the organisation’s next period.  [5]
Another benefit of zero-based budgeting is that it provides better accuracy as ZBB is not based on arbitrary changes to previous years’ budget. This ensures that every department in the organisation double checks each and every item of the cash flow and their operational expenditure. Re-examining any possible unnecessary amounts involves high visibility and can help reduce unnecessary waste, therefore save cost, sustainably. ZBB provides the organisation a clear picture of costs as it doesn’t focus on the desired performance, unlike traditional budgeting. It also focuses on optimizing costs rather than just an increase in the revenue. 
Zero Based Budgeting method is useful in both public and private sector. In public sector ZBB increases efficiency of the organisation by forcing government agencies to work together to prioritize programs. Due to increase in transparency and accountability, ZBB improves public perception both internally within the organization and also externally with the public. [6] In the private sector, ZBB method challenges assumptions at every stage which improves operational efficiency. This is particularly useful for overly complex organisation, for example, due to a merger. The method of ZBB identifies priorities at department or project level, hence supporting the employment of saving tactics. The adoption criteria are much more flexible in private sector than public as the companies are not faced with the same constraints. [6]
Having considered all the advantages, it is important to point out that as with any budgeting method, ZBB has some drawbacks too. The whole process can be quite complex and time consuming, adding to the costs especially to organisation with limited funding. ZBB can also lead to management conflicts due to lack of expertise as some of the required skills for ZBB may not be present. A proper detailed planning and experienced and qualified staff may be required to carry out the budgeting. 

[bookmark: _Toc341883018]2.3 How the Organisation Might introduce Zero-based Budgeting

Despite some of these limitations, organisations that are looking for a more controlled approach to cost management are willing to accept the additional challenges of ZBB by making the required investments in communication, training and management. This method is a more in-depth and strict form of budgeting and businesses that have a cost reduction target of 10% or less implement this type of budgeting. [11]       Zero based budgeting has been quite successful in meeting their cost targets. For example, globally, ‘‘63% of respondents, who did not incorporate ZBB did not meet their cost targets, while the same is true for 58% of those that did use ZBB method. Although ZBB users in the US reported higher cost program failure rates than non-ZBB users (65% vs. 57%), in all other regions the failure rate for ZBB users was lower than for non-ZBB users (57 % failure rate vs. 68% in Latin America; 52% vs. 56% in Europe; and 60 % vs. 71 % in the Asia Pacific)’’. [7]
For example, let’s assume implementing zero based budgeting for the Continental hotel. Hotel expenses such as wages, furniture, vehicle costs, building costs, beverages and entertainment all amount to £20,000, for instance. When ZBB is created, it calls for closer scrutiny of each and every expense. So, during this process we notice that some of the expenses are unnecessary so only need to spend £15,000. This is now the new budget. On evaluation, we realise that the electricity bill can be reduced as some of the light in the hotel rooms were left on for far too long than necessary. Thus, the electricity bill can be reduced by turning the lights off when not in use, saving extra £500 and so on. Instead of blindly increasing the budget by certain percentage and masking the increase in cost, ZBB is more detail-oriented as it aims to identity and justify expenditures so the organisation can detect a situation where the expenses can be reduced, saving unnecessary costs. [12] [18]

 


3. [bookmark: _Toc341883019]Conclusion

In conclusion, for the hotel to introduce ZBB in practical terms, using an effective digital approach to make the process easier and faster can beneficial. For example, using cognitive technologies that help reduce the manual processing levels and to identify the hidden savings opportunities.  Focussing on strategic aspects that reduce the challenges of ZBB whilst improving the areas that are most required. Moreover, tackling the problem from both ends will reduce the required level of detail and will make the ZBB method easier to implement. [7] The spreadsheets can be replaced with real time data sources into one centralized location and with the help of a sophisticated data management software, zero-based budgeting can be less time consuming and more rewarding over time. [8] 
Following the COVID-19 global pandemic, most organisations/ businesses have again faced a ‘clean financial slate’ recently. Considering all the above points, the Continental Hotel can find zero based budgeting useful as it involves every project to be justified and examined in detail as if they were being put together for the first time. Management team will need to validate and approve every expense from the ground up since the previous year’s expenses are not acceptable for the upcoming year’s budget. [16] If used correctly, an effective ZBB method can provide a very systematic method of allocating an organisation’s funds. This will allow to drive significant and sustainable savings that can be redirected to more productive areas for future growth and investment of the organisation. [15] [20]
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