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[bookmark: _Toc98020699]Executive Summary
Zero-based budgeting (ZBB) is a budgeting method that manages the money supply measuring the effectiveness and necessity of programs rather than past spending patterns. Here the budgeting is started from zero in every period that is independent of previous targets set by a business and thus is called zero-based budgeting as the reset button of budgeting. The process consists of steps: setting goals, defining decision units, designing decision packages, ranking decision packages based on significance, allocating resources to the packages, and controlling the budget. Zero based budgeting is decision-oriented that takes decisions based on cost-benefit analysis and aim remains to cut cost whereas traditional budgeting is accounting oriented where the decision is taken based on past data and aim usually remain to boost profit. The global pandemic has brought such a situation to the hotel industry where trends have changed and historical data is not reliable to plan the future. So the Continental hotel can follow the steps of zero-based budgeting to reduce cost, maximise resource utilisation and prioritise activities that can bring benefit to the hotel. 
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1. [bookmark: _Toc98020700]Introduction
Zero-based budgeting (ZBB) is a budgeting method that manages the money supply measuring the effectiveness and necessity of programs rather than past spending patterns (Tally Solutions, 2021). Here the budgeting is started from zero in every period that is independent of previous targets set by a business and thus is called zero-based budgeting as the reset button of budgeting. The method can be used for planning the budget of a hotel in cases where historical data cannot be relied on for predicting the future or for long-term interpretation of the industry trend (Kimmel, 2018). The global pandemic has brought such a situation to the hotel industry where trends have changed and historical data is not reliable to sense the future. The report will discuss the process, pros and cons, and implementation of the method in the practical term for the Continental Hotel. 


2. [bookmark: _Toc98020701]Zero Based Budgeting
2.1 [bookmark: _Toc98020702]Zero-based budgeting
ZBB is the method where an organisation prepares a new budget considering the base as zero where the activities are ranked based on their relative importance and the resource allocation is made based on that prioritisation without considering history like past achievements or previously higher or lower budget. 

Figure 1: Zero-based budgeting
Source (Borad, 2022)
When an accounting period starts, it is necessary to set objectives like whether to cut costs or increase profit or do both (Zhou et al., 2021). The Continental hotel has set objectives for selling an estimated number of rooms each month. That leads to the second step where the organisation has to identify decision units. Decision units are independently identified activities that do not overlap with other activities (Jiambalvo, 2013). For continental hotels, this could be human resource, marketing, maintenance, insurance, service production, licensing, depreciation, etc. decision units that are part of its successful service delivery. Later, the decision units are broken down into decision packages where each package act as a proposal that includes functions, necessity, benefits, etc. associated with the implementation of the proposal. This step must answer the purpose of the decision package, the broader objective of the decision unit related to the decision package, the objective of the package, analysing the benefits, analysing the viability, analysing the alternatives, etc. (WOO, 2019). After making different packages that belong to different units, decision packages need to be prioritised based on the ranking of significance. The purpose of the step is to wisely allocate scarce resources like how much to spend on the marketing budget on pool passes, in-room Sky Sport and Movie or in the complementary beverages that’ll cost less but will bring most of the sales in the long run. So, these packages will be evaluated using cost-benefit analysis and that one will be selected that’ll help achieve the objective (Horngren and Harrison, 2015). Next, allocating the available resource step is the continuation of the previous step. The packages ranked top are allocated funds where the most promising ones get better funding the step focuses on scarce resource utilisation and benefit maximisation (Crosson and Needles, 2014). The continental hotel has a limited number of financial resources, employees, passes, subscriptions, vehicles, etc. that will be allocated on the most promising packages to reduce any waste of scarcity. Finally, the budget will be finalised and packages will be evaluated based on performance and an output-expectation analysis will be made to assist management if the prioritisation, allocation, and preparation of the budget is accurate and take a corrective decision for the future. 
2.2 [bookmark: _Toc98020703]Advantages of Zero-based budgeting over Traditional Based 
Zero-based budgeting offers some benefits over traditional budgeting. 
	Zero-based budgeting
	Traditional budgeting

	Decision oriented, that improved operational efficiency, 
	Accounting oriented, that adjust previous expenditure, 

	Focuses on cost-benefit analysis, which involves the implementation of severe cost-cutting methods by defining departmental or project-level priorities, 
	Focuses on whether to increase or cut spending in comparison to previous years,

	Encourages active resource allocation over automatic budget increases, which helps to reduce costs, 
	Rather of finding ways to cut expenses from single units, it is mostly used to boost revenue, 


Figure 2: Zero-based budgeting vs. traditional budgeting
Source (Lund, 2019)
Zero-based budgeting does not take into account budgets produced last year or years before. This requires approaching budgeting with a new perspective and discarding any assumptions or expectations from past years (Crosson et al., 2015). But traditional budgeting entails making revisions to previous budgets to bring them closer to the actual spending that occurs in the organization. It always considers what has been done before and how that was executed (Prinzivalli et al., 2014). If we consider the post-Covid-19 situation, the past data won’t be a good choice for the assumption as Covid-19 has introduced new trends and brought changes in the hotel industry’s regular activity such as people as switched to the mobile payment system and the uncertainty of situation demands flexibility like cancellation or credit options (Lauth, 2014). Many have less disposable income than the pre-pandemic situation that reduces the tendency to travel, even business travel has moved into virtual conferences. The Continental Hotel doesn’t offer a credit facility so their past data cannot give any insight regarding its impact in generating extra demand, but they can newly think it in zero-based budgeting. The reasoning of expenditures is required for zero-based budgeting (Phaup, 2018). This sort of budgeting requires a high level of transparency into the many cost drivers, making it a more long-term cost-cutting strategy. Traditional budgeting is permissive, and it is mostly utilized to increase revenue rather than look for ways to cut costs from specific units. Auditing for each dollar isn't as precise as it seems (Ibrahim, 2019). Zero-based budgeting is more effective at tying cost savings to specific business activities. This makes it much easier to interpret and put into practice. The traditional one is more about figuring out a change that affects everyone, like a 1% rise in expenditure. Because of its broad nature, it is difficult to apply because it does not indicate how the functions are linked to the budgets (Www2.deloitte.com, 2021). The Continental hotel needs to set decision packages to decide on where to allocate most of its resources so that resource utilisation is possible and the hotel can make the highest profit. When starting from zero, the hotel can find that they can save costs from dailies and magazines by moving to online subscriptions as the customer are now more internet dependent. Such insights are hard from traditional budgeting as that is usually adapting the previous one. 
2.3 [bookmark: _Toc98020704]How the Organisation Might introduce Zero-based Budgeting
The steps mentioned earlier is used to introduce zero-based planning, but in practical terms, the scenario must be more specific given below. 
Firstly, the Continental hotel has to decide the decision unit that has to have a measurable objective and well-defined and measurable impact on the hotel. The Continental hotel has decision units like marketing, human resources, production, leasing etc. These units are relatively broad which has to be exact for budgeting. The Continental hotel has to create a list of general ledger accounts in detail as for Continental it could be cash, food inventory, prepaid expenses, beverage inventory, land, building, account receivable, investments, account payable, etc. (Shim and Siegel, 2012). Then, corresponding invoices on items purchase, units, price/unit etc. have to be derived from the vendors of the ledger list (EISEN, 2019). For Continental, the prepared expense vendors are Sky Sports, Sky Movies, Subscriptions to 10 different magazines, Newspapers, etc. Then, Continental has to forecast the expense budget parameters for the expenses line such as £150 per month for subscriptions, is £3,000 for wages, £275 for leased vehicles etc. Every item requires to operate each decision unit, the hotel wants to measure expense against, must be included with price and unit, such as Food & Beverage, Rooms, operating and non-operating units, etc. Now, the hotel will get departmental accumulated forecasted expenses for the upcoming month. The total of expenses has to be submitted to finance officers who’ll merge the data with other departments (Vadapalli, 2021).  This is important because each department has calculated a large expense that is impossible to fund for the hotel’s scarce resources. Decision units will be asked to reduce the expenses and the amount may be suggested like a reduction of £2500. Then comes the decision package formation steps where decision packages are created for a unit and later ranked for allocating resources for the most important package. 
	Marketing unit 

	Decision package A: Promotional campaign has 3 alternatives 
A1: Only magazine ads,
A2: Both magazine and social media ads, 
A3: Via the third party commission-based room selling, 

	Decision package B: Service unit
B1: Increase complimentary service, 
B2: Adding Netflix in all rooms, 


Figure 3: Decision packages
Source (Own)
Now, 5 alternatives need to be prioritised based on a cost-benefit analysis that is comparing the cost for each alternative and the benefit it is going to deliver for the organisation (Acosta, 2016). Considering the minimum, the rank could be B1-A3-A2-B2-A1 to ensure the forecasted sale. 
For future budget 
Minimum needs 



Figure 4: Order of priority
Source (HSMAI Academy, 2017)
After removing items not needed for the month, the Continental hotel will get detailed support of expenses and then can start ordering supplies from vendors that offer things on a budget. 


3. [bookmark: _Toc98020705]Conclusion
Zero-based budgeting is more time-consuming and takes more effort to plan and implement because everything is analysed very deeply to plan. It allows seeing which activity has to be performed and how to be performed so that it could be cost-effective and assure resource utilisation. The future trend of the hotel industry is uncertain until the world gets rid of Covid-19 entirely. So, for uncertainty, zero-based planning is more appropriate that doesn’t depend on past data rather the approach is more decision-based depending on cost-benefit analysis. Hotels can rent or buy software that makes the work easier and more time and effort saving. 
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