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Executive summary
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-This report is created for the Regional Accounts Directors of Hotel Continental, in which are stated information, definition and implementation of ZBB -Zero-base budget for the upcoming forecasts of the hotel.
-This report aims to explore the various steps that need to be taken in order to develop a zero-base budgeting system that is effective for Hotel Continental.

Starting with the budget planner excel calculation, and continuing with cash flow explication, Traditional Budget, Zero-base Budget and ending with a conclusion related to the budget and especially Zero-base Budget and how the budget is related with the sustainability of the business and especially hospitality industry. 





Introduction
                          According with the annual report of Hotel Continental and taking in consideration statements, invoices and contracts, the fallowing excel report is created and clearly shows the cash flow forecast for 12 months. However, it all starts from the updated cash flow situation and the preparation of a cash flow forecast.

[image: ]

Why is it so vital to manage cash flows?
Lack of money is the main reason why businesses go bankrupt. A regular cash intake is important for any business. Cash is giving the enterprise the chance to pay wages and invoices and invest in his growth (Kruschwitz & Löffler 2020).  Even companies that manage to have a large volume of sales can become insolvent if the cash flow is disrupted due to unpaid invoices for example. Therefore, the monthly tracking of the payments and incomes is not enough to be able to keep track of your stream on a monthly/yearly basis; cash flow is essential. Analysing what happened in the month before or year and drawing up a cash flow forecast for the upcoming months the company will have the opportunity to identify the trends. Another advantage of cash flow forecasting is also that it helps businesses to determinate the optimal time to invest (Dichev, 2021). 

Calculation of net cash flow
Calculating cash flow is simply a matter of comparing incoming cash with payments over a given period. The net cash flow formula is:

Income – Payments = Net Cash Flow
[bookmark: _Hlk107728831](www.accountingtools.com, 2022)
The cash received corresponds to the income, from settled invoices, and the cash spent corresponds to the liabilities of the enterprise (Thakur, 2021); Supplier costs, interest due, corporate taxes due, promissory notes payable or allowances/salaries payable. If the first digit is higher than the second, the business has a positive cash flow, which means cash exist in the bank. If the cash flow is negative, it means that the business is ending the year with less money than at the beginning of the year (Murray, 2021).
Cash flow calculation (free):
For a deeper understanding of the amount of cash available for expenses, the business can use the following formula for free cash flow calculation:

Net income + Depreciation/Amortization - Modification of working capital fund - Capital expenditure = Free cash flow
                                       (www.accountingtools.com, 2022)


(ZBB) Zero-base budget vs. Traditional based budget; How zero-base budget is implemented 
                - According with Burrows & Syme (2000) concept of zero-base budgeting (ZBB) was first introduced by Bastable in 1892. It is believed that this concept was first introduced more than two decades earlier than previously known.
               -  According with Mukdad (2019) the concept of zero-based budgeting was introduced in the 1970s by Peter Pyhrr, an accounting manager at Texas Instruments. It quickly gained popularity among governments, and many jurisdictions have adopted it. This method requires that all activities of an organization be reviewed regularly. This concept aims to solve the problem of incremental budgeting, which typically bases on the budget for the previous period to establish the basis for the future budget (Law,2016). The goal of this system is to require budget makers to use the anterior year's budget as the base for creating the next year's budget. Although incremental budgeting is making the process very simple, it does not eliminate the need for wasteful spending (Mukdad,2019). Instead of using the last year's budget as the base to create the next year's budget, ZBB uses a fresh look at the various activities and programs of an organization (www.mindtools.com). It then makes the necessary changes to reduce the waste and improve the efficiency of the organization. The concept/form of zero-based budgeting is regarded as a superior method for incremental budgeting, as it eliminates the need for wasteful spending. In addition, since every part of the budget is reduced in the following year, the practice of zero-based budgeting is more detail oriented (Karmaran, 2017).
                  The concept of a budget is like a quantitative statement of expenditure and revenue that is concepted and accepted for a period. It should be followed properly in order to achieve the objective (Maw, 2003). It exists two models of budget techniques: traditional budgeting and zero-base budgeting. In the former, the targets are set for the previous year and the budget is created and approved for the current year. In the latter, the targets are not referred to the previous year. (Nugus,2009).
The traditional budget is a method of budgeting that is depending on traditional  accounting costs, in the way, it is structured on the allocation, distribution and absorption of the general expenditure of products. An incremental approach is used for budgeting. It uses the anterior year's budget as the base for the current year's plan. This method shows the change in the trend for the next year. Spending for the upcoming year is cut according to the inflation rates, consumer expectation, market status and others (Bourne,2013).
A zero-based budgeting technique involves creating a budget from scratch and then explaining it to everyone. This method is like a budgeting process that involves reassessing the activities each time the budget is created (Investopedia.com).  This method does not make any reference to the actual details of the budget. Instead, it focuses on the cost component and needs justifications. This is the type of budgeting technique that requires specific justifications (Baluch, 2021).
The most important comparations between the traditional basic budget and zero-base budget are: 
· The concept of a traditional budget is that the anterior year's budget is used to plan and prepare a budget for the coming year. On the other hand, a zero-based budgeting method combine creating a budget from scratch and then explaining it to everyone (Pyhrr,1977).
· The goal of a traditional budget is to plan and prepare a budget that shows how much money was spent in the previous year. On the contrary, a zero-based budget aims to come up with a brand-new financial proposal when the budget is set.
· The traditional budget is focused on cost accounting, when a zero-based budget is more decision oriented. It aims to come up with a new economic proposal when the budget is set.
· The traditional budget does not need a justification of a present project. In zero-based budgeting, the project's justification is focused on the benefits and costs of the project (Wiles, 2020).
· In a traditional budgeting process, the decision about how much money should be paid on a particular decision-making unit is made by the senior management team. Different by a zero-based budget where the decisions about the expenditure of a certain amount are made by the managers (www.accountinghub-online.com). 
· The main objective of a traditional budgeting process is to make the necessary decisions based on the previous expenditure and the demand for new programs and services. In contrast, a zero-based budgeting process involves creating decision packs that are focused on the most relevant decisions.
· Zero-based budgeting is more responsive to the needs of the clients than traditional budgeting. It offers a simple approach that doesn't involve making changes to the routine (Baluch,2021 & Suver &Brown, 1977).

 Comparation (Schulze,1988 & Surbhi, 2017).
	Base of comparation
	Traditional Budget
	Zero-based Budget (ZBB)

	Rationality
	Traditional budget alludes to a budget preparation tactic, which immediately takes as a basis the previous budget of the year.
	Zero-based budgeting describe a way of budgeting, whereby, every time the budget is established, activities are reassessed.

	Focus 
	Anterior level of expenditure.
	New economic assessments

	Direction
	Accountant focused
	Agreement or targeted project

	Approval
	Approval is required for the current project.
	Justification for present and proposed projects is necessary, taking in consideration the benefits and costs.

	Priorities
	Primary up to the past level of payments, then to require inflation and new programs.
	The unit how is making the decision is split into comprehensive decision-making packages and classed in accordance with their relevance.

	Transparency and responsiveness
	Light
	Visibly higher

	Approach
	Is a routine approach
	Direct approach





Pros and Cons of Zero-Based Budgeting (www.endthrive.com & 
www.Investopedia.com) 
	PROS 
	CONS

	Offers visibility
	Time-consuming to create

	Prevents overspending
	May be difficult with unpredictable income

	Prioritizes financial goals
	Doesn’t always account for variable expenses

	Budget inflation
	

	Coordination and Communication
	

	Efficiency
	


[bookmark: _Hlk107733583]
Zero-base budgeting and sustainability
           The importance of tourism is acknowledged by various countries as one of the most significant economic activities (Khayati,2019) in the world. It has been estimated that it contributes to the development of the country's economy and trigger foreign currency incomes (Roe et. al., 2004). It also stimulates entrepreneurship and increases the government's spending power. It has been estimated that tourism provides employment and income opportunities for people and increases the country's foreign currency earnings. It also stimulates entrepreneurship and increases the government's spending power (Verbeek et. al., 2011). Considering all the factors that create a hospitability business is important to observe that a zero-base budget is related with sustainability. Making a list of all the income and spendings and calculating from scratch all the flow of the year or the month the managers can see immediately where they can make changes or what is more expensive then what the hotel can afford to pay for that particular fact; especially when we are speaking about a sustainable business, example we can give the money spend on petrol and diesel for the hotel vans and cars , this can be reduce by investing in electric cars which is making even better for the environment and not only for the hotel (self-example). The goal of sustainable tourism is to reconcile the various economic and social dimensions of firms' competitiveness with the environmental sustainability of their operations. It also aims to address the needs of local communities and employees (Suarez-Rojas et. al. 2021). 









Conclusion
Zero-base budgeting is a method that provides transparency and accountability in the workplace. It can also help ensure that the proper allocation of resources is carried out. This method of budgeting combines the planning phase with the budgeting process to ensure that the programs are carried out according to the requirements of the budget (Mukdad, 2019). The goal of this report is to establish a set of goals that are aligned with the overall organization's objectives. This can be done using a performance evaluation method that considers the various factors that affect the efficiency of the hotel. A decision package statement should also contain various information about the various decisions that are made within the business (Cotts & Rondeau, 2004). It should also include a description of the activities that are performed within the decision unit and the projected cost of doing so. This process should be carried out using both qualitative and quantitative methods. Throughout the year, different measures should be created to evaluate the achievement of the decision unit. 
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Jan February March April May June July August Sept Oct Nov Dec Total

£ £ £ £ £ £ £ £ £ £ £ £ £

Receipts :

Cash sales 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

Payment at business account 85,000 66,000 85,000 40,000 42,000 49,000 56,500 66,900 74,000 49,000 50,900 50,800 715,100

Interest Received 180 2,555 4,424 6,926 8,053 9,323 10,829 12,616 14,751 17,167 18,961 20,869 126,654

 

Total Receipts 91,980 75,355 96,224 53,726 56,853 65,123 74,129 86,316 95,551 72,967 76,661 78,469 923,354

Payments :

Mini bar  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

Premier league 3,000 3,000

Sky tv 250 250 250 250 250 250 250 250 250 250 250 250 3,000

Virgin Active gym 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

Vehicle valeting 140 140 140 140 140 140 140 140 140 140 140 140 1,680

Car insurance 4,000 4,000

Magazines 250 250 250 250 1,000

Freehold  

Fixtures and fittings              

Property expenses                        

Wardrobe furniture         1,750 1,750 1,750 1,750         7,000

Energy costs                        

Payments to suppliers                        

Wages 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 72,000

Beverages       350  350 350  350  350 1,750

Vehicles  275 275 275 275 275 275 275 275 275 275 275 275 3,300

Building insurance                 2,500      2,500

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

Rates 300 300 300 300  300 300 300  300 300 300 3,000

Newspapers 150 150 150 150 150 150 150 150 150 150 150 150 1,800

Overdraft Interest            

Utility bills 700 700 700 700 700 700 700 700 700 700 700 700 8,400

Total payments 12,815 13,065 12,815 16,165 14,515 14,915 14,565 15,165 15,015 13,165 13,065 17,165 172,430

Balance b / f 6,000 85,165 147,455 230,864 268,425 310,763 360,971 420,535 491,686 572,222 632,024 695,620 4,221,730

Net cashflow in month 79,165 62,290 83,409 37,561 42,338 50,208 59,564 71,151 80,536 59,802 63,596 61,304 750,924

Balance c / f 85,165 147,455 230,864 268,425 310,763 360,971 420,535 491,686 572,222 632,024 695,620 756,924 4,972,654
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ZERO BASED BUDGETING - ZBB

Definition:-ZBB in management accounting involves preparing the budget from
the seratch with a zero-base.

1) dentification of a task.

. 2)Findingways and means of accomplishing the task.
Stepsin Zero 3) Evaluating these solutions and also evaluating
Based Budgeting altematives of sources of funds.
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” 785 Example:-Say a manufacturing dept. spent $10 million last year. So in current
Year, it can either increase or decrease the requirement to $11 millionor $9
respectively. ZBB involves calculatingall the expenses of the dept. and justifying
each of them. This reflects the actual requirement which may be $10.6 million.

( How Zero Based Budgeting is different from Other Methods?
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