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Introduction
The motivation of this report was to analyse zero-based budgeting and its relevance in the hospitality industry in contrast to traditional budgeting. This report has provided an understanding of the zero-based and traditional-based budgets in the first part. Then, the process of preparing ZBB and the way to implement it in the hotel have been analysed in detail. Implementing ZBB in the place of traditional budgeting will be impactful if the organisation is capable of managing it effectively. Additionally, the impact of a good budgetary control can help the hotel in many ways, which means sustainability can also be ensured. So, this report has shed light on these factors and finally has provided a budget calculation to give an initial idea of ZBB.














Month-by-Month Cash Budget (January 2023 – December 2023)
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[bookmark: _Hlk107964594]Executive Summary
The business environment is ever-changing and is impacted by several factors. Cyclical industries such as hotels are impacted by changes in economic growth or downturn, labour policies, inflation and political changes etc. These changes create an impact on the revenue and expenditures forecasts, as well as on the budgeting procedure (Dauda, 2019). Common budgeting methods such as incremental and traditional budgeting are commonly based on previous budget estimations of the company, hence several unimportant factors become included too (Campbell et al., 2018). Therefore, a zero-based budget takes care of the relevance of putting every number in the budget. This budgeting process eradicates the possibility of including unnecessary items in the budget and makes every item help to generate revenue.
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Traditional Budgeting
This budgeting is a way of projecting the revenues and expenses for a specific future period based on the previous budget. Based on historical information and assumptions, this budgeting is known as being a simplistic and distinctive form of budgeting (Asogwa & Etim, 2017). The core characteristics of the traditional based budget are shown below:
· Needs a reference point (E.g. previous year’s budget format, costs and revenue heading etc.)
· Uses the data of the previous year as the basic data points. It also may use some previously set of percentages for revenue projection (E.g. a year-on-year sales growth projection of 10%) (Berland et al., 2018)
· This method offers a precise framework based on some reference points. It is a stable method and leaves little scope for misunderstanding as people are used to it (Mehta & Patel, 2018).
· While preparing a budget using this method, justification of each item is not required as it is based on set standards.
Zero-based Budgeting (ZBB)
Unlikely traditional based budgeting, ZBB does not follow a set standard. In this budgeting approach, every single item in the budget is checked for its relevancy and appropriateness with the specific project (Popesko et al., 2017). ZBB is highly detailed and requires the sincerity of the budgeter as he/ she needs to justify his/ her action. This budget is called so as it is done every year from scratch after taking care of all possible impacts of the changing organisational and country-wise policies. Following are the key characteristics of this method:
· It is based on the re-valuation of the cost and revenue-specific items. So, each time budgeting is needed, it is started from the ‘zero-base’ (Khalifa & Alodhaibi, 2021)
· This process is highly decision-oriented. Basic cost accounting principles are of very less use to it. 
· Unlikely the traditional method, it uses estimated information based on future trends and changes in the environment. The costs are adjusted accordingly (Coyte et al., 2020).
· Typically requires specially trained persons to prepare this type of budget as they have to justify all the accounts in it.
· Improves operational efficiency by cutting unnecessary costs and providing realistic assumptions.
· Is highly flexible (e.g. can be used for specific projects as well as for the whole organisation) (Genaway, 2019).
· While traditional budgeting uses previous spending levels, this method splits the decision units into decision packages and gives them priority based on their relevance.
So, the traditional method may show distorted projection and unrealistic results, while ZBB provides a very specific, profit-centred, cost-reduced budget based on the applicability of the company’s resources.
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The Process and Implementation of Zero-based Budget
Zero-based Budget Process
As for the companies looking forward to reducing costs and increasing revenue, ZBB can be a proper way to adopt. In general, a zero-based budget has the following processes (Mustapha, 2017):
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Figure 01: The Steps for Zero-based Budgeting
Source: Adapted from Coyte, 2020
For starting the process, the decision packages are identified to show the particular activities needed for the different decision units. These decision packages are related to several organizational departments or activities (Rasugu, 2019). For example, the customer relationship department relates the feedback of the customers to the hotel’s service. So, replying to their reviews on different internet platforms may require fast devices, which may increase the cost of the hotel for one significant period.
After selecting several important decision packages, they are evaluated based on their nature, effectiveness and relevancy. The hotel needs to identify which of the packages are much more needed than the others. This requires a proper alignment of organizational goals, regulatory requirements and funding sources (Nwosu et al., 2020). After that, the packages are ranked depending on their importance. For example, the HR department might be in need to go through a major IT introduction, which will require more funds for buying software and hardware. This might be ranked at 3 or 4 as there might be some more important operational packages that are much more in need of funding and resources.
The final stage of this process is to allocate the resources. For instance, the social media marketing budget’s 70% might go to Instagram influencing purposes. Proper funding for this aspect needs to be identified before allocating the fund under marketing costs (Renfors & Odh, 2018).
Zero-based Budget Implementation
Though the ZBB process has some very specified and well-planned steps, implementing it for the first time in the hotel and replacing the previously used budgeting process can be tough. By following these steps, the implementation of ZBB can be done effectively:
· At first, a master plan should be developed including the overall goal, mission and strategies of the hotel. This master plan will point out the need for a new addition to the infrastructure or services (Réka et al., 2014). Any change in HR, marketing, or management plan needs to be taken into account. For example, if the hotel is thinking of adopting more technology, it will need additional costs.
· Setting up the priorities is important while implementing the budgeting. The key performance indicators of the hotels can help in this respect. Several profitability, solvency and efficiency ratios can help to find out how the hotel is doing. Some of the basic KPIs of the hotel are (Duric & Potočnik, 2021): 
· Employee benefits as a percentage of total revenue
· Administrative costs as a percentage of revenue
· Gross profit per room
· Sales growth for last 5 years etc.
· Identification of profit drivers and cost drivers will help the budget planner properly identify the major revenue and cost sources. As the ZBB process requires the justification of inclusion, the budgeter needs to be sure about the cost. Major cost drivers for the hotel are- administration, maintenance and advertising fees (Crotts et al., 2022).
· As the implementation of ZBB is a new experience for many of the hotel employees, proper training should be arranged by skilled trainers (Ribeiro et al., 2019). By using the training properly, the budgeters will ensure the proper identification and use of the organisational plans.
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A budgetary control includes the probable cost and revenue sources inclusion of an organisation. In a hotel, the focus on reducing naturally and socially harmful products can be promoted through the allocation of funds in the budget (Saleh et al., 2021). This will reduce the pollution and impact on social and environmental factors and will bring on sustainability maintenance as a result. Following are the ways how budgetary controls support sustainability:
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Figure 02: Budgetary Control to Attain Sustainability
Source: Adapted from Kim et al., 2019
· The budget proposed for the hotel can have a cost projection of enhanced waste management (Pereira et al., 2019). This cost will include staff training cost, new technology instalment costs etc. This will reduce the environmental pollution caused by the hotel.
· An effective and eco-friendly way to promote eco-tourism is social media marketing. Increasing the advertising cost for promoting the eco-friendliness of the hotel through Facebook, Insagram and Youtube marketing will increase the faith of the customers, which will increase the revenue base.
· Reducing the non-recyclable products and buying eco-friendly utensils will help to reduce the plastic footprint of the hotel significantly. This budgetary control helps to maintain sustainability (Sajjad et al., 2018).
· Unnecessary energy conservation of non-renewable energy sources also reduces the sustainability of hotels. Creating funds for implementing reusable energy sources will help to decrease the cost of energy usage and build a positive image.
· The costs of introducing low-emission, carbon-neutral transportation may increase cost than usual, but it will promote the green movement of the hotel. This will encourage eco-friendly tourists and nature enthusiasts. 
So, all the above-mentioned activities through budgetary control may support the sustainability of the organisation.
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For the hospitality industry, zero-based budgeting offers tremendous opportunities. Following this budgeting control method, the hotel will be able to distinguish between the necessary costs and probable revenue sources. As the main focus of ZBB is managing the cost-effectiveness of the company, it will create strategic advantages for keeping up with the industry environment and changing trends. But one thing should be kept in mind, replacing ZBB over traditional budgeting will need a lot of planning and effort. The hotel should educate, train and familiarise this budgeting method with the employees so that they can make the most out of it. ZBB also can do a splendid job while maintaining sustainability for the company as it does not depend on a set of budget particulars. So, following the process of ZBB will have a twofold impact- a higher customer perspective and greater operational & managerial efficiency.
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	Budget for Continental Hotel for 2022

	
	in (£ million)

	Income
	

	Revenue from Rentals
	                   208.00 

	Revenue from Foods
	6.80 

	Revenue from Bar
	5.00

	Spa and Gym Facility 
	                        3.50 

	Other
	2.50

	Total Revenue
	                   225.80 

	
	

	Expenses
	

	Salaries & Wages
	                    40.00 

	Employee Benefit Scheme
	22.00

	Cost of Sales
	                     72.00 

	General & Administrative
	                     19.00 

	Gas and Electricity
	10.00

	Tableware
	5.40

	System Fund Expenses
	                        2.40 

	Insurance 
	                        3.10 

	Depreciation & Amortisation
	                        2.50 

	Reimbursement Costs
	                        0.70 

	Laundry
	0.70

	Dues
	                        0.80 

	Rental
	                        0.40 

	Other Expenses
	                        1.50 

	Total Expenses
	                   180.50 

	Net Income
	                     45.30 
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Jan Feb Mar Apr May Jun Jul Aug Sep 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 2,554 4,424 6,926 8,053 9,323 10,829 12,616 14,751 17,167 18,971 20,879 126,673

Total Receipts 91,980 75,354 96,224 53,726 56,853 65,123 74,129 86,316 95,551 72,967 76,671 78,479 923,373

Payments :

Alcoholic beverages 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 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 valeted 140 140 140 140 140 140 140 140 140 140 140 140 1,680

Vehicle insurance 4,000 4,000

Magazines 250 250 250 250 1,000

Freehold  

Fixtures and fittings              

Property expenses                        

Wardrobe         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 1,050

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 17,165 171,730

Balance b / f 6,000 85,165 147,454 230,863 268,424 310,762 360,970 420,534 491,685 572,221 632,373 695,979 4,222,430

Net cashflow in 

month

79,165 62,289 83,409 37,561 42,338 50,208 59,564 71,151 80,536 60,152 63,606 61,664 751,643

Balance c / f 85,165147,454 230,863 268,424 310,762 360,970 420,534 491,685 572,221 632,373 695,979 757,643 4,974,073


