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Executive Summary

The purpose of this report is to present the advantages that zero-based budgeting has over the traditional budget and its way easier to be implemented especially for the small business, or even to start-up a business.
Zero-based budgeting aims to help the hospitality industry to grow and to build up confidence between management and its employees.
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1. [bookmark: _Toc98884423]Introduction

The term zero-based budgeting refers to the concept of creating budgets from zero, with all budget categories having a value of ZERO at the beginning of the process. This is in sharp opposition to the gradual traditional budgeting, which requires a new budget to begin with a balance that is at least equivalent to, or an estimate of, the previous year's entire balance.

2. [bookmark: _Toc98884424]Zero Based Budgeting

Zero base budgeting means that can be an assumption that in the next period the budget will be at zero until the managers will have justification for money that will enter. 

[bookmark: _Toc98884425]2.1. Zero-based budgeting

[bookmark: _Toc98283612]The 5 steps of zero-base budgeting 



(myself design)
The first step to start zero-base budgeting is the start point which means the managers are starting from zero by creating and planning a budget without looking at the previous year's budget. 
Evaluate is the second step on zero-base budgeting that need to take into consideration the cost of every area and help to make decisions to minimise the cost or even to eliminate any unnecessary activities that can drive the business to spend more.
The manager is required to identify the costs and saving of each area of the Hotel Continental to justify the components of the budget.
Streamline is focusing on the improvements and performance of how the business is promoting its activities and by utilising these can determine if needs any changes across the areas analysed.
On the final step of the zero-base budgeting, the manager is required to provide the findings regarding the new budget plan and to communicate accurate information about the process that needs to be followed to have a successful business with good results by the end of the new year. 
[bookmark: _Toc98283613][bookmark: _Toc98884426]2.2. Process of Zero-base budgeting 

(myself design)
Determination of the goal is the first stage in identifying the goal of introducing ZBB. It may result in lower employee capital expenses or the demise of initiatives that do not fit within the corporate environment or are unlikely to aid in the achievement of organisational goals.
It is impossible to assess all the aspects of the business. Following a review of the company structure, management can determine whether ZBB should be implemented across the board or merely in a few key areas on a limited scale and to be able the Zero-based budgeting to introduce a degree programme (Cleary, 2015).
Conclusion units import information on which cost-effectiveness analysis must be implemented to respond to these challenges that will assist them in deciding whether to continue or stop a task. A department, a strategy, a product line are all options to increase the number of decision-making. The deciding units are separate from the rest of the system so that if the cost-benefit analysis turned out to be undesirable, that unit can be shut down.
The expansion of decision-making helps the manager to evaluate the operations of their decision units to identify decision units for compiling data relevant to the suggestions to be included in the budget. His job entails considering various options for achieving goals. The number of decisions units and packages is determined by the size of the business unit and the volume of goods it deals with.
The decision must include all information that will assist management in determining if the information is required for the firm, as well as the projected advantages and disadvantages that may be predicted.
The manager it will work to evaluate and classified the decision-making that will be expected to invest in tacking the right conclusions and to produce an appropriate budget plan that will assist Continental Hotel in achieving its objectives. According to Versel, (1978) these newly created and prepared packages are delivered to the company's next degree of accountability for evaluation reasons. The grading essentially establishes whether the suggestions should be included in the budget. The distinct solution packages are ranked by management in order of diminishing benefit or relevance to the company.
The unit manager does the initial assessment and then provides it to the upper leaders for additional consideration, who examine the company's core goals.
Budget is used to allocate funds and is the final phase in the Zero-Based Budgeting method. Management has rankings based on the cost-benefit ratio and the allocation of cash, and so a limit point is determined. The approved designed products are accepted, while the others are rejected, based on acceptable requirements. The cash is then distributed to various decision units, and budgets for each unit are created.
Zero-based budgeting puts a limit to that repetitive practice and forces everyone to concentrate on what they're achieving. It can be an inspiring exercise for top management, offering the opportunity to engage with how their job fits into the overall perspective. It will almost likely provide chances to decrease expenses as individuals discover where they can perform things more effectively - but to cut the cost is not the main goal (Schneider and Charles, 2018).

[bookmark: _Toc98884427]2.3 Advantages of Zero-based budgeting over Traditional Based


Traditional budgeting is preferable to zero-based budgeting because it gives a method for methodically evaluating various activities, guarantees that the tasks performed are crucial to the attainment of the goals, allows the managers to assign funds to different operations after conducting a comprehensive cost estimate and it aids in the detection and eradication of excessive expenditures. It allows for a more direct relationship between departmental budgets and corporate goals. It aids in the implementation of a Leadership by Goals strategy (Draper and Pitsvada,1981).
Because zero-based budgeting is focused on requirements and outcomes, it results in effective capital allocation the managers are motivated to identify expenses methods to be able to enhance activities from any sector. The zero-based budgeting is designed to detect overspent expenditures, and this is essential in functional areas when identified the result is challenging. Aim to boosts employee engagement by giving them decision-making authority and responsibility, therefore confidence (Pototschnik et al.,2019).
The zero-based budgeting is known to be a good improver of company planning and collaboration by analysing and removing inefficient and outdated processes.
[bookmark: _Toc98884428]2.4 How the Organisation Might introduce Zero-based Budgeting

Hoteliers want precise justifications of how each dollar is spent and how effectively their assets are handled (Ibrahim, 2019). 
According to Goldman, (1977), the link between costs and revenues, hotel nights, meal covers, and other company variables that determine revenue is crucial, and the lack of paperwork detailing this link may make the whole process particularly laborious.
A quality budgeting system should do away with worksheet budgeting as well as provide individuals with the choice of making possible outcomes and connect every spending with the company. Considering expenditures in the hotel business are always rising and cash flows are very unpredictable, this is required (4Hoteliers,2022).


(myself design)
According to the Financial Planning and Analysing the Zero-base budgeting can have the best results by being used in combination with different processes as can be seen in the figure below (Palmer,2014).
These methods and techniques have the importance to add value to the Scenario planning and Rolling Forecast process and analytical and fill the gaps (Mahler, 2016).
The organisation might introduce the zero-base budgeting technique because is an important process for the business also represents an important tool for starting planning from zero a planned budget for the Hotel Continental (McNally 2017).
In this scenario, the Zero-base budget implementation is essential because is about a hotel with a capacity of 15 rooms which means is a small business and can be easily followed and allocated time to find out the areas that need to have improvements (Kyle et al., 2017).  To do this is essential to start preparing a month-by-month cash budget forecast for January to December 2023. 
Aim to utilise compressive the cost and management tasks to reallocate this practice in the specific areas of the hotel where is required changes (Gondim, 2017). For the hotel, if this technique is successful it will help to save costs and to fill up the gaps that can affect the business at any time.  By utilised this practice it will allow the leaders to provide accurate information to the regional account's director with a perfect view about the costs that occur inside the company, e.g., capital expenditures; operating expenses; sales, general, and administrative costs; marketing costs; variable distribution; or cost of goods sold (Polley, 2018).
Zero-base budgeting technique can be utilised in the public and private sectors. 

3. [bookmark: _Toc98884429]Conclusion

The greatest opportunity of ZBB will start to occur, assisting businesses across all areas in crossing the stormy waves of insecurity of economy, when also the employees will participate by helping to improve the quality of the services or even when the savings are starting to show up within the budgeting planning.


4. [bookmark: _Toc98884430]Budget Calculations

According to Bragg, (2022) a budget is an estimate of income and expenditures for a specific period. Budgets are used by businesses, institutions, and families and they are an essential component of running a successful business or lifestyle. Budgeting is used by businesses as a strategic tool for planning as well as a technique of evaluating performance at the end of each quarter (CFI,2022). 
Budgeting may be difficult for businesses, especially if clients will miss a payment or if the income and expenditures are unpredictable. Companies utilise a variety of budgeting, including operational and master budgets, as well as static and flexible budgets (Investopedia, 2022).

(myself design)
The businesses are choosing to use the master budget, because is covering the whole financial year and aim to estimate the company budget. (BPP,2019).
The entries and outputs of a corporation can be determinate by using the static financial statement. The first stage in budgeting is to create a static budget, which determines the estimated further income that a company has and the investment that will do in order to have a healthy business, therefore the moneys are essential in this context. The expenditures are not affected by the level of production or sales according to the static budget. The rent, as an example of expenditure, is a constant expense independent of a business's total revenues (Hope, 2016).
The operating financial plan is used to track the corporation's daily revenue and expenses. The price of goods marketed (COGS) and revenues or profits are both addressed in the operational budget. The entire cost of products sold including the price of directly labour and supplies is known as the amount of supplies advertised (COGS).
A funds budget assists management in estimating the money that a company will make over a certain time period. Because expenditures must be paid back from money gained, cash inflows and outflows are crucial for a corporation.
A flexible budget includes statistics that are dependent on total performance. To highlight the variances between predicted and current expenditure, the adaptable financial statement is evaluated to the business's static plan.
The flexible budget variance assesses the impact of price levels or expenses on activities by trying to compare the flexible budget to actual results. The sales-volume variance, on the other approach, analyses the flexible and static budgets to evaluate the impact of a company's current activity on processes. Personal flexible and static financial plan for each aspect of a company's performance can be created using these two budgets which could be positively or negatively variations are identified.
The company's sales will be less than expected if the sales-volume variance is unfavourable which means that the flexible budget is smaller than the static budget.
The adverse flexible budget variance is the outcome of pricing or expenses. Executives can more quickly analyse the firm's quality and help with any required changes if they identify where the organisation is failing to meet or above the benchmark. 
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What is Budgeting?




(Corporate Finance Institute, 2022)









Budgeting is the strategic implementation of a business plan.





Fully detailed marketing strategy roadmap that gives metrics to assess of performance to satisfy the goals in a firm's strategic strategy is required for this.





make modifications along the way to guarantee that is meeting the goals.







Structure of Budgeting



(Bragg, 2022)









A budget is a forecasted income  for future periods at its most basic level.





conducted from the top down, with a financial plan including an overview of the whole budget document and supporting budgets rolling up into the budget period and offering additional information to users.









Budget Variances





The difference between the actual costs and income and the budgeted costs and income are known as variances

Formula:

Variance%=Budgeted result-Actual result/Budgeted result*100













Types of Variances

Adverse (Bad for the business)

Favourable (Good for the business)
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