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[bookmark: _Toc98283818]Executive Summary
Zero-based budgeting includes budgeting by analysing and evaluating each cost factor, and the fund is assigned depending on the necessity of the factor at that time. The objective of this technique is to utilize the resources in the proper way. Zero-based budgeting is more focused, more oriented and justified, has higher clarity and responsiveness, and has a higher chance of being effective than traditional budgeting. The Continental Hotel can introduce zero-based budgeting by following the five steps of the budgetary plan. A structured and justified budgetary plan helps an organization achieve its values and goals.
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1. [bookmark: _Toc98283819]Introduction
Budgeting is a crucial task for any organization. Financial matters are directly related to budgeting. The financial factors are changing overtime, and these are becoming critical day by day. As a result, many organizations are not following the traditional budgeting process in which predetermined financial items are included automatically in the budget (Ibrahim, 2019). Nowadays, the funding is allocated depending on the effectiveness and need of the program. This type of budgeting is called zero-based budgeting. The budgeting items are not included based on the previous records, but rather are included according to the efficiency and needs of the organization. This sort of budgeting is getting more popular day by day because of the changing demands of the global economy (Beredugo et al., 2019).
 
 
 
 
 
 
 
 
 
 





2. [bookmark: _Toc98283820]Zero Based Budgeting
[bookmark: _Toc98283821]2.1 Zero-based budgeting
In zero-based budgeting, all expenditures are always justified for every new period. Starting from a "zero base," the zero-based budgeting process analyses every aspect of an organization's usage and costs. Costs are classified and assessed against past outcomes and present expectations, allowing management to distribute funds based on current demand rather than on historical expenditures. Peter Phrr came up with this budgeting method in the 1970s (Surianti and Dalimunthe, 2015).
It is possible for managers or seniors to carry out zero-based budgeting over an extended period of time, with just a few fundamental components being examined at a time. By avoiding large increases or drops in the budget for the previous period, zero-based budgeting may help cut expenditures. A time-consuming approach, it takes longer than typical, cost-based budgeting (Haxholli, 2015).
Managers are forced to defend their work under zero-based budgeting since the budget will not be authorized unless a budget can be presented that top management can justify, at least to some extent. Unjustified expenditures and efforts would cease to exist if zero-based budgeting is used as it is meant (Savenko and Zinkevych, 2018).
Objective of zero-based budgeting
The goal of zero-base budgeting is to accomplish a utilization of funds that gradual and other budgeting approaches are less likely to achieve. In this method, managers are first asked to define and explain their areas of activity in terms of company volumes (Miller, 2018).
Example of Zero-based budgeting
A new company had an advertisement expense of £10000 last year. But the company estimates that because of the popularity gained, the advertisement cost can be minimized by £2000. Thus, as per the zero-based budgeting technique, the advertising cost for the next year will be allocated by (£1000–£2000) = £8000. Historical data is not the major fact in that case (Nnoli et al., 2016).
Again, if the company forecasts that it will be able to collect raw materials from the suppliers for £5000 less than the previous budgeting cost, which was £30000, the budget for the raw materials for the next year will be (£30000-£5000) = £25000.
So, zero-based budgeting does not consider the past data but rather uses the current scenario to budget. This method has both advantages and disadvantages. Whether this method will be effective for the organization mainly depends on the nature of the organization and the utilization of the budget resources of that organization (Mohamed et al., 2016).
[bookmark: _Toc98283822]2.2 Advantages of Zero-based budgeting over Traditional Based
The financial system of the whole world is now becoming dynamic over time. This is why the companies are making their budgetary plans that are outside the box. Zero-based budgeting is such a technique that it is quite different from traditional budgeting (Graur et al., 2017).
Zero-based budgeting has some advantages over traditional budgeting for which organizations, including the hospitality industry, are adopting this budgetary plan. The budgeting activities are reevaluated whenever the budget is set. As a result, the organization can know the changes that happened to it and can allocate the most effective funding (Alain et al., 2017). The other advantages of this budgetary system over the traditional one are explained below:
More focused: The zero-based budgeting is more focused than the traditional one. Because it focuses on new economic appraisal rather than historic expenditure. This is why zero-based budgeting is more focused than traditional budgeting. Such as, a hotel came to know that it did not need a cost factor, which was maintained in the previous budget. Under zero-based budgeting, this factor would be avoided to have a proper allocation (Bawono, 2015).
More oriented and justified: The zero-based budgeting is more oriented and more justified than the traditional budgeting. Because rational budgeting is accounting-oriented, but zero-based budgeting is decision-oriented or project-oriented. Justification is made for this budgeting considering the costs and benefits. As a result, this technique is more justified (Esakova et al., 2020).
Higher clarity and responsiveness: As the zero-based budgeting is done focusing on the current scenario rather than the previous allocation, the technique has higher clarity and responsiveness than the traditional budgeting procedure (Dauda, 2019). Management can come to know the exact budget scenario that is based on various items. As a result, the budget seems to be more accurate and clear.
Higher chance of effectiveness: The zero-based budgeting has a higher chance of effectiveness compared to the traditional approach. As the real scenario is analyzed and the budget is assigned based on that, there remains a high probability that the budget will be effective if utilized properly (Clark et al., 2018).
These are the advantages of zero-based budgeting for an organization. From these perspectives, it is advantageous over traditional budgeting.
[bookmark: _Toc98283823]2.3 How the Continental Hotel might introduce Zero-based Budgeting
To initiate the zero-based budget, the Continental Hotel needs to take some initiatives. Because this type of budgeting is quite different from the traditional budgeting technique, the initiatives should be done in the proper way so that it seems to be easier for the organization to adopt the new budget planning.
There are five steps of zero-based budgeting based on which the hotel might introduce this budgeting system to the organization (Habiburrochmana and Rizkib, 2020). The steps are being elaborated below:
Five steps of zero-based budgeting
The five steps of the zero-based budgeting are as follows:

Graph: Five steps of zero-based budgeting
Start: Hotel Continental needs to start from the beginning as it is a new process and must be started in a new way. The hotel should create a fresh yearly budget from the ground up, without utilizing last year's actuals as a starting point for comparison. The start phase of this system is vital as the budgeting technique is initiated from this technique. The top hotels in the UK are now starting to introduce this budgeting method (Hassan et al., 2017).
Evaluate: The second step of introducing zero-based budgeting is to examine and analyze the total cost of each and every section. Because without proper analysis, it would be difficult to allocate funds in an efficient way. The Hotel Continental should minimize or remove activities or services that are not essential (Hijal-Moghrabi, 2017). It should emphasize more on the required and necessary items.
Justify: The third phase of the budgetary system is to compute and account for all the budget's components. Because without doing this, the budget procedure will not be properly justified. To make it justifiable enough, the hotel should identify areas that are cost-effective, relevant, and cost-saving, and these should be prioritized when the budget is set. (Bradbume, 2017).
Streamline: The hotel must choose its streamline by deciding what has to be done and how it should be done in the fourth stage. The streamlining will provide insight into the organization's budgeting. The more procedures can be automated and standardized, the better. The procedures must be standardized through proper planning, analysis, and research (Posner and Fantone, 2015).
Execute: Finally, the budget should be executed by planning and implementing a whole range of procedures. It should be made clear what each person's function is and what their obligations are. The procedures should be implemented carefully so that the budget seems to be effective for the hotel (Gayithri, 2015). The exact execution of the budget mainly depends on the analysis and decision-taking of the relevant authorities.
Through these five steps, the Hotel Continental might introduce zero-based budgeting. The steps should be done in an accurate way so that the budget looks dynamic and proves to be effective in the future for the hotel.
3. [bookmark: _Toc98283824]Conclusion
Zero-based budgeting is a dynamic technique compared to the traditional one. Companies, including hotels, are switching to zero-based budgeting to have more advantages. It seems to be more effective and the allocation of resources can be done in a more realistic way using this budgetary procedure (Pratolo et al., 2020). The Continental Hotel may introduce zero-based budgeting by following the steps related to it. This means that it is likely that the budgetary system will become more popular in the near future.


















[bookmark: _Toc98283825]4. Budget Calculations
The calculations of a zero-based budgeting for one month of a well-established hotel can be as follows (Amini et al., 2019):
	Particulars
	Amounts (in £)

	Revenues
	

	Expected Hotel Revenue
	£50000

	
	

	Expected Expenses
	

	Salaries and Wages
	30000

	Utility Bill
	1000

	Newspapers and Magazines
	500

	Complimentary Room Beverage
	250

	Insurance Cost
	300

	Equipment
	7400

	Vehicles
	300

	Furniture
	2000

	Rent
	250

	Beverage Cost
	5000

	Other Cost
	3000

	
	

	Total Expenses 
	£50000





[bookmark: _Toc98283826]5. Reference List

Ibrahim, M.M., 2019. Designing zero-based budgeting for public organizations. Problems and Perspectives in Management, 17(2).
Beredugo, S.B., Azubike, J.U. and Okon, E.E., 2019. Comparative analysis of zero-based budgeting and incremental budgeting techniques of government performance in Nigeria. International Journal of Research and Innovation in Social Science, 3(6), pp.238-243.
Surianti, M. and Dalimunthe, A.R., 2015. The implementation of performance based budgeting in public sector (Indonesia case: A literature review). Research Journal of Finance and Accounting, 6(12), pp.198-210.
Haxholli, B.N., 2015. Zero Based Budgeting in KCS Implementing Zero Based Budgeting Method in Kosovo Correctional Service.
Savenko, H. and Zinkevych, T., 2018. Alternative methods of budgeting: aspects of their implementation in Ukraine.
Miller, G., 2018. Performance based budgeting. Routledge.
Nnoli, U.F., Adeyemi, S.S. and Onuora, O.A., 2016. Zero-Based Budgeting: Pathway to Sustainable Budget Implementation in Nigeria. Business Trends, 6(3), pp.28-35.
Mohamed, I.A., Kerosi, E. and Tirimba, O.I., 2016. Analysis of the effectiveness of budgetary control techniques on organizational performance at DaraSalaam bank headquarters in Hargeisa Somaliland.
Graur, A., Jieri, N. and Mihaila, A., 2017. Modern methods used in performance-based budgeting.
Alain, A.M.M. and Melegy, M.M.A.H., 2017. Program and performance budgeting system in public sector organizations: an analytical study in Saudi Arabian context. International Business Research, 10(4), p.157.
Bawono, A.D.B., 2015. The role of performance based budgeting in the Indonesian public sector.
Esakova, E.E., Nalimova, Z.F. and Yakubenko, I.A., 2020, January. Improving the Relevance of the Budgeting System in the Transition to the Digital Economy Model. In International Session on Factors of Regional Extensive Development (FRED 2019) (pp. 243-247). Atlantis Press.
Dauda, H., 2019. Examining the Role of Budgeting and Budgetary Control in Achieving Objectives of Business Organisations.
Clark, C., Menifield, C.E. and Stewart, L.M., 2018. Policy diffusion and performance-based budgeting. International Journal of Public Administration, 41(7), pp.528-534.
Amini, M., Azar, A., Nayeri, M.D. and Bayat, K., 2019. Developing a Performance-Based Budgeting Maturity Model and Constructing a DEA-Based Composite Indicator to Measure It’s Score. Industrial Engineering & Management Systems, 18(1), pp.143-153.
Habiburrochmana, H. and Rizkib, A., 2020. Performance-Based Budgeting and its Impact on Control Effectiveness: A Case Study of the State University of Indonesia. International Journal of Innovation, Creativity and Change, 11(11), pp.366-383.
Hassan, S., Dey, N.B. and Kumar, B., 2017. Budgeting Practices by MSMEs in Tripura: An Analytical Study. SEDME (Small Enterprises Development, Management & Extension Journal), 44(2), pp.19-31.
Hijal-Moghrabi, I., 2017. The current practice of performance-based budgeting in the largest US cities: An innovation theory perspective. Public Performance & Management Review, 40(4), pp.652-675.
Bradbume, J.M., 2017. Wagging the Dog: Managing Museum Priorities in a Difficult Economy. In Mission, Money, and Authority, Part One (pp. 141-152). Routledge.
Posner, P.L. and Fantone, D.M., 2015. Performance budgeting: prospects for sustainability. In Performance Management and Budgeting (pp. 106-127). Routledge.
Gayithri, K., 2015. Performance-based budgeting: Subnational initiatives in India and China. Institute for Social and Economic Change.
Pratolo, S., Sofyani, H. and Anwar, M., 2020. Performance-based budgeting implementation in higher education institutions: Determinants and impact on quality. Cogent Business & Management, 7(1), p.1786315.










Start





Streamline





Execute








Evaluate


Justify


10

image1.png




image2.png




