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[bookmark: _heading=h.gjdgxs]Executive Summary
Zero-based budgeting and its application in an organization were the subject of the research. The study examined the many features of zero-based budgeting for an organization to understand how to implement and utilize ZBB in financial accounting. ZBB is more efficient and effective than traditional budgeting, and it also addresses some of the constraints of traditional budgeting. The standard budgeting procedure just considers new spending, but ZBB considers all an organization’s budget expenses. Continental Hotel will profit from employing ZBB in its budgeting process, even though it has several limitations.
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[bookmark: _heading=h.30j0zll]1. Introduction
The study focused on defining the Zero-based Budgeting technique and its process of implementation in an organization. The study has illustrated the definition of ZBB (Zero-based Budgeting) with its historical background and technicality. In this section, the steps of Zero-based budgeting have been discussed. Therefore, the ZBB has been compared against Traditional Budgeting in terms of its advantages towards an organization’s financial accounting process. After that, the implementation of ZBB has been discussed in a general as well as Continental Hotel’s context.
[bookmark: _heading=h.1fob9te]2. Zero-based Budgeting
Peter Pyhrr, a previous Texas Instruments account manager, created zero-based budgeting in the 1960s. Starting at zero and justifying every single spending, zero-based budgeting is distinct from old-fashioned accounting (Ibrahim, 2019). Instead of incremental increases in budgeting, zero-based budgeting begins from scratch and analyses the company’s specific needs. When it comes to project performance analysis, this allows for a more strategic, top-down approach.
[bookmark: _heading=h.3znysh7]2.1 Zero-based budgeting
In zero-based budgeting, the entire expenses must be accounted, at the beginning of each new fiscal year. In the process of zero-based budgeting, every function of an organization is examined for its needs and costs. Whether the finances stay higher or smaller they were before; they are built on for the following step. 
Top-equal planned targets may remain introduced in the planning method by linking this to useful sections of the company and the expenditures will be aggregated and evaluated versus prior outcomes and recent opportunities (Beredugo, Azubike, and Okon, 2019). ZBB facilitates this.
Zero-based budgeting may be brought out for an extended period by managers and group leaders, to be assessed at a moment. This strategy can save money. Traditional cost-based budgeting is quicker, but this method is more time-demanding.
Direct revenue or production divisions are also preferred since their contributions are more immediately quantifiable than those in client support and R&D. Individuals and families can also benefit from zero-based budgeting, which is most utilized in businesses (Adah, 2016).
An equipment manufacturer might decide to use a zero-based budgeting approach, in which case manufacturing costs would be more closely examined. Costs for specific items that are outsourced to another manufacturer are increasing at a rate of 5% per year. Those parts can be manufactured in-house by the company’s workforce. After evaluating the advantages and disadvantages of in-house manufacturing, the company concludes that it can produce the parts at a lower cost than the outside supplier.
An alternative approach would be to identify situations in which the company can choose to either manufacture or purchase an external component for its end products, rather than simply increasing its budget by a predetermined percentage.
It’s possible that traditional budgeting doesn’t allow for the identification of departmental cost drivers. The goal of zero-based budgeting is to identify and justify expenditures at a more granular level (Khalifa and Alodhaibi, 2021). Zero-based budgeting, on the other hand, requires a lot more work, so the potential savings must be assessed against the time and resources required to implement it.
ZBB may be implemented in a variety of ways by businesses, and the following five phases might serve as a starting point.
I. Start:
In the beginning, organizations should start from scratch. Organizations should not use last year’s actuals as a starting point for creating a new yearly budget.
II. Evaluate:
Organisations should analyse every aspect of the budget. They should reduce or eliminate activities or services that are not essential.


III. Justify:
All the budget’s components must be accounted for. Organizations must find areas where they may save money while still getting the task done.
IV. Streamline:
Organisations should decide what must be done and how it should be done. The more procedures can be automated and standardized, the better.
V. Execute:
Organisations should initiate a systemic approach to planning and execution. They must make it clear what each person’s responsibilities are and how they fit into the bigger picture (Coyte, Messner, and Zhou, 2020).

[bookmark: _heading=h.2et92p0]2.2 Advantages of Zero-based budgeting over Traditional Based
Budgets are used by all firms to keep a record of expenditure and find methods to cut expenses and increase profits. Most budget planning is done based on past years’ spending plans. Traditional budgeting, on the other hand, will start with the last year and makes gradual ratio improves or cuts and will achieve other objectives as necessary. Most of the time, the percentages here range from 1 percent to 10 percent.
If the general market forecast and other external circumstances are negative or positive, it is possible for budgets to spiral out of control or to show huge increases or decreases in expenses. In these situations, it is not a good idea to look at the company’s budget from the previous year because of the considerable changes that have occurred (Ibrahim et al., 2017). There is a need for a completely new budget — ergo.
Each cost and component of the firm are examined one by one. It’s referred to as the "zero bases" beginning point. Traditional budgeting, on the other hand, solely considers new expenditures.
One of the many advantages of zero-based budgeting as an accounting technique is its ability to concentrate activities while reducing expenses and increasing budget flexibility. Those businesses that generate the most income become more prominent in managers’ minds when they consider the impact of every dollar on the bottom line. When budgeting is done on a zero-based basis, resources will not be misallocated over time as they would be if the budget were to expand incrementally (Likhtin and Kutergina, 2016).
While zero-based budgeting calls for a justification of both old and new costs, traditional budgeting advocates for incremental rises above past budgets, such as a 2% increase.
For the same reasons, traditional budgeting simply looks at the most recent purchases, but zero-based budgeting asks for an explanation of all previous purchases, even recurring ones. The goal of zero-based budgeting is to place the responsibility on executives to clarify their expenditures to produce value for a business through optimizing costs and not simply revenue.
[bookmark: _heading=h.tyjcwt]2.3 How the Organisation Might introduce Zero-based Budgeting
Although here are many advantages, there are also several disadvantages that should be studied.
If you are choosing whether to use zero-based budgeting, a business's corporate plan and goals should be respected. Even though a zero-based budget can help companies better cut costs, it can also transform the company’s value and the culture it fosters completely.
According to Accenture, only about half of companies can maintain cost savings for more than a year or two, making traditional budgeting ineffective in these situations.
Zero-based budgeting should only be used after a thorough evaluation of the benefits and drawbacks has taken place.





Zero-based Budgeting Implementation
I. Consolidate FP&A with ZBB:
As an auxiliary process, ZBB should not be viewed as a replacement for existing budgeting and planning cycles, but rather to refocus investment on key goals every few years.
II. Maximize ZBB’s return on investment by prioritizing its efforts:
Indirect expenses, such as those in SG&A as well as other areas of overhead that are difficult to quantify, are a common target for ZBB campaigns (Mustapha, 2017). To get maximum value from a limited investment while minimizing disruption to customer-facing business functions, this strategy allows Continental Hotel to target specific areas of the organization. Continental Hotel can limit its use of ZBB to fresh company activities as well as demands for extra financing even though continuing to use more budgeting techniques used for continuing actions.


III. Consolidate operational and financial details on a unified system:
Understanding and insight into operational determinants of expenses are critical for ZBB’s performance. There must be a point of granularity in conditions of expenses that can be traced to a single worker, a company visit, or a advertising promotion.
IV. Modeling should be simple:
It is crucial to be able to predict a fundamental link among quantities, consequent supply, staff needs. (Ibrahim et al., 2017). As activity volumes and service levels fluctuate, Continental Hotel’s managers must make cost-effective decisions.
V. The FP&A process can be improved by using ZBB models:
If Continental Hotel adopts an incremental method to budget planning that will start with last year actual data, the ZBB model could be the first company example of fundamental links for a diverse industry area. FP&A groups need to adjust and to maintain yearly costing activity, and this can be extra efficient. (Rasugu, 2019). This models in this manner, ZBB is not considered a stand-alone activity, just rather a first phase in the transformation of corporate organizing and planning that might eventually start to consolidated company development.


[bookmark: _heading=h.3dy6vkm]3. Conclusion
To sum up, the report discussed the various aspects of Zero-based budgeting for an organization to know about how to undertake and apply ZBB in its financial accounting. It has been understood that ZBB is more efficient and easier to handle than Traditional budgeting and it also covers several limitations posed by traditional budgeting. It has also been identified that ZBB includes all the expenses of an organization’s budget, while the traditional budgeting process only undertakes new expenses. Though ZBB has several drawbacks, Continental Hotel will be benefitted by using this technique in their budgeting process.
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[bookmark: _heading=h.1t3h5sf]4. Budget Calculations

See the Excel template submitted in the assignment 2 in Moodle.
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